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Thé growing demand for international experience of one 7 
electrical energy in all of the world’s leading 
countries in Southeast and suppliers of thermal power 
East Asia has prompted us to plants covers all fields of 
set up a team of highly application from coal, gas or 
competent specialists as local oil-fired steam turbine 
partners to power generating generators to gas turbines 
utilities and industrial using energy sources such as 
manufacturing plants. The gas, light or heavy oil or coal 
KWU Power Generation gasification. And when it 
Division in Singapore is now comes to combined cycle (gas 
ready to serve the Asia Pacific and steam) power plants, the 
Region in all thermal power Singapore team is ready to 
plant questions including assist and advise you in 


finding the best solution to 
your specific application 
requirements. 


e feasibility studies 
e project planning 
e project management 


e turnkey installations Talk to us and turn our local 

e service and maintenance presence into your advantage. 
e rehabilitation projects Siemens (Pte) Ltd 

The engineering expertise KWU Power Generation 
backed by the vast Division 

technological resources and Asia Pacific Region 


51 Goldhill Plaza 11-08/10 
Singapore 1130 

Tel. (65) 253 4088 

Fax. (65) 253 4714 


KP 5057 


Versatility is our strength. 
Siemens. 
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LETTERS 


Pirates or privates? 

In reference to Landmark for minorities 
[SHROFF, 15 Nov. '90] there is in fact 
another twist to the Landmarks’ takeover of 
Peremba's 50% in UBN and the acquisition 
of Saujana. 

Peremba has now been sold to its man- 
agement in the first management-buy-out 
under the Malaysian Government's so-call- 
ed privatisation scheme, which some have 
referred to as a "piratisation" scheme, a 
charge which has a large element of truth in 
it. 

Some members of Peremba's present 
management were involved in an earlier 
abortive bid to transfer Peremba to Fleet, 
during which period it incurred certain 
losses which have remained unexplained to 
this day. Fleet's failure to see the deal 
through led to UDA forfeiting its deposit 
and retaking control of Peremba. 

Notwithstanding this, UDA has all this 
while only been in nominal control of 
Peremba, and Peremba's management 
has been powerful enough to even en- 
gineer the removal of UDA employees who 
were its nominees on the Landmarks board 
of directors. 

There are a number of real reasons for 
the shifting of assets from Peremba to 
Landmarks. To facilitate the management- 
buy-out at any "affordable" (read “cheap”) 
price, assets which had relatively fixed 
values had to be replaced with assets (i.e. 
Landmarks' shares) whose values could be 
more easily manipulated in a number of 
ways (timing of purchase and so on), espe- 
cially taking into account Peremba's re- 
maining liabilities (i.e. existing losses) which 
would be easier to write off once the assets 
to which they relate are no longer on the 
books. 

The downward revision in Landmarks’ 
share price would thus not only have given 
Peremba an increased shareholding in Land- 
marks but would actually have made the 
management-buy-out of Peremba cheaper. 
Smart, huh? 

Peremba was not the only shareholder 
of Saujana, and certain other interests in 
Saujana had to be "saved," even if this had 
to be done at the expense of a public-listed 
company. 

Saujana has always been a white ele- 
phant, notwithstanding what economic or 
commercial justifications for it these so-call- 
ed accountants can dream up. There is 
much in Saujana that they would like to 
keep to themselves, such as inexplicably 
high acquisition and capital development 
costs. They can only do this if it remains in 
their control. UDA, meanwhile, would have 
been left holding the bag of accumulated 
losses to be written off, to experience 
perhaps? The governments supposedly 
high hopes would therefore have been 









Perhaps this could explain the 
management-buy-out? Who caused Perem- 
ba's losses in the first place, if not the very 
management and its cronies which now 
seeks to buy Peremba at such good terms? 
Who are they really acting for? 
Minority shareholders beware! 
Kuala Lumpur ANTI-PIRATE 
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No basis for conclusion 

Your INTELLIGENCE report on Ananda 
Marga [13 Dec. '90] jumped to terrible con- 
clusions from very innocent facts about our 
social-service work. 

You were correct that Ananda Marga 
has shown a keen interest in the plight of 
the Burmese refugees on the Thai-Burma 
border. Our social-service volunteers have 
trekked many kilometres through dense 
jungles to reach each of the camps. We 
have held dozens of free medical missions 
and distributed several tonnes of 
medicines, blankets and nutritious food. 
We know first-hand the suffering of the 
Burmese students and intellectuals who 
have fled the repressive Ne Win military re- 
gime. 

Your report is also correct that Ananda 
Marga is opening a school near the Thai 
border town of Songkhlaburi for the ref- 
ugee children from the ethnic Mon and 
Karen minorities. Ananda Marga has more 
than 3,000 schools worldwide that provide 
free universal education to awaken love for 
learning in the children of poor com- 
munities. 

It is true that we have invited exiled Bur- 
mese students to attend free yoga medita- 
tion courses, which we run in every coun- 
try. Ananda Marga believes that to trans- 
form society in a positive direction requires 
selfless leaders who have transformed 
themselves through meditation for self- 
realisation. 

It is not true that Ananda Marga is a cult 
— we are a socio-spiritual service organisa- 
tion. We are most definitely not the terrorist 
group that Indian security may consider us, 
and the best evidence is the high esteem in 
which Ananda Marga is held throughout 
that country — except in the state of West 
Bengal. There the communist state govern- 
ment, jealous of our growing popularity 
among the poor, has waged a vicious cam- 
paign of slander and violence against 
Ananda Marga. The allegations of this com- 
munist government are the source of what- 
ever suspicions regarding Ananda Marga 
that may exist anywhere in India. 

Manila ACARYA PRASIIDANANDA AVADHUTA 
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Arrival history 

I liked the touch of history with your ar- 
rivals board picture [Reverse thrust, 6 
Dec. 90]. Out of the 10 flights shown, three 
airlines have gone or changed. Routes of PA 
(Pan Am) in the Pacific have been bought 












as dropped its flights to Taipei and 
ng, and may soon sell its other 
routes; and Hongkong-Shanghai 
flights are now operated by MU (China East- 
ern), no longer by CA (CAAC/Air China). 
— Then there is the mystery of RR, the first 
flight shown on the board, which was 
| probably a demonstration flight in Asia for 
the engine-maker — and the reason your 
photographer was there? 
An arrivals board at an airport is some- 
_ what like the Hongkong harbour; you need 
a new picture every six months to keep up 
to date. I would date your picture 1986. 
Hongkong 















Stay vigilant on abuses 


human-rights abuses in the People’s Re- 

public of China. 

" But what the US, and the rest of the 

™ world with perhaps the exception of Am- 
nesty International, seems to gloss over is 
the strong possibility that Peking's treat- 
ment of its citizens may not have merely 

failed to improve, but may have got worse. 

Tiananmen was the beginning, not the 

climax, 

< Every week we get reports of scores of 

.executions. Just recently it was revealed 










nited Airlines; co (Continental Air- 


It is good that the US maintains its vigil on 


arrested in the May-September period. 
Given that Peking is blind to any distinction 
between criminals, and those that merely 
disagree with the government, one is dri- 
ven to wonder how many of those arrested 
fall into each category. 

Of the scores executed, nafries, and the 
nature of the “crime,” are given only in a 
minority of cases. This causes concern 
among those of us with friends in China 
whom we have not heard from lately. Have 
they been shot? If we. make inquiries we 
put at risk those that may still be alive, for 
mere contact with a foreigner or others 
overseas may amount to guilt. — 
Hongkong — "DAVID PYOTT 
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Freedom of sorts f 
For those optimists who prematurely cheer- 
ed recent moves towards greater political 
freedom in Indonesia — including freedom 
of the press — the abrupt move by the gov- 
ernment to ban the publication of the popu- 
lar tabloid Monitor [REVIEW, 15 Nov. ’90] 
must have been disappointing. The story 
tells a lot about Indonesian politics. 
Monitor was banned for publishing the 
results of a readers’ survey on “Whom I ad- 
mire most.” President Suharto emerged as 
the most popular figure, but the magazine’s 
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The first official General Trade Fair in a 
country of the Arab Guif Co-operation Council 
ADIF '91. The biggest general trade fair to be organes 
AGCC. Hundreds of exhibitors from mere than 40 count 
National pavilions, organizations for trade and industry, si 
, Of finished goods and raw materials, machinery, consumer p 
| consultancy services, governmental and Municipal Suppe S. 


ADIF ‘91. An important event for business peopie and professionals 
throughout the AGCC. Meet the leaders in world industry offering 
pioneering. innovative products for regional markets 


ADIF '91. Put it down in your diary today. 


For further information please contact 
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Regional Affairs 


Foreign Relations : China-US 


Peking accepts a visit by a Washington 


. human-rights official, but hopes that 

. international economic sanctions will be 
. eased without it making more than token 
. concessions on the issue 8 


Korea : Rice Aid 
Forced to face the reality of its economic 
crisis, the North has secretly accepted rice 


. aid from the South through an 
. intermediary in Hongkong 8 


f 


. Cambodia : Talks Fail 
The latest round of UN-sponsored talks to 


— end the Cambodian war fail in Paris 9 


E 


K; 


Foreign Relation : Pakistan-Iran 
Islamabad tries to overcome the setback of 
the murder of an Iranian diplomat in 
Lahore and goes ahead to forge strong 
ties with Teheran 10 


- Burma: Opposition 
The move by a group of opposition 
members to set up a parallel government 


. on the Thai border seems likely to 
. backfire 10 


Philippines : Military 


. Heavy jail terms imposed on rebel 


soldiers fail to quell rumours of another 


. coup attempt 13 


JA India : Force of arms 


Under threats from terrorists seeking to 
establish the state of Khalistan, radio 
stations in Punjab are changing their 


INTELLIGENCE 


Soft on Hard Cash 


The apparently resolve of the Soviet 
Union to switch to hard-currency trade 
with its Comecon partners softened as the 
day of truth, 1 January, approaches. 
Ivan Ivanov, deputy chairman of the 
Council of Ministers Commission on 
Foreign Economic Relations, confirmed 
on 14 December that a transitional 
arrangement had been negotiated with 
Vietnam and Mongolia, and similar 
agreements would be worked out for 
most of the European partners. For the 
time being settlements will be made 
within the framework of clearing 
accounts, meaning payment for Soviet oil 
can come in the form of goods with an 
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Cambodian talks fail i again (9). 


language, and students are modifying 
their dress and hair styles 15 


South Korea : Defence 

As the threat from North Korea appears 
to recede, Seoul's military planners are 
evaluating new strategic priorities. 
Meanwhile, the US military presence is 
likely to fall further as a combination of 
local ambivalence and an uncertain role 
undercuts its relevance 16 


Foreign Relations : New Zealand-US 

In a move calculated to please the US, 
New Zealand's National Party 
government appoints a noted hawk to 
replace a dove as its ambassador to 
Washington 19 


Mongolia : Restructuring 

The euphoria over the introduction of 
multiparty elections after seven decades 
of communist rule is fading as Ulan Bator 
grapples with shortages of electricity, 


equivalent value, measured in hard 
currency at current world prices. It seems 
probable that a similar arrangement will 
be made for North Korea. Economist 
Oleg Bogomolev said this transition is 
essential to avoid a total break in 
economic ties with these countries. 


Dollar Diplomacy 


Western donor countries and Japan 
played a crucial, though indirect, role in 
toppling Bangladeshi president H. M. 
Ershad. A week before the 27 November 
emergency clamped by Ershad, diplomats 
from these countries warned him that 
their aid could be jeopardised if he did not 
pay heed to popular democratic demands. 
Although Ershad — who had for years 
outwitted both the opposition and 
Western demands for democratisation — 
decided to tough it out until early 
December, when the Bangladesh army, 
aware of the country's dire economic 
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3 consumer goods and basic foods. 


Overhanging the new government's 
attempts to move to a more market- 
oriented economy is a massive debt 
burden, which is becoming a source of 
friction with its long-time ally the Soviet 
Union. Meanwhile, a resurgence of 
enthusiasm for Buddhism is helping the 
nation rediscover its national and cultural 
identity 20 


Arts and Society 


China : Ageing 

The Long March-era fossils of the 
communist party's ‘Sitting Committee’ 
turn to traditional nostrums in their bid to 
out-live each other and ensure the 
succession of their chosen proteges 24 


Business Affairs 


Japan : Economies 

Economic growth could slip from the 
current 5% to below 3% in the year 
starting 1 April, according to some 
analysts, bringing to an end a boom that 
was in sight of a post-war record 32 


Vietnam : Commodities 

A crackdown on corruption has unearthed 
widespread fraud at the state’s grain 
reserve agency 33 


Southeast Asia : Development 
In its search for ways to cooperate 
economically, Asean need look no further 


straits, is known to have reminded 
Ershad that even if he managed to survive 
for the time being, donor pressure would 
become insurmountable in the long run. 


All or Nothing 


The sudden collapse of a complicated 
share swap between Singapore-listed 
United Industrial Corp. (UIC) and 
companies controlled by Indonesian 
magnate Liem Sioe Liong has led analysts 
to speculate Liem may be planning a 
takeover bid for UIC itself. Under the 
now-aborted swap, Liem’s companies 
would have become UIC’s second-largest 
shareholder, effectively exchanging some 
prime Singapore property for 9% of UIC's 
shares. But had the deal gone through 
and Liem wanted to wrest control of UIC 
from main shareholder Oei Hong Leong, 
he would have been bound by 
Singapore’s takeover code to make a 
general offer at a level 40% above UIC's 
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than the development of a so-called 
‘growth triangle’ centred on Singapore 
and its hinterland to the north and the 
south: the Malaysian state of Johor and 
the Riau archipelago of Indonesia. 
Barriers between them have been broken 
down to encourage the prosperity of 
Singapore to spill over into the two other 
countries. Michael Vatikiotis and Doug 
Tsuruoka examine the differing attitudes 
of the three countries to the triangle and 
its potential for greater things. As 

N. Balakrishnan reports, there is the 
strong prospect of a similar triangle 
centred on the Malaysian island of 
Penang and including North Sumatra and 
southern Thailand 34 


India : Markets 

At least 12 million Indians have discovered 
the equity cult and Bombay’s 115-year-old 
stock exchange has taken on a new lease 
of life. Apart from Hongkong, it was the 
only Asian stockmarket expected to end 
1990 higher than it started. Companies 
have found it a good place to raise cheap 
finance and the unit-trust industry has 
burgeoned. But, as Jonathan Friedland 
discovered, some things have not 
changed. Share manipulation and insider 
trading remain common. These 
stockmarket maladies are likely to be 
remedied as slowly as the door to foreign 
investment is expected to be opened. And 
economic control by the state, through 
the government-controlled investment 
trusts, will probably remain strong 40 


current share price. By backing out of the 
deal, Liem is now free to make a more 
affordable bid. 


Campaign Trailer 
Eduardo "Danding" 
Cojuangco, one of 
late president 
Ferdinand Marcos 
closest associates and 
the estranged cousin 
of President Corazon 
Aquino, is expected 
to announce his 1 
candidacy for the Cojuangco. 

1992 Philippine 

presidental elections before next May, 
according to well-placed sources. 
Cojuangco will almost certainly stand for 
the Partido Pilipinas, a new party formed 
by a group of young professionals which 
now has about 70 chapters nationwide 
and is currently seeking formal 
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Bombay share traders (40). 


New Zealand : Economies 

The new National Party government, 
bequeathed a ballooning budget deficit, 
announces major cuts in government 
spending and a crackdown on union 
power 43 


Philippines : Companies 

A Japanese manufacturer of cellular 
telephones is planning to move its 
labour-intensive operations to the 
Philippines, attracted by low labour costs 
and a weak currency 45 


Australia : The Law 

A new corporate policeman with 
beefed-up resources is leading a 
crackdown on company crime that has 
produced a flurry of charges against 
well-known businessmen 46 


New Zealand : The Law 
A NZ$440 million fraud case is 
Australasia’s biggest 46 


registration with the Commission on 
Elections. 


Investment Interest 


Foreign investment in China was set to 
break new records in 1990, more than a 
year after the Peking massacre. Official 
figures up to November show China has 
approved up to 6,259 new foreign-funded 
projects, exceeding the 1988 record total 
of 5,945. Contracted value may also 
achieve a record US$6 billion for the full 
year. 


Heading for Trouble 


Gen. Hwang Young Tak will be the first 
South Korean to head the UN negotiating 
team at the Panmunjom truce village, 
sources say. The UN representative has 
traditionally been a US admiral or general 
and the North Koreans have indicated 
they will boycott the Military Armistice 
Commission (MAC) meetings to show 
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India : Industries 

Power shortages, a major constraint on 
economic growth, could be eased if the 
new government presses ahead with 
legislation to allow the private sector to 
make up state shortfalls 48 
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their displeasure with the change, which 
is expected to take place when Rear-Adm. 
Larry Vogt leaves his post in January. 
Although North Korea calls for the 
unconditional withdrawal of US forces, 
Pyongyang apparently prefers to 
negotiate directly with the US. Hwang, 
currently the senior South Korean 
representative at the MAC meetings, is 
also deputy chief of staff at the US-South 
Korean Combined Forces Command in 
Seoul. 


Hoarding Greenbacks 


With hard currency in short supply, 
Mongolia has held its first currency 
auction for companies doing business 
abroad. Although the official exchange 
rate against the US dollar is US$1:Tugriks 
5.6, the US unit traded at a maximum of 
Tugriks 90 and an average of Tugriks 
71.35, reflecting its scarcity. Altogether 
US$164,000 was sold. 


By Susumu Awanoharain Washington — — Susumu Awanohara in Washington 
and Tai Ming Cheung in Peking 


he Chinese Government's accep- 
tance in December of a visit by a 
high-level US human-rights offi- 
cial was cautiously welcomed by 
Washington as signalling an implicit rever- 
sal of Peking’s insistence that Chinese 
human rights were strictly an internal af- 
fair. The US reservations were borne out a 
few days after the official’s departure, 
when the official People’s Daily, in a stinging 
commentary, blasted the “dollar im- 
perialists” for their hypocrisy over human 
rights. 
Washington had been uncertain whe- 


. ther Peking’s acceptance of the visit was an 


indication it might be ready to relax controls 
on human-rights conditions, or simply an 
attempt to defuse US criticism with a show 
of flexibility. Chinese Foreign Minister Qian 
Qichen had reiterated only a few weeks 
ago, in Washington, Peking’s insistence 
that it brooked no foreign interference in its 
human-rights performance. However, both 
US President George Bush and Secretary of 
State James Baker insisted to Qian that if 
Peking wanted to normalise strained bila- 
teral ties, it had to accept visits by Richard 
Schifter, the assistant secretary of state for 
human rights, and Reginald Bartholomew, 
the under-secretary for international sec- 
urity affairs, who deals with the prolifera- 
tion of deadly weapons. 

Schifter, accompanied by US Ambas- 
sador to Peking James Lilley, met Chinese 
officials for 16 hours of talks and submitted 
a list of 150 political prisoners for whom the 
Americans were particularly concerned. Al- 
though the list has not been released to the 
public, it is said to contain names of those 
detained for taking part in the demonstra- 
tions that culminated in the June 1989 Pe- 
king massacre, as well those of Tibetans, 
Catholic priests and participants in anti- 
government protests 10 years ago. Schifter 


. asked for the release of those who are not 


convicted of acts of violence. 

After the talks Lilley was quoted as say- 
ing: "Judging from the way this issue was 
handled one year ago, with people snarling 
at each other over the table, at least the 
atmosphere was substantially improved." 

But it remains to be seen whether the 
Chinese will prove lenient in trying those 
accused of leading the Peking demonstra- 
tions, as they have lately been suggesting 
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China hedges response to US human-rights pressure 


Abusive treatment 


informally through various 
channels. Recent US con- 
gressional visitors to China 
say most establishment 
Chinese they met regretted 
that the massacre occurred 
and were extremely worried 
about a bill in Congress 
calling for tough human- 
rights conditions on any fur- 
ther extension of China's 
most favoured nation (MFN) 
trading status. (Despite con- 
gressional protests, Bush 
managed in mid-1990 to ex- 
tend the MFN status for one 
year.) 

Schifter and Lilley re- 
minded the Chinese of the 
bill, which passed over-whelmingly in the 
House of Representatives in mid-October, 
with enough of a margin to override a pres- 
idential veto. But the Senate did not vote on 
the counterpart bill before Congress went 
out of session in late October and observers 
say this was not only because senators 
were busy working on other pressing legis- 
lation. “The senators don't have a veto- 
proof majority and they're not that in- 
terested [in Chinese human rights] any 
more," one Senate aide said. 

Some Washington observers believe 
that Peking is now acting more flexibly, not 
out of desperation, but with the assurance 


KOREA 


The worsening economic situation is forc- 
ing North Korea to swallow its pride and 
accept private relief aid from South 
Korea. North Korea had secretly received 
a shipment of 800 tonnes of rice from a 
South Korean Christian organisation 
through neutral Hongkong in July. This 
has since been bolstered by Seoul's pur- 
chase of 12,600 tonnes of potatoes it does 
not really need — an indirect means of 
providing the North with foreign ex- 
change. 

The potato deal was also done through 
Hongkong, courtesy of a Chinese inter- 
mediary. South Korea, which produces 
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5 that doing so would quicken 
the lifting of US economic 
sanctions put in place after 
the Peking massacre. 

The Schifter visit was the 
latest in a series of minor 
concessions by Peking de- 
signed to defuse Western, 
and in particular US, con- 
cern over its human-rights 
record. The moves, includ- 
ing the release earlier in 
1989 of several hundred 
protesters and the free- 
ing of dissident Fang Lizhi 
into foreign exile, have 
helped improve China's 
image abroad and seen 
the gradual lifting of eco- 

nomic sanctions imposed after the 1989 

crackdown. 

But observers in Peking are not optimis- : 
tic that Schifter's visit will mark the begin- 
ning of any substantial change in Peking's 
policies on human rights. The official 
Chinese press reference to the Schifter visit, 
described it as an "exchange of opinions on 
bilateral relations and other matters of in- 
terest," reflecting perhaps that Peking may 
be willing to hear out foreign views for the 
sake of its foreign relations, but will con- 
tinue to adhere to its own yardsticks in de- 
aling with human rights internally. The 
Chinese leaders define human rights in col- 


Against the grain 


enough potatoes to meet its domestic de- 
mand, paid US$320.77 per tonne, official 
sources reported. 

According to the Christian Council of 
Korea in Seoul, North Korean authorities 
accepted the rice through private inter- 
mediaries in July, on condition that the 
deal would be kept confidential. 

The South Korean Government ap- 
proved the rice shipment in the hope of 
promoting detente and dialogue with 
Pyongyang. Seoul welcomed the Christ- 
ian group's initiative since North Korea 
has refused to accept official aid because 
of the loss of face that would be involved. 
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lective rather than individual terms and 
consequently lump political crimes with 
violent or economic crime. 

The People’s Daily commentary on 23 De- 
cember took a much harder line. While not 
mentioning Schifter by name, it attacked 
“gentlemen making a living out of human 
rights” who lectured other countries on 
their internal affairs. 

“Everyone can see that human rights 
clamoured for by these ‘guardians’ have 
been used to oppress the masses, interfere 
in others and protect the hegemony of rule 
by the bourgeiosie and dollar imperialists,” 
the commentary said. 

A number of student and intellectual 
leaders of last year’s pro-democracy move- 
ment are expected to be brought to trial 
within the next few weeks to face sentenc- 
ing for committing counter-revolutio 
crimes. There are reports that student lead- 
ers, such as Wang Dan and Liu Gang, may 
be treated leniently, though dissidents and 
intellectuals who masterminded the pro- 
tests will receive harsh prison terms. 

The timing of the trials may reflect 
Chinese efforts to conclusively settle the 
last remaining but internationally most sen- 
sitive cases at a time when Western atten- 
tion is focused on the Gulf crisis. Any US 
and European response to Peking is ex- 
pected to be limited, to avoid pushing Pe- 
king from its current neutrality on the Gulf. 

The Chinese may be hoping that by de- 
aling with these cases now, any outcry will 
have died down by the time its MEN status 
is up for renewal by the US Congress. So 
far, the Chinese have been skilful in stead- 
ily chipping away at Western furore over its 
human-rights abuses. But given that con- 
demning others’ human-rights violations is 
a low-risk and potentially high-yield activi- 
ty for US legislators, excessive smugness on 
the Chinese part could inflame the issue 
again, said some congressional sources. m 


North Korean propaganda has depicted 
South Korea as an impoverished country 
teeming with paupers. It has not, there- 
fore, acknowledged accepting the rice. 

Rev. Han Kyong Jik, the doyen of 
South Korea’s Presbyterian churches, 
worked with South Korean church fig- 
ures based in the US who have connec- 
tions with North Korea. Church inter- 
mediaries met North Korean trade offi- 
cials in Tokyo and Peking, then transfer- 
red the rice to Hongkong for shipment to 
North Korea. South Korean churches 
also paid the freight cost. 

In September 1984, North Korea pro- 
vided 7,200 tonnes of rice to South Korea 
following floods that struck Seoul and 
other cities. Now that both sides have ex- 
changed relief material, hopes are rising 
that an atmosphere of mutual coopera- 
tion will develop. m Shim Jae Hoon 
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CAMBODIA 


Latest efforts to find peace formula founder 





By Michael Field in Paris 


he warring Cambodian factions have 
T once again failed to agree on how to 

stop fighting and reach a minimum 
political settlement. After the latest round 
of talks — held in Paris between 21-22 De- 
cember — ended without any indication 
that a solution to the Cambodian civil war 
may be found, about the only optimism 
generated was that the factions accepted 
the 19-member conference should be recon- 
vened for another attempt to work out a 
definitive structure for the UN Transitional 
Authority in Cambodia (UNTAC), though no 
date was been set. 

Behind the sanitised words of the final 
communique, the reality of war between 
two forms of Asian communism — the 
Khmer Rouge, backed by China, and 
Phnom Penh's version, sponsored by Viet- 
nam — will continue, accompanied by the 
accelerated marginalisation of the non-com- 
munist Sihanoukists and the splintered 
nationalists of Son Sann. Warnings by the 
French and Indonesian co-chairmen went 
unheeded, and the West now seems likely 
to leave the Cambodians to their own de- 
vices — effectively handing a "victory" to 
Phnom Penh while the Khmer Rouge con- 
tinue their offensive. 

The new factor, and one not lost on 
some of the Cambodian delegates, was in- 
ternational preoccupation with the Gulf 
crisis, the threatening new situation in the 
Soviet Union and a general exasperation 
with the apparent insolubility of the Cam- 
bodian deadlock. 

The 12 members of Cambodia's dissent- 
ridden Supreme National Council (SNC) 
met in Paris at the bidding of France and 
Indonesia, co-chairmen of the Paris Cam- 
bodia conference that adjourned last year 
when it failed to bring the four warring fac- 
tions together. 

French Foreign Minister Roland Dumas 
presided at the opening session in the 
presence of his Indonesian colleague Ali 
Alatas, with Ahmed Raffeeudin represent- 
ing the UN secretary-general. Notably ab- 
sent was Prince Norodom Sihanouk, the 
former Cambodian head of state, who 
though in Paris kept in the background. 

It was Sikhanouk, however, who ena- 
bled the SNC to meet. In a moment of inspi- 
ration, he simply abolished the post of pre- 
sident he was expected to occupy, together 
with the proposed vice-presidency de- 
manded by Hun Sen, the de facto premier 
in Phnom Penh. This removed Hun Sen's 
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battle fatigue 





organisational pretext for not attending, 
though he managed to delay proceedings 
for two days by arriving late. 

From the outset the tone was set by 
Dumas, though he later denied he was 
warning the Cambodians that patience 
with them was wearing thin. The interna- 
tional community, he told them, could not 
devote itself indefinitely to the fate of Cam- 
bodia as it had other priorities. The UN 
peace plan was hard to find fault with, he 
said, and was the fruit of careful com- 
promise rather than weariness with the 
Cambodian problem. Nor was it a move to- 
wards imposing international tutelage on 
the country, for Cambodian sovereignty 
was in the hands of the SNC. 

The trouble began as soon as the Cam- 
bodians were alone together behind closed 
doors. Protocol had the Khmer Rouge and 
Phnom Penh military chiefs sitting next to 





Hun Sen in Paris: delays. 


each other. This contretemps resolved, the 
Khmer Rouge and Son Sann's nationalists 
reiterated their total acceptance of the UN 
proposals while Hun Sen maintained his 
by now standard line on the need to strictly 
define the UN's role, which had to remain 
the accordance with its charter. 
Statements by Phnom Penh and Hanoi 
before the meeting had already made it 
dear they regarded the wide powers pro- 
posed for UNTAC as little more than the 
camouflaged dismantling of the Phnom 
Penh regime, and therefore unacceptable. 
Having made his point, Hun Sen promptly 
fainted and was rushed off to the Val de 
Grace military hospital for medical treat- 
ment. At his briefing, Dumas scotched the 
suggestion that Hun Sen's malaise had 
been diplomatic. It was just overwork. # 























































Salamtd Ali in Islamabad 


Ithough the motives are still being 
. speculated about, the murder of a 
junior Iranian diplomat in Lahore on 
December, has stirred up some primor- 
fears in Pakistan. The suspicions that 
rder on paranoia, stem from the widely 
ared sectarian differences, their overseas 
ge, Pakistan's current economic plight 
wing stoppage of US aid and the de- 
iorating situation on the Arabian Penin- 
la next door. 
Sadiq Ganji, 28, director of Iran's cul- 
al centre at Lahore, was due to return 
at the end of his tour of duty two 
s after he was shot. His almost native 
ency in the Urdu language had helped 
become part of the city's social and cul- 
life. Representing Shia Iran he was po- 
yular across the Muslim sectarian as well as 
political s 
- But his outspoken espousal of a contem- 
porary and highly sophisticated brand of 
an-Islamism based on rejection of Western 
/alues, opposition to US dominance of the 
world and his enthusiasm for a mysticism 
Or ed in ancient Islamic philosophy, 


Nhen a group of candidates elected to 
urma's national assembly fled to the Thai 
der and set up a parallel government 
18. December, the move was im- 
tely dismissed by Rangoon-based 
jlomats as counter-productive. But 
e no foreign country was likely to rec- 
the jungle-based "cabinet," the 
Hon was swift from both the au- 
and the central leadership of the 
ational League for Democracy (NLD), 
ch won a landslide victory in the elec- 
tion in May last year. 
_ The NLD's central leadership expelled 
ts members who had taken part in the 
formation of the border-based govern- 
ment, while “prime minister" Sein Win's 
own Party for National Democracy (PND), 
à smaller organisation allied with the NLD, 
| de-registered by the central elections 
mmission a few days later. Sein Win is 




















ospite sectarianism Iran and Pakistan move closer 


slamic alliance 


Following heightened Shia-5unni ten- 
sion in some pockets of Punjab province, 
there were threats against Ganji, though 
they were not taken seriously. But appa- 
rently he considered them serious enough 
to declare two days before the fateful day at 
the launching of a book that he might be 
killed for his statements and writings. 
Among the numerous parties given to bid 
him farewell, the last was the one where 
he was murdered. 

The assassin arrived in a car, lobbed a 
grenade, killed Ganji with a hail of automa- 
tic fire and tried to escape on a getaway 
motor cycle. However, he almost killed 
himself soon after when cornered by pass- 
ers-by. Police identified him as an im- 
poverished tax clerk from Jhang, the 
town in Punjab worst affected by sectarian 
strife. 

A section of the local press has linked 
him and his four other associates with 
Sipahe Sahaba — an othodox fringe organi- 
sation of one of the Sunni sects, which de- 
mands that Shia Muslims be declared in- 
fidels. 

There were protest demonstrations in 
several towns, some of them by Sunni 
muslims. The foremost Sunni pan-Islamic 
party, the Jamaate Islami, strongly con- 





of desperation 


a first cousin of Aung San Suu Kyi, a fac- 
tor which may be used by the military 
against the NLD leader, who remains a po- 
tent opposition rallying point despite her 
lengthy detention. 

However, Burma-watchers stressed 
that the recent move reflected increased 
frustration with the military regime in 
Rangoon. US Rep. Dana Rohrabacher, 
who has played a leading role in promot- 
ing the Burma issue in Washington, told 
the REVIEW during a recent visit to the 
Thai-Burma border areas: "The move [to 
set up a parallel government] can be seen 
as either a shout of defiance or a cry of 
desperation.” 

Burma’s ruling State Law and Order 
Restoration Council (SLORC) has refused 
even to convene the assembly elected 
more than seven months ago. Instead, 
more than 50 elected candidates have 
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lem s murder. 

"The traditionalist Sunni clerics’ party, 
the i Janaiatul L Ulemad Islam. called it a bid to 
drive a wedge between Pakistan and Iran. 
Pakistan foreign secretary Shahryar Khan 
said, Ganji’ s “was probably a ahi as- 
sasination.” 

Pakistan’s largest circulated daily, Jang, 
commented that Ganji’s views had become 
a threat to traditionalists. It speculated that 
the murder could be an attempt to start off 
sectarian riots. 

The newspaper argued that the murder 
conspiracy was hatched at a time when US 
troops had arrived in the Middle East, Iran 
had declared repeatedly that Israel had 









efforts were on for a Pa 
The newspaper added that the murdei 
to sabotage an evolving Pakistan-l an n i 
sensus. 

Pakistan reacted — to. contain 
the damage. The foreign secretary himself 
rushed off to the Iranian Embassy to inform 
Ambassador Javad Mansoori. The presi- 
dent, prime minister and the foreign minis- 
ter condoled and rang up Teheran. Prime 
Minister Nawaz Sharif flew to Lahore for 
the funeral prayers. An air force aircraft 
was provided to fly out the body escorted 
by the governor of Punjab. The administra- 
tion promised a thorough probe into the 
motives of the murderer and exemplary 
punishment. Sharif announced, he himself 
would supervise the police probe and 
promptly agreed to Teheran's request for 
associating Iranian policemen with the in- 
vestigations. ` 

The heightened Pakistani cooperation 





been arrested and about 20 have fled to 
the border areas, most of them to Thai- 
land but three are also reported to have 
reached Burma's western border with 
India. Almost the entire NLD leadership 
has been detained. and political activity 
has been effectively curtailed. 

The decision to try to break. the dead- 
lock and to go ahead and form a parallel 
government inside Burma, was initially 
taken in October when 120 elected candi- 
dates, guarded by Buddhist monks, met 
secretly in a monastery in the Mandalay 
area. The plan leaked out, however, and 
the Rangoon intermediary, Maung Ko, a 
member of the NLD's top leadership, was 
arrested. . 

‘Maung Ko died ina military detention 
centre north of Ran goon on 9 November. 

ial announcement said that he 
hmitted suicide, but eyewitnesses 









who. saw the body said it was covered in 
bruises and that one leg was broken. 
Whatever the case, this incident appears 
to have prompted some of those who at- 

lay meeting, led 
by Sein x to flee t to an area controlled 
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with Iran comes at a time when Islamabad 
needs some US$3 billion annually to make 
ends meet. The US has suspended aid be- 
cause of its suspicions over the Pakistani 
nuclear programme and other aid donors 
could follow suit. The economic situation is 
desperate enough to prompt some news- 
paper writers to suggest that instead of 
fighting heroin exports, Islamabad should 
patronise them, because these could easily 
fill the balance-of-payments gap. Also, 
some have argued that Pakistan should test 
a nuclear bomb to force the US and others 
to establish a new relationship with the 
country. 


mong the various remedies for bold- 
stering the economy, the most popu- 


lar is a close collaboration with Iran. 
Some also suggest that Pakistan should de- 
clare a debt moratorium for five years 
which would be enough to attain reason- 
able self-sufficiency and during this period 
rely on Iranian support. 

This prescription seems to ignore the 
Saudi hostility towards Iran. Currently, 
Saudi Arabia and not Iran is one of Pakis- 
tan’s major benefactors. But the Saudis are 
also perceived widely as the financiers of 
Sipahe Sahaba, which is linked to Ganji's 
murder and hates Iran. The Saudi anti- 
pathy towards Iran is also well known, 
forcing a difficult balancing act on Is- 
lamabad. 

Meanwhile, Pakistan is likely to 
get some aid from the US$14 billion 
Muslim Defence Fund set up recently by 
Riyadh. A Saudi delegation arrived in Is- 
lamabad in early December and promised 






Sein Win, right, and his outlawed ‘cabinet.’ 


by ethnic rebels along the Thai border and 
proclaim their government there instead. 

But so far, the decision seems to have 
backfired and the SLORC could use the 
existence of a parallel government, which 
includes NLD candidates, as an official pre- 
text to end to all political activity in the 
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undisclosed sums to fund 
the local defence industry. 
And Pakistan is likely to 
resume the reinforcement 
of its troops sent to Saudi 
Arabia soon after the 
Kuwait crisis began. 

All the same, Pakistan’s 
Iranian connection could 
get stronger. Iran has long 
offered to sell oil below 
market prices and Pakistan 
has been unable to benefit 
from it only because of a 
lack of refining capacity. 
Iranian Foreign Minister 
Ali Akbar Velayati, discus- 
sing long-term regional 
security, said recently in 
Teheran that his country, 
Pakistan and Turkey could take over sec- 
urity of the Gulf. Although Turkey sup- 
ports the US presence in the Gulf, Iran op- 
poses it and Pakistan is only lukewarm, 
Velayati and his Turkish counterpart 
Ahmet Kurtcebe last month reviewed the 
Gulf situation and decided to jointly discuss 
their views with Pakistan. 

Foreign ministers of the three countries 
are due to meet in Islamabad on 5 January. 
Pakistan s Foreign Ministry says that 
the meeting will discuss current regional 
situation and “coordinate views for 
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Velayati: Gulf 


strengthening trilateral cooperation.” But it 
could also aim at more than economic 
cooperation. 

The Turkish army chief resigned in De- 
cember saying his country’s policy on Iraq 
was too risky. According to Velayati, Ank- 


ME = country. Over the past 
INN. month, a large number 
es of Buddhist monks have 
been arrested in an at- 
tempt by the military to 
break the last remaining 
challenge to the regime 
— and the only institu- 
tion that has been able to 
shelter harassed politi- 
cians and NLD activists. 
Burmese sources say at 
least 350 monks have 
been detained  nation- 
wide, over 200 of them in 
Mandalay. Most of them 
appear to be young 
monks, but among those 
detained are also some 
very senior and well-re- 
spected Buddhist personalities, the most 
prominent being U Thumingala, head of a 
renowned teaching monastery. 

The drive to crush all opposition to the 
SLORC may now gather further momen- 
tum. The Burmese Embassy in Bangkok is 
now telling tourists that "no visas will be 
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security. 


5» ara and Teheran have 
common views on Iraq's 
total integrity, the need 
for a peaceful solution of 
the Gulf crisis and restora- 
tion of Kuwait's indepen- 
dence. 

Pakistani views as ar- 
ticulated recently by army 


to be followed by opposi- 
tion leader Benazir Bhutto 
to Teheran in late Feb- 
ru 





Council has reportedly de- 
cided to evolve a defence pact which will 
include Pakistan, Turkey and some other 
Middle Eastern countries. Pakistan has not 
reacted officially the reports on the defence 
pact which is likely to be funded by the 
Saudis. 

While the Saudis will have to include 
the US in the planned defence pact, the 
Foreign Minister of Qatar, Sheikh Mubarak 
Ali Al-Khatir, sounded a discordant note 
on 22 December that Iran should also be 
part of it. 

Whether Teheran, Riyadh and Wash- 
ington will sit amicably in a defence or- 
ganisation is for the long-term future. 
Pakistan could play a mediating role 
among the Middle Eastern Muslim na- 
tions and bolster its ties to Iran and 
Turkey. LI 





The Gulf Cooperation — 


chief Gen. Aslam Beg are - 
similar to those of Iran. . 
Besides, Pakistan's prime - 
minister is to visit Teheran — 
and Ankara in late Januray - 
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issued after 29 December." Tourist trips 
will not resume until February, according 
to travel agencies in Bangkok. 

It is uncertain what the SLORC is plan- 
ning to do in January, but it is hardly 
likely that it is only the NLD that will be 
targeted. Even if the SLORC decided to ban 
the NLD it would make little difference at 
this stage. The party has been paralysed 
since the arrest of [acting NLD chairman] 
Kyi Maung and nearly all of its remaining 
leaders in September. 

Observers point out that the house ar- 
rest of the NLD's secretary-general Aung 
San Suu Kyi is up for review in January. 
She was detained for "up to one year" al- 
most a year before the election, on 20 July 
1989 — a term which in July 1990 was ex- 
tended by six months. Although any at- 
tempt to put her on trial or deport her 
could trigger unrest, some move against 
her personally seems likely by the mili- 
tary, now that it has crushed her party. 
Observers say that the formation of the 
parallel government by a close relative 
may be the excuse the SLORC has been 
waiting for. 
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Japan cuts defence outlays. 
pays more for US forces 


»> The Japanese Government on 20 
December approved a ¥22.75 trillion 
(US$172 billion) programme involving the 
build-up of the national defence capability 
over a five-year period beginning in fiscal 
1991. The programme envisages Japan 
shouldering a bigger share of the costs of 
maintaining US troops stationed locally, 
raising the contribution to support costs 
from 39% at present to around 50% by 
1995. However, the average annual 
increase in overall military spending over 
the next five years, beginning 1 April 1991, 
will be 3% compared with 5% under the 
previous five-year programme. A joint 
statement from Prime Minister Toshiki 


. Kaifu's cabinet and the Defence Council 


said the aim is to achieve an "effective 
yet moderate" defence capability in 
keeping with Japan's peace constitution 


and the principle of "not becoming a major 


military power capable of threatening 


. other nations." 


- South Korea unveils new 


military code of conduct 


P» The South Korean cabinet resolved on a 
new code of conduct for members of the 
armed forces on 20 December, for the first 


. time specifically barring their political 


activities such as support of or opposition 
to candidates seeking public offices. The 
new code replaces the old one which 


— vaguely stated members of the armed 


forces should remain politically neutral, a 
principle violated in the past by army 
generals toppling civilian governments 


. and meddling in the political process. The 


new code is much more specific, defining 
what constitutes political acts, such as 
seeking membership in political parties or 


. expressing views on political issues. At the 


same time, the code outlaws corporal 
punishments, such as beating, kicking and 
other forms as a disciplinary action, for 
which the South Korean army has earned 
a reputation for brutality. 


India and Pakistan restore 
high-level ties 
> Three days of talks led by Pakistan and 


. India's foreign secretaries ended on 20 


December in Islamabad without making 
any headway on any of the three key 
issues under discussion — Kashmir, 
nuclear non-proliferation and continuing 
troop concentrations on each side of their 
common border. However, both sides 
considered the talks represented a positive 


; Step as they marked a resumption in 


direct, high-level official contacts. The two 


42 


countries did agree to exchange 
instruments of ratification in January for an 
agreement reached in December 1988 
against attacking each other's nuclear 
facilities, and also agreed to resume weekly 
telephone contacts between their military 
headquarters that ended in September. 


South Korea may revise 
rules for visiting North 


> The South Korean Government is 
seeking a revision of the immigration law 
to allow foreigners and authorised South 
Korean citizens to visit North Korea 
through Panmunjom armistice village, an 
area administered by the UN Command 
and off-limits to civilians. According to 
Justice Ministry officials, the revision 
follows the government's overall policy of 
promoting the relaxation of tension 
through closer exchanges of people and 
goods between the two sides. The revision 
requires a legislative approval from the 
South Korean parliament, which is not 
expected to pose a problem. 


Social indicators 


Annual average population growth 
in Asia's five largest countries 
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Japanese woman appointed 
as new UNHCR head 


»> The UN Secretary-General Perez de 
Cuellar on 19 December named Sadako 
Ogata, a human-rights expert and 
professor of international relations at 
Tokyo's Sophia University, to serve as the 
next UN High Commissioner for Refugees 
(UNHCR). Ogata, replacing Thorvald 
Stoltenberg who resigned recently to 
become Norway's foreign minister, said 
her first priority would be to confront the 
relief agency's financial crisis. Financial aid 
to the agency has fallen by half at a time 
when the world's refugees have doubled 
in number over the past decade to about 15 
million. Japan was UNHCR's second-largest 
donor last year after the US, and it was 
rumoured Japan would try to boost its 
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contributions to the agency if Ogata was 
nominated. 


Shevardnadze resignation 
worries Asian countries 
»> The surprise r 






resignation on 20 
December of Soviet 
Foreign Minister 
Eduard 
Shevardnadze has 
dismayed leaders in 
some Asian capitals, 
who had seen the Pe, 
well-travelled official Shevardnadze. 
as a positive force in 

shaping Moscow’s less aggressive 
relationship with the region. Especially 
concerned was India, whose leaders had 
built up a rapport with Shevardnadze, and 
South Korea, which last month celebrated 
the formal opening of relations with the 
Soviet Union. The news stunned Seoul 
officials; Foreign Minister Choi Ho Joong 
and Shevardnadze had warmed to each 
other during their negotiations over 
bilateral ties and officials are privately 
concerned about the impact of the liberal 
Shevardnadze's departure on policy. The 
resignation, said by Shevardnadze to be an 
attempt to highlight the risk of a 
dictatorship developing as a result of 
Soviet President Mikhail Gorbachov's 
recent actions and the comeback of the 
hardliners, could also affect negotiations 
with Japan over the future of the disputed 
Northern Territories. 


Bangladesh polls set 
for 27 February 


P The date of the forthcoming Bangladesh 
parliamentary polls has now been fixed for 
27 February instead of 2 March, as earlier 
announced, and the mainline alliances are 
working to formulate a code of conduct for 
the election in an effort to avoid 

friction and violence. Meanwhile, former 
president H. M. Eshad, under house arrest 
on charges of corruption and misuse of 
power, has asked the government to 
provide him with a lawyer to reply to the 
charges being framed against him. His 
former vice-president Moudud Ahmed has 
been placed under house arrest in his own 
residence, while former prime minister 
Kazi Zafar Ahmed is reported to have 
slipped into India, though this cannot be 
confirmed. While two cabinet ministers 
have also been arrested, several others, 
against whom arrest warrants have been 
issued, remain in hiding. Unconfirmed 
reports say a number of ministers have 
managed to reach Thailand in a fishing 
trawler from Chittagong. 
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PHILIPPINES 


Rebels draw heavy jail terms, AFP gets new chief 





By John McBeth in Manila 


n what is seen as the harshest warn- 
| Ee yet to those plotting to overthrow 

President Corazon Aquino’s govern- 
ment, a military court sentenced 81 officers 
and men to prison terms ranging up to 32 
years for attacking the presidential Malaca- 
nang Palace and the Armed Forces of the 
Philippines’ (AFP) Camp Aguinaldo head- 
quarters during the August 1987 rebellion. 

Two colonels, including a classmate of 
military rebel leader Gregorio Honasan, 
and 30 other officers were jailed for their 
part in the revolt, which left 53 people 
dead and more than 300 wounded. A reser- 
vist army captain and eight enlisted 
men received the heaviest penalties after 
being found guilty of both mutiny and 
murder. 

Aquino indicated later that she 
might consider an amnesty for the 
enlisted personnel, but not for the 
officers. The president's only son, 
Benigno III, was wounded in a gun- 
battle between government and 
rebel troops at the approaches to the 
Malacanang Palace which killed at 
least 17 civilians. 

Analysts said it appeared the 
government was intent on sending a 
strong message to the rebel Reform 
the Armed Forces Movement (RAM) 
and the newly emergent Young 
Officers Union (YOU). Records show 
151 soldiers have now been con- 
victed of coup-related crimes since 
Aquino came to power. Another 
2,400 are either detained or still on 


Bars and stars 


superintendent Brig.-Gen. Arturo Enrile, is 
being considered for the Southern Com- 
mand — a post that will also earn him a 
second star. 

Because the chief of staff usually serves 
for three years, and is the only officer in 
the AFP whose career can be extended 
beyond the normal retirement date, most 
analysts saw Biazon's appointment as a 
face-saving gesture more than anything 
else. "I think there would have been prob- 
lems if they had tried to extend him," said 
one source. 

Although he has a distinguished com- 
bat record after a life-long career in the 
Marines, Biazon has been getting mixed 
reviews in the armed forces because of his 
penchant for shooting from the hip and 
over questions about his ability to function 





trial, and 190 officers and men are  Biazon appointed as a 'face-saving' gesture. 


listed as fugatives. 

The 19 December sentencing came two 
days before Aquino named vice-chief of 
staff and concurrent National Capital Re- 
gion Defence Command chief Maj.-Gen. 
Rodolfo Biazon, 55, to replace Gen. Renato 
de Villa as the new AFP chief of staff — but 
only until Biazon's retirement next 14 April. 
Army commander Maj.-Gen. Guillermo 
Flores, 53, replaced the former Marine 
Corps commandant as vice-chief of staff 
and is almost certain to move up when 
Biazon ends his service. 

The new army commander will be cur- 
rent deputy chief of staff for operations 
Brig.-Gen. Lisandro Abadia, who with 
Biazon, played an important role in defend- 
ing Camp Aguinaldo during the December 
coup attempt. It is understand his class- 
mate, Philippine Military Academy (PMA) 
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under pressure. Critics in the armed forces, 
including some in the Marine Corps, said 
he also has problems dealing with his offi- 
cers. 

Flores is thought to be much more ac- 
ceptable to the 17,000-strong officer corps 
because of his apolitical and generally low- 
key approach, though he has already made 
it dear where he stands on matters of dis- 
cipline. Apart from dismissing 254 soldiers 
implicated in Col Alexander Noble's revolt 
in northern Mindanao last October, he re- 
cently ordered the disbandment of three in- 
fantry battalions which had been identified 
as politically unreliable. 

The verdict in the two-and-a-half-year 
coup trial, the longest in Philippine military 
history, came after 13 hours of deliberations 
by a military tribunal headed by Brig.-Gen. 
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Raul Imperial, a classmate of Flores. Only 
20 officers and men were acquitted of the 
charges, which ranged from murder to un- 
becoming conduct. 

Among those convicted and sentenced 
to 12 years hard labour were former battal- 
ion commanders Col Melchor Acosta, who 
graduated with Honasan in the PMA class of 
1971, and Lieut-Col Jose Reynaldo Ochosa, 
a classmate of renegade former colonel Billy 
Bibit. A similar sentence was handed out in 
absentia to fugitive YOU leader Maj. Ab- 
raham Purugganan, who took part in the 
December 1989 occupation of the Makati 
business district. 

Despite the heavy prison terms, coup 
jitters continue to send tremors through 
Manila — largely because of recent oil price 
increases, a general mood of gloom over 
the state of the economy and what is per- 
ceived as a lack of firm leadership from 
Aquino. However, while many of the AFP’s 
younger officers are sympathetic to the 
rebel cause, it remains unclear just how 
much support rebel leaders can call on from 
active duty personnel and units in Manila | 
and surrounding provinces. | 

If there is another attempt to topple the 

government, most analysts feel it 
* will come in the first two months of 

the new year when inflation begins 
to bite and Filipinos return from 

their holidays with empty wallets. A 

further factor would be if fighting 

starts in the Gulf, which would 
plunge the Philippines into even fur- 
ther chaos. 

Selecting a new AFP chief of staff 
seems to have been easier than find- 
ing a replacement for controversial 
Trade and Industry Secretary Jose 
Concepcion, whose resignation on 
16 December followed hard on the - 
heels of Executive Secretary Catalino 
Macaraig's departure from the 
Cabinet (REVIEW, 20 Dec. '90). 
Aquino is expected to name a suc- 
cessor at her year-end press confer- 
ence on 30 December, three days be- 
fore Concepcion is due to step down. 
Officials indicate the president is finding 

it difficult to recruit from the private sector 
because of the dwindling 18-month life of 
her administration and the huge economic 
problems it faces. Also, few prospective — 
candidates would be willing at this late 
stage to divest their interests and then face 
a two-year moratorium at the end of it all 
during which they can not engage in any 
business that may have benefited from 
their tenure. 

Most speculation centres on the possible 
appointment of Science and Technology — 
Secretary Cefarino Follosco, whose current 
job will be easier to fill, or trade and indus- 
try undersecretary Tomas Alcantara. An- 
other much-criticised cabinet member, Pub- 
lic Works Secretary Fiorello Estuar, is also — 
likely to be replaced shortly. a 
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hen Mountbatten arrived in 
India as the last British viceroy 
43 years ago to hand over 
power to the Indians, the 
sailor in the king-emperor's representative 
expressed the situation graphically: “India 
| ship on fire in mid-ocean with ammun- 
ion in the hold." There could not be a 
er similarity to the situation prevailing 
‘the country today. 
-In the wake of India's partition into two 
tes in 1947, the obscenity of religious 
ghter began. As Hindus and Sikhs 
ght to escape from Pakistan to India and 
fuslims. hurried to the safety of Pakistan 
from India, perhaps half a million people 
rere butchered. Nehru walked among rag- 
Sikhs and Hindus begging them to find 
ce: “During these last few days, I have 
ped my fill of horrors — people with 
tructive weapons shouted ‘Long live 
lahatma Gandhi!, long live Jawaharlal!’ 1 
feel ashamed to hear these cries from 
people, who might have just committed 
murder. I never knew that my admirers 
ere beasts. My heart is soaked with sor- 
row and the monstrous riots have de- 
graded my country.” Gandhi said: "I hang 
my head in shame. I want Hindus, Sikhs 
and Muslims to live like brothers." The 
lahatma immediately began to fast, joined 
by Nehru, me the mass murders slowly 







à g that perpetuates the blatant 
tion of religion and caste for 









THE 5TH COLUMN 


mirman arla yy aneia aA eaaa amama maa an amaA m a 





A matter of ho 77 


By Satyindra Singh 


Given these traits, the question arises: 
do we have reliable instruments of state to 
handle such situations? Of course, we have 
our police and paramilitary forces whose 
strength has increased in alarming, and in- 
deed geometrical, proportions. But how re- 
liable are they in the light of our experience, 
particularly over the past two decades? The 
answer is not encouraging. They are not 

"people's police" but rather feel they 
oun act as agents of the political party in 


power — bully boys whose priorities — determ the 
promotions and transfers —mmmes Enda and. have often suc- 
are in the power of their ceeded in debauching parlia- 
masters and whose func- ment, elections, the bureau- 
tional independence is se- The armed cracy, police and judiciary — 
verely circumscribed. They the very instruments of state 
can look the other way in forces are — particularly in the last 
the face of blatant lawless- — , quarter of a century. 
ness and can also be inhu- Instruments This is something alien to 
man and brutal. the armed forces' ethos and 
With the police reduced Of the state culture, where the creed of 
to such a condition of in- “the safety, honour and wel- 
competence, corruption and and not of fare of your country comes 
brutality, the ultimate instru- š first and. all the time” is 
ment of authority — the the party in taught, and generally be- 
armed forces — are fre- lieved. If the 
quently summoned to take power now becoming “absorbed” 


over and restore the order 
the police were incapable of 
maintaining. From 1951-70, the armed 
forces were summoned to aid the civil 
power on 476 occasions. From 1980-84 they 
were called out on average once every four 
days. More than 200 lives have already 
been lost in the latest spate of violence, 
which in some instances the police have 
done nothing to stop — and in some cases 
actually sided with the mob. 

The Indian armed forces are an institu- 
tion the country has long been proud of, 


perhaps one of the last. This may change, 


however, if politidans — 
unable to distinguish be- 
tween police functions and 
the armed forces’ wider re- 
sponsibilities — erode the 
support and confidence the 
military still enjoys from 
much of the country’s popu- 
lation and undermines its 
own sense of respect and fe- 
alty to order. Further, a loss 
of morale stemming from 
having to operate as a gen- 
darmerie rather than a force 
raised to resist external ag- 
gression could seriously 
erode their effectiveness in 
the vital task they have been 
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so thoroughly trained to perform. 

There was a disturbing report only three 
months ago of the military falsifying evi- 
dence following the deaths of a number of 
civilians — a ruse usually resorted to by our 
police. The British policy of keeping the In- 
dian armed forces isolated from the 
mainstream of national life is no longer pos- 
sible, or desirable, in modern India. Nor is 
it possible for the military to remain aloof 
from the national scene, ^ rere Police 







into different priorities and 
values, one can pertinently 
quote the Greek proverb that a “fish rots 
from the head.” 
This takes me to a suggested remedy, 
and here the initiative has to come from the 
Indian chiefs of staff. It is time for them to 
stand up and be counted, particularly 
as the nation is divided as never before 
and tottering from one crisis to another. 
Making the rounds of powerbrokers when 
their careers are drawing to a close in 
pursuit of junior ambassadorial or guber- 
natorial assignments, not only bring these 
gentlemen down in the eyes of the 1.5 
million. men they command, but also 
makes them pliable tools of those in power 
to do many things which should not be 
done. 
It should be. made. clear to the politi- 


cians, not only by the chiefs of staff but by | - 
other commanders as well, that the armed. 
forces are instruments of the state and not 


of the party in power. The Indian soldier, 
sailor and airman would be proud of their 
commanders were they to display such 
courage. The nation cannot have its only 
stable pillar and disciplined body of men 
corroded in any form... u 
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-By Rita Manchanda in New Delhi 


nder threat of death from Sikh milit- 

ants, the government-controlled All 

| India Radio stations in Punjab have 

been abandoning their local Hindi pro- 

grammes and broadcasting exclusively in 

Punjabi, the local language. Those who ig- 

nored the Sikh "code of conduct" faced a 

similiar sudden and violent death as R. K. 

. Talib, the Chandigarh station director who 

© was murdered on 6 December for his de- 
fiance. 

In centrally administered state capital of 
Chandigarh, the state secretariat has been 
frantically replacing English nameplates on 

.. Office doors and labels on file covers with 
ae Gurmukhi, the Punjabi script. In mid-Nov- 
. - ember the underground Panthic Commit- 
ES tee of Sohan Singh, which enjoys the sup- 
.. pert of the dominant militant groups, di- 
.. rected all departments of the Punjab Gov- 
.. ;emment to use only Punjabi in their official 
. Correspondence. 

.  . In the normally relaxed atmosphere of 
] Punjab University in Chandigarh, panic 
^^ gripped students after the militants decreed 




















that girls must grow their hair long, shed 
their jeans and wear only the Punjabi-style 
‘salwar kammez , the traditional local garb. 
A few jean-clad girls were roughed up 
n the campus under the noses of the 
lice and within 48 hours the militants’ 
rder was obeyed. 

non-government media was also 
ed to fall in with the terrorists’ decree. 
fter yet another newspaper hawker was 
ned down, newspapers hurriedly con- 
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KHALISTAN ! 


SI 
NO HINDI ! 













Terrorists impose their own bela B conduct’ 


formed with the killers’ terminology, sub- 
stituting "militants" for "terrorists" and 
publishing their statements without chang- 
ing a comma. For newspapers like the 
Chandigarh-based English daily, The 
Tribune, which has refused to feature in its 
title the word “Khalistan” — the name the 
terrorists give to the independent state they 
are fighting to set up — the choice is clou- 
sure. 

The writ of the government has effec- 
tively ceased to exist in Chandigarh. It was 
one thing for the terrorists to call the shots 
in the border districts of the state, but Le 
Corbusier's city had managed to remain 
untainted by the terrorism which had 
traumatised Punjab for a decade. Now it 
has become the centre of insurgency. 

The people of Punjab, caught between 
the repressive security forces and the 
“boys” with their AK47s, have long faced a 
daily joust with death, but the ideological 
impetus for Khalistan had become a faded 
memory and the motivation was far more 
likely to be money. There was no shortage 
of volunteers. According to one report 
young recuits are paid Rs 5,000 (US$280) a 
month, a salary they are unlikely to find 
elsewhere. The name of the game is extor- 
tion and it is not unusual for the police to 
carry their regulation .303 rifles during the 
day and a Kalashnikov at night, as they too 
take to extortion. They then return in the 
morning and threaten families for dealing 
with the terrorists. If the families cannot 
meet their demands for money, the police 
round up all the young men. 

Despite the criminalisation of the move- 
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With the new 
Shekhar initially saying t 
ment would not bow te ter 
the movement of two divis 
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the dominant Punjab p party 
Akali Dal (Mann), resp H 


that Sus moves or achi 
thing. Former prime minister V. 
had also held out an olive bran 
promised elections in pcm si 
after taking over. er, the 
(Mann) had in recent months cons 
its dominant position. C ‘handra 8 
who has special link , fh 
tempted — like his predecess Ws - 3 
him. But no political leader in F Punjab e s 
have a dialogue with the central ¢ 
ment without bendi the mili 
him. And there are scores of thes: 
So, who does the governm nen 

In discussions last month w 
tatives of various political parties, t 
minister appears to have been. 
that the priority is to restore th 
the state in Punjab, and ther 
of yet another crackdown bei 
Prospects for a political diak gue 
again receded. 
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to come- to “the negotiating table. The 

By Tai Ming Cheung sal a North's- economic plight i is pony a conse- 
Ithough the Cold War on the Korean quence of defence spending that eats up an 
peninsula remains as chilly as its estimated 24% of annual GNP. And Pyong- 
winters, South Korea's defence plan- yang can no longer expect the large 
ners have begun to consider a time when amounts of military assistance that Moscow 
the North Korean threat and the US-South and Peking provided in the past. Indeed, 
Korea military alliance are no longer the do- the military superiority the North once held 
minant pillars that shape their strategic out- has been whittled away as the South up- 
look. While major policy changes are un- — graded its forces in recent years. ! 
likely soon, there is growing talk of the According to South Korean Defence 
need to broaden the present blinkered de- ^ Ministry figures, the North has. some 
fence planning in order to take more ac- — 980,000 troops with 3,500 tanks and 830 
count of regional neighbours, in particular combat aircraft, while the South has only 
Japan. 650,000 troops, 1,500 tanks and 480 aircraft. 

This embryonic strategic rethink stems Although South Korean defence officials 
in large part from a gradually improving said the South will only reach military 
security environment on the peninsula.  rity with the North by the end of the dec- 
The global relaxation in East-West confron- ade, independent analysts believe a rough 
tation has benefited South Korea enor- balance of forces already exists, especially if 
mously, in particular with the establish- the technological superiority of South Ko- 
ment of full or partial diplomatic rela- rean weapons is taken into account. 
tions with the Soviet Union and China. However, in narrowing the gap be- 
More specifically for the military balance, tween the North's numerical superiority 
arms control has emerged as an important with technology, the South has also run 
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proposing the reduction of military ten- in 1991 will be 10% more than for 1990, 
sion through confidence-building measures ^ after readjustment for inflation they would 
(CBM) and paring down military forces. Al- represent a decline in real terms by 2-5% 
though a wide gulf in approaches exists, in and signal the first cut in defence spending 
recent months observers say both sides in recent years. 
have narrowed their differences in various While the decrease is relatively small, its 
areas, such as the need to create a genuine impact is significant because defence plan- 
demilitarised zone and the establishment ning has rested on the assumption of 
of a "hotline" link between military com- a growing allocation of resources. Con- 
mands. sequently, military chiefs are having to re- 
North Korea has vaguely proposed assess procurement and organisational 
sweeping cuts that would eventually re- priorities. The most publicised example of 
duce respective troop levels to 100,000 men this reassessment was the decision in early 
within four years. Before even agreeing to November by Gen. Lee Chong Ku, the 
consider this, however, the South would new defence minister, to review the acqui- 
like to see the establishment of military con- — sition of 120 US McDonnell D Douglas F/A18 
tacts and CBM — including exchanging mi- ^ combat aircraft after it was disclosed the 
litary data and allowing on-site inspections cost of the project had jumped | from an 
— to pave the way for a verifiable agree- — original US$5 billion five nes ago to Usse- 
ment to be reached. In anticipation of fur- — 6.5 billion today. Ue 
ther arms control dialogue, South Korea's The review of the F/A18 purchase covers. 
Defence Ministry created a special bureau — not just financial and. industrial details, 
last summer to handle related issues. The but includes such questions as whether 
bureau was also intended to serve as a po- South Korea needs such potent mili 
litical message from the military chiefs that capabilities in light of improving. North- 
only they should be allowed to negotiate South relations; whether the F/A18 deal, 
arms control arrangements. which would be South Korea's most costly 
Although both sides have yet to sit and Rasen age on purc 
down to discuss arms control issues seri- 
ously, defence planners in Seoul think the : 
near-bankruptcy of the North Korean eco- — other usi Jikin are more pressing. 
nomy is a compelling reason for Pyongyang Most defence observers believe, however, 
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that the F/A18 deal will eventually go 
through, though the number of aircraft 
may be reduced and payments stretched 
well into the next century. A final decision 
will be made in March 1991. 

Defence analysts said the principal 
reason the two-engine F/A18 was selected 
over the single-engine General Dynamics 
F16 fighter, and why it will survive the re- 
evaluation, is that it can perform a wide 
variety of combat missions. While counter- 
ing North Korea's latest MiG29 and Su25 
fighters will be one of its main roles, the 
F/A18 will also be configured for the 
ground and maritime attack role. To further 
enhance air capabilities, the air force has 
been studying the possible acquisition of 
airborne early warning aircraft. 

At present, maritime air defence is a low 
priority for the South Korean air force. The 
growing threat posed by a burgeoning 
North Korean submarine force, however — 
as well as an increased awareness of the 
growth of Japanese naval power — will see 
a shift of defence resources into beefing up 
the neglected increasingly obsolete South 
Korean navy, analysts said. The Defence 
Ministry's annual white paper acknow- 
ledged that command of the sea is becom- 
ing increasingly important to South Korea's 
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North Korea vaguely proposes troop cuts. 


national development. 

More funds are already being ploughed 
into boosting naval capabilities. In early De- 
cember, the Defence Ministry announced it 
would buy eight Lockheed P3C maritime 
patrol aircraft to boost the navy’s primitive 
anti-submarine capabilities. The navy is 
also acquiring a number of conventional 
submarines from Germany, while other 
programmes in the pipeline include a long- 
standing requirement for destroyers — 
which may be ordered in 1991, defence 
analysts said. 

The expansion of air and naval assets 
may come at the expense of the army. The 
Defence Ministry is thought to be studying 
the possibility of cutting two divisions from 
the 24 or so it has at present — though this 
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may be complicated by the US decision to 
lower its own military presence in South 
Korea, analysts said. Such a measure, how- 
ever, is unlikely to save much money given 
that the army’s manpower is raised prima- 
rily through conscription. 

Nevertheless, the thinking behind such 
a move may reflect a reduced concern by 


defence chiefs to close the perceived mili- | 


tary numerical imbalance in favour of 
North Korea as their concerns appear to 
have shifted from the conventional balance 
of forces to Pyongyang’s build-up of stra- 
tegic weapons, Hwang Byung-Moo, an 
academic at the National Defence College 
in Seoul, said. This includes the North’s 
acquisition of long-range Soviet Scud sur- 
face-to-surface missiles and its possible 
development of a nuclear weapons capa- 
bility. 

Worries over Japan, and other neigh- 
bours, such as China, will also feature in- 
creasingly in South Korea’s defence plan- 
ning over the longer term, other analysts 
said. Should North-South military confron- 
tation relax in future, Lee said in a speech 
in early December, defence priorities 
should be switched to meet potential 
threats from neighbouring countries. Even 
opposition politicians, such as Kim Dae 
Jung, advocate maintaining 
high levels of defence spend- 
ing in the event of North- 
South rapprochement to counter 
Japanese military develop- 
ments. 

To boost defence contacts 
between South Korea and 
Japan, Yozo Ishikawa, director- 
general of the Japanese Defence 
Agency, visited Seoul in early 
December — the first by a 
senior Japanese defence official 
for 11 years. During his visit, 
the South Koreans proposed 
establishing direct communica- 
tions to help coordinate air 
force and naval activity in those 
sectors of the Sea of Japan 
where both countries have 
overlapping patrol zones. 

South Korean fears over a resurgent 
Japan run deep, given Japan’s historical re- 
cord of trying to annex Korea. Analysts said 
after North Korea, Japan is the main sec- 
urity concern of South Korean defence 
planners, ahead of China and the Soviet 
Union — and despite the two communist 
powers’ more formidable military capa- 
bilities. 

Tokyo’s effort to open diplomatic rela- 
tions with Pyongyang is viewed by many 
South Korean analysts as an indication of 
Japanese moves to preserve the status 
quo of a divided Korea. Seoul, in parti- 
cular, is concerned Japanese economic 
assistance to the North Koreans will 
help to strengthen the North’s military 
capabilities. w 
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SOUTH KOREA 2 


US military role on peninsula increasingly uncertain 


Ambivalen 


By Mark Clifford in Seoul 


outh Korean and US negotiators 
me thought they had finally worked out 

a deal that both sides could accept. 
South Korea would provide US$150 million 
in direct outlays to support US forces on 
the peninsula, including, for the first time, 
US$50 million to pay wages for South Ko- 
reans who work for the US forces. Opposi- 
tion lawmaker Lee Sang Soo, however, 
would have none of it. Grilling Defence 
Minister Lee Jong Koo in mid-December, 
he forced Lee to concede the request had 
no legal basis and that the ministry would 
whittle back its request for burden-sharing 
support. 

While the money will almost certainly 
go back in the budget, the episode was a 
salutory reminder of the domestic pres- 
sures Seoul faces during a time of transition 
that will see its forces take over the leading 
role in the defence of the peninsula during 
the 1990s. 

The South Korean Government is un- 
likely to receive much support from the US 
in its predicament of reducing defence ex- 





t allies 


clude closing three bases, will leave about 
38,000 US troops on the peninsula. The sec- 
ond phase of Nunn-Warner could include 
further cuts, depending on the progress in 
South-North relations and changes in the 
North Korean military posture. 

The first changes are already underway. 
As a symbolic gesture, the US will turn 
over its golf course on the Yongsan base in 
mid-1991. Last June, the commander of US 
forces in South Korea signed an agreement 
to give back the 255-ha Yongsan base in the 
centre of Seoul to South Korea by the end 
of 1996. In January, a South Korean general 
will for the first time head the UN delega- 
tion to the Military Armistice Commission 
meetings at the truce village of Panmun- 
jom, a position previously held by US offi- 
cers. A South Korean officer is also sche- 
duled to take over control of the Ground 
Component Command, which controls 
combined US-South Korean land forces, in 
early 1991. The combined field army, which 
includes US ground forces as well as South 
Korea’s First and Third Armies, will be dis- 
banded, giving South Korean commanders 
more responsibilities for the defence of the 


Combined field army under South Korean control. 


penditure against Washington’s demands 
for extra funds for the US garrison. Donald 
Gregg, US Ambassador to South Korea, 
told the REVIEW that “we are going to be 
asking the Koreans to pay a larger share of 
the housekeeping costs of keeping [US] 
troops in Korea as this economy grows 
et. 

The 1989 Nunn-Warner resolution calls 
for the withdrawal of 7,000 US troops by 
the end of 1992 as a first step towards scal- 
ing back the US military presence in South 
Korea. The withdrawal, which will also in- 


18 


main Uijongbu and Munsan invasion cor- 
ridors. Other command responsibilities will 
gradually be shifted to South Koreans. 

No one knows how the North Koreans 
will react to the presence of a South Korean 
negotiator. "What the North Koreans do is 
still anybody's guess," said an analyst who 
follows the situation closely. "They have 
given a lot of dire hints." The North con- 
tinues to call for US withdrawal before it 
will negotiate military issues with the 
South. But the North appears uneasy at the 
prospect of negotiating with a Southerner 
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at Panmunjom and there is speculation in 
Seoul that the North may boycott the 
armistice meetings for some time. This 
merely adds to an already difficult disen- 
tanglement, made harder by the fact that 
the two are facing each other across their 
heavily fortified border. "Things have 
worked so well here in an unchanging 
mode for so long, [but] I think Koreans are 
adjusting to the fact that change is inevita- 
ble," Gregg said. 

Military planners in the South worry the 
US may send the wrong signals to the 
North. ^North Korea may interpret it as 
weakened US resolve," a South Korean mi- 
litary strategist said. "We have to avoid this 
kind of misunderstanding . . . We want to 
maintain the basic structure of the CFC 
[Combined Forces Command], with a US 
general as head, at least until the year 2000. 
After that we can consider the transfer of 
CFC responsibilities to [South Korea], con- 
tingent on favourable strategic develop- 
ments in the region; significant progress on 
arms control between South and North 
Korea; and successful force improvements 
on the South Korean side to fill the gap 
which has been existing and is expected to 
remain in the future." 


menting the so-called "818 Plan," 

which gives its joint chiefs of staff 
greater powers and will pave the way for 
South Korean forces to take increased oper- 
ational control. “The main purpose of 818 is 
to prepare for . . . a unilateral reduction of 
US forces and unilateral transfer of Opcon 
[operational control] to the South," the 
strategist said. 

Ultimately, the full implementation of 
the programme may pave the way for the 
dissolution of the UN command structure, 
though the strategist said its abolition 
would be complicated. "If we don't have a 
UNC [UN Command] the whole armistice 
structure will be wiped out," he said. 

Changes in the UN armistice arrange- 
ment would require significant progress be- 
tween the two Koreas, and may involve a 
transitional step where South Korean forces 
could be appointed to act on behalf of the 
UN 


T he South Korean military is imple- 


None of these changes come easily. 
Even something as seemingly simple as re- 
turning the Yongsan golf course — a de- 
mand made by President Roh Tae Woo's 
administration shortly after it took office in 
1988 — has been snagged by problems. A 
helicopter landing pad, sewage treatment 
facilities, utilities and a broadcasting trans- 
mitter must all be moved to the edge of the 
course and the entire area secured before 
the US will turn back the golf links. 

Further, the South Korean public's in- 
creasingly ambivalent sentiment towards 
the US presence is unlikely to help ensure a 
smooth transition. "The once predomin- 
antly favourable attitude of the Korean 
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The appointment of the hawkish former — 


defence secretary, Denis McLean, as 
New Zealand ambassador to the US is 
another step in the new government's 
attempt to improve relations with the 

US. In February he is to replace Tim 

| 

| 


























Francis, a noted dove appointed by the 


anti-nuclear policy. - E 
Relations have been strained. since 
1985 when New Zealand introduced its 
policy of refusing visits by nuclear-capa- 
ble ships. This led to the expulsion of 
| New Zealand from the Anzus alliance 
|. the following year, though Secretary of 
| State James Baker ended a US-imposed 
"freeze on high-level meetings when he 





jq. met the then foreign minister Mike 
- .| Moore in Washington in March. 
|. Baker's visit precipitated a switch by 
|. the National Party, then in opposition, 
» |. to support for the nuclear ban, which in 
|. turn led to the deputy leader of the op- 
. position and now deputy prime minis- 
ter, Don McKinnon, resigning as the 
party's defence spokesman. McKinnon 
is a strong advocate of a return to a full 
military alliance with the US. 


public toward the US has been headed 
downhill" Gregg said in a recent speech. 
"There is now a young generation of Ko- 
reans who do not hold or understand the 
special bond with the US that their elders 
who remember the Korean War still har- 
bour.” He cited a newspaper poll that 
^. showed the number of Koreans who view 

the US favourably has dropped from 70% 
six years ago to only 24% at present. He 

.  alsosaid he was disturbed at another poll in 

© Which 79% of university students held the 
US responsible for the division of the coun- 
try, with 6476 believing the US was reluc- 
tant to see Korea reunified. 

. . _ Increased local autonomy in South 
Korea is also likely to complicate the mili- 
tary relationship. The first local elections in 
30 years, which will see more than 4,000 

.. candidates elected, are slated for March. 

.. The US military has 118 facilities scattered 

¿= throughout South Korea, and voters are ex- 

^ pected to use their new political influence 

_ to exercise more control over US military 

- land use. 

. . One political issue military planners 

. hope does not emerge is the increasingly 

vocal calls for a nuclear-free zone in the 
ninsula. "Institution of a nuclear-free 

ne would cause the US real anguish," a 

stern analyst said. "If there is one single 










former Labour prime minister David. 
Lange explicitly to stand firm on the 


Following the National Party's elec- 
tion victory, McKinnon refused the de- 
fence portfolio in the cabinet sworn in 
early November, but agreed to accept an 
appointment as minister of external rela- 
tions and trade. He has since repeatedly 
said his top priority is to improve New 
Zealand-US relations, though both he 


alliance is impossible while the nuclear 

The government has, however, flag- 
ged a number of goodwill signals to 
Washington, including sending trans- 
port aircraft and a medical team to join 
the multinational force in the Gulf. 
McKinnon has also had a brief meeting 
with Fijian Prime Minister Ratu Sir 
Kamisese Mara to start the process of re- 
storing. normal relations between the 
two countries. New Zealand cut trade 
and aid following the 1987 military 
coups led by Sitiveni Rabuka, and 
Lange upset Rabuka when he sca- 
thingly referred to Fiji as the south 
Pacific's first police state. The appoint- 
ment of McLean, a relentless critic of the 
anti-nuclear policy, reinforces the new 
goodwill moves. ut Colin James 
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issue that could break the relationship, 
that's it." 

Conventional wisdom has it that US 
ground forces will withdraw from South 
Korea by the turn of the century, leaving 
behind only an intelligence and air pre- 
sence. Now, however, both US and South 
Korean military strategists are focusing 
increasing attention on the possibility of 
using troops based on the peninsula in a re- 
gional role. The US is likely to be out of the 
Philippines by the end of this decade, while 


Hawaii, Guam and Alaska are too far re- 
moved for forces stationed there to play a- 


meaningful military role in the Western 
Pacific. - 

Gregg said he has a ready answer for 
those who advocate US troop withdrawal 
by asking “if we leave, who do you want 
to play our role, the Russians, the Chinese 
or the Japanese? That usually ends the 
discussion." Gregg added there is a grow- 
ing awareness among Soviet and Chinese 
policymakers that a US withdrawal could 
leave a dangerous vacuum on the penin- 
sula. "Increasingly, as we are able to talk 
with each other in a non-polemical way, 
there is a realisation that our forces are 


stabilising and non-threatening to ther. I | l 


think the Russians realise that. I think the 
Chinese realise that.” E 


FAR EASTERN ECONOMIC REVIEW 


| 
| 
| 
| 
| 
| 
| 
| 
i 
| 
| 
| 
| 
EE 
and US officials say a return to a military | | 
i 
| 
| 
| 
i 
| 
| 
| 
| 
| 
| 
| 





| E 
| 
| 
l 
























"ades a So x wiet economic control, planning 
ipt. . The economy is stagnant and 








new government's attempts 








MONGOLIA 2 


y Alan Sanders in Ulan Bator 


he lamas' chants of prayer to the 
jewel in the lotus ceased and Ulan 
ue Bators Gandan monastery re- 
- sounded to a crescendo of bells, drums, 
. cymbals, conches and horns. The several 
hundred men and women waiting at the 
-double doors poured in, shoving their way 
ockwise round the aisles to gape at the 
aming brass images and embroidered 
ilk tankas (scrolls), of Buddhist gods and 
lace their offerings of food, matches and 
coins on the altar. 

There, beneath the eight-spoked wheel 
ike, aii with a blue silk hadak (cere- 
] scarf, a colour photograph of 
S s Dalai Lama reflected the flames of 
lamps. Clouds of incense rose to the 
nted ceiling, where grotesquely dismem- 
| human figures suffered the horrors 
' hot and cold hells of lamaism. 

first service of the day completed, 
D lamas, robed in yellow and red, were 
hot tea and rice in china bowls taken 
th their benches. A wrinkled 
explained to a young shabi (student 
1a) an obscure passage in the Tibetan sut- 
(scriptures). An old woman in a green 
national dress) stopped to ask one of 
: Jamas to bless her rosary. Expression- 





pira the scene. 
Religion and national tradition have 
been tightly linked in Mongolia, afid 


diim and there ie tregi ient ‘break-downs. Power cuts, 
consumer-goods shortages and unemployment are bringing 
home the realities of underdevelopment. Further clouding the 
» to forge a viable trading relation- 
ship with the West and encourage foreign investment, is a mas- 
ve debt burden to the Soviet c the. total of which is dis- 


a cross-legged and immobile on a dais . 
d a bouquet of. peacock, feathers, thes | 
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position parties. 


Buddhist renaissance helps rebuild national identity 


uardians of culture 


the rebirth of religious enthusiasm is help- 
ing Mongolians in their search for a na- 
tional identity that has been suppressed for 
decades in the interests of a spurious com- 
munist internationalism. 

Gandan monastery, which is around 
100 years old, is the centre of Mongolian 
Buddhism. Most of Mongolia's 700 or so 
other monasteries and temples were de- 
stroyed in the 1930s and their 100,000 lamas 
dispersed; many were killed. The country's 
Stalinist leaders and their Soviet backers 
allegedly feared a "counter-revolution." For 
50 years and more, Gandan struggled to 





On other pages 


Soviet debt stymies development o d 
a market economy: 22. | 


keep Mongolian memories of Buddhist cul- 
ture and learning alive. 

In the 1960s and 1970s, the development 
of diplomatic relations with other Buddhist 
countries of Asia encouraged the Mongo- 
lian Government to promote Gandan's role 
as a Buddhist "ambassador." The situation 
of believers improved after two visits in the 
1980s by the exiled Tibetan religious leader, 
the Dalai Lama, and the ouster in 1984 of 
long-time Stalinist leader Yumjaagyin Tse- 

ibal. The largest “working” monastery 
f the. country, Gandan houses a library of 

eligió books and manuscripts and runs 
ana tute of Religious Studies. 
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The birth of political democracy in Mon- 
golia in 1990 opened the way for the popu- 
lar growth of Buddhism. The official view, 
which had been dominated by Marxist- 
Leninist atheistic ideology, if not actually 
suppressing Buddhism had done its best 
to discourage religious belief. Lamas were 
not allowed to vote. Now believers are free 
to profess and practise their religion. 

A new official biography cleans up the 
tarnished image of the last Living Buddha 
and King of Mongolia, the Bogd Gegeen 
Javtsandamba Hutagt, who — after Tibet's 
Dalai Lama and Panchen Lama, was third 
in the hierarchy of Lamaist Buddhism — 
and describes him as a nationalist and pat- 
riot. Young men are once again taking up a 
religious vocation, and a lama from Gan- 
dan, Demereltyn Choyjamts, is a non-party 
deputy of the People's Great Hural (na- 
tional assembly). 

There are plans to convert the Choyjin 
Lama monastery in Ulan Bator, an anti-re- 
ligious museum, into a working monastery 
once again. But Mongolia's rural areas, 
with their great geographical size and scat- 
tered population, have been poorly served. 
Now money is gradually being found 
through charities at home and from Mon- 
golians abroad to finance the re-establish- 
ment of Buddhist centres, and in some 
cases the rebuilding of monasteries, in pro- 
vincial towns. 

Erdene Dzuu, Mongolia's first Buddhist 
monastery, founded by Abdai Khan in 
1586, was built from the ruins of the impe- 
rial capital of Karakorum. Partially restored, 
it has become a great tourist attraction, but 
until 1990 was only a museum of religious 
art. Now one of the main buildings, the 
Tibetan Labran temple, has been refur- 
bished as a place of religious worship and a 
dozen or so lamas. from -Gandan have 
moved in. At the end of their work-day 
they are to be seen leaving by motorcycle 
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Davaadorjiyn Ganbold, is chairman of the Mongolian National 
Progress Party, while one of the two assistant prime ministers, 


Dambiyn Dorligjav, is a leader of the Mongolian Democratic 
Party; the other assistant prime minister is MPRP member 
Choyjilsurengiyn Purevdorj. 

The key concern of the new government has been the eco- 


nomic situation, where falling productivity, a late harvest and 
. poor preparation for the cold winter have tended to pre-empt 


discussion of the most worrying long-term problem — Mongo- 
lian indebtedness to the Soviet Union. The Soviets estimate that 
Mongolia owes them around Rbl 9 billion (US$16.4 billion), and 
though they have recently extended the repayment period, they 
have not agreed to Mongolia's requests to reduce or cancel the 
debt | 


In a recent open letter to Soviet President Mikhail Gor- 
bachov, the Mongolian writer J Purev questioned the 
enormous size of Mongolia's debt to the Soviet Union. Much of 
what Soviet aid had done for Mongolia was valued but as a re- 


— 9 
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sult of Moscow's policy, said, 


e Mongolians became 
“economically dependent on one single country on its terms 


and were obliged to hand over their raw materials at 
tated by it. It has to be admitted that this was done under direct 
pressure from your country as a result of which we were com- 
pletely in its power.” 

On political matters, Purev’s letter said that it was the Soviet 
state, and not just the late dictator Stalin alone, who should 
shoulder responsibility for the purges which also wracked Mon- 
golia during the regime of Yumjaagiyn Tsedenbal, ousted in 
1984 after four decades in power. He added that the Soviet 
troops stationed in Mongolia had committed crimes against 
Mongolian people, destroyed animals and polluted the environ- 
ment. Further, some Soviet journalists were now publishing 
scornful and libellous material about Mongolia. “How are we to 
understand the attitude of our old friend and brother?" Purev 
asked. "Besides the burden of indebtedness are we obliged to 
bear the burden of moral oppression?" m Alan Sanders 


prices dic- 





and lorry for their gers (round felt tents) 
pitched outside the monastery’s walls. 

Lamas have also resettled at Amar- 
bayasgalant, another magnificent but more 
remote monastery in Mongolia’s northern 
plains which is being restored with aid 
from Unesco and is due to be opened to 
tourists. The ruins of Manjshir monastery 
are perched on the rocky southern slopes of 
the sacred Bodg Uul mountain which sepa- 
rates it from Ulan Bator. Below the ruins, a 
dozen or so lamas have installed them- 
selves in a large ger set up on a wide 
wooden platform and decorated as a place 
of worship. 

Similarly, at Hovd in western Mongolia, 
the foundations of Shar monastery have 
been excavated in preparation for restora- 
tion. Here, too, a small number of lamas 
from Gandan hold religious services in a ger 
filled with tankas and brass figures. 

The revival of religion is helping 
Mongolians reclaim their national identity 
after decades of political domination by 
the Soviets. In a daim now made 
openly — but which could not have 
been stated publicly only a year or 
two ago — the Mongolians say that 
altogether the Soviet Union re- 
moved from Mongolia more than 
500 lorry-loads of religious art trea- 
sures. They particularly want the 
Soviets to retum the 20-m high 
statue of Janraysegu, healer of the 
blind, which was removed from 
Gandan in the 1940s. 

Long before secular schools were 
organised by the revolutionary gov- 
ernment, the monasteries were 
centres of culture and learning. Re- 
turning to their roots, many Mongo- 
lians are learning to read and write 
the classical vertical script, which for 
political reasons was abandoned in 
official correspondence for a Cyrillic 
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Lamas outside Erdene Dzuu's Tibetan temple.” a 


alphabet in the 1940s and discouraged 
thereafter. Lessons are given on Mon- 
golian television, but there are not enough 
trained teachers, and virtually no print- 
ing presses. Few Mongolians — and even 
fewer foreigners — have learned to read 
the classical script yet, but its decora- 
tive loops and tails already enhance 
signs and notices in public buildings. 
The ruling party newspaper is even pub- 
lishing lessons in Tibetan, knowledge of 
which will eventually open up access to a 
vast, mainly religious, literature that was 
safeguarded by monasteries, libraries and 
private collectors. 


ongolia's previous leaders tried to 
M maintain the fiction that the Mon- 

gols were a single homogeneous 
nation, and rarely released any information 
about the different Mongolian tribes, let 
alone the peoples of other nationalities 
which inhabit Mongolia —  Kazakhs, 
Chinese, 


Russians and others. The 
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Kazakhs, a Muslim Turkish-speaking, 
people, live in western Bayan-olgiy pro- 
vince on the borders of the Soviet Union 
and China, near those countries own 
Kazakh populations. Last year the Mongo- 
lian Government gave instructions for va- 
rious improvements to the local economy 
and people's life, with particular reference 
to their national customs and language. A 
special school for Kazakh language teachers 
is being built in the provincial centre, Olgiy. 

Mongolia's 90,000 Kazakhs speak a 
dialect which includes Mongolian words 
and expressions. They are proud of their 
own traditions and customs, including na- 
tional dress, but their way of life is not 
greatly different from that of local Mongo- 
lians. There are a few prominent Kazakhs 
in Mongolian political life, including 
Kinayatyn Dzardyhan, elected deputy 
chairman of the State Little Hural (legisla- 
ture) last September. Thirteen Kazakhs 
were elected deputies of the People's 
Great Hural at the general elections last 
July. A Kazakh Language and 
Culture Society was set up in 
: April, and the same month it 
® was reported that an informal public 
political organisation called the 
Kazakh National Union had been 
founded. 

Discussing the changes in Mon- 
golian official attitudes to religion, 
Gelegiyn Adyaa, chairman of the 
Religious Affairs Council, noted that 
there had been a mosque in Olgiy 
until the 1960s and that the govern- 
ment had now agreed to local Mus- 
lims' requests for its restoration. 
Meanwhile, Kazakh people living in 
neighbouring Hovd province, say 
& that religious festivals and practices 
"sare widespread there, with mullahs 
A Officiating at weddings and fun- 
| a 
> 
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MONGOLIA 3 


Soviet debt stymies development of a market economy 


Shackled to the past 


ongolian President Punsalmaagiyn 
Ochirbat believes his country has 
the potential to match the dynamic 
growth rates of the Asian economic tigers, 
Hongkong, Taiwan, South Korea and Sin- 
gapore — but his Prime Minister Dashiyn 
Byambasuren acknowledges it could take 
10 years. 

Ochirbat has stressed that the political 
renewal which saw the country's first 
multi-party government emerge last year 
must be consolidated with socio-economic 
transformations. 

Byambasuren wants to see his country 
develop its natural resources with the help 
of Western investment and international 
aid, to achieve what he calls a "state-re- 
gulated market economy." But the coun- 
try's new leaders are concerned about the 
impact on its economic relations with other 
countries of its enormous debt to its long- 
term major trade partner, the Soviet Union. 
Moscow claims the debt exceeds Rbl 9 bil- 
lion (US$16.4 billion, a sum Mon- 
golia cannot pay. Although Moscow 
has agreed to reschedule repay- 
ment, so far it has refused to reduce 
the capital sum, which Byambasu- 
ren believes should in reality be 
much smaller. He says that some 
Soviet projects in Mongolia are too 
expensive and inefficient. Eventual 
settlement is likely to be in US dol- 
lars, but the sides have yet to even 
agree on the exchange rate: the 
Soviets favour US$1:Rbl 2, the Mon- 
golians Rbl 10. 

The Ministry of Trade and Indus- 
try and the Construction and Urban 
Development Commission are to 
hold talks with with Soviets on the 
early handover of Soviet construc- 
tion organisations to Mongolia and 
the repatriation of Soviet workers. 
Mongolian workers, dissatisfied with the 
way that the Erdenet copper combine is 
run as a joint enterprise with the Soviets, 
have threatened strike action if it is not 
handed over to Mongolia. 

There have been several Mongolian ap- 
peals for the winding-up of the Mongolian- 
Soviet joint-stock company which runs the 
Ulan Bator Railway, built by the Soviets in 
the 1950s to link Siberia and China. Al- 
though freight traffic has doubled since 
1960, the Mongolian side's annual profit 
from the company has fallen from Tugriks 
40 million (US$8 million) to Tugriks 8 mil- 
lion. Mongolia's revenue from transit traffic 
may decline further once the new rail link 
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The Mongolian economy still based on livestock. 


between Soviet Kazakhstan and Chinese 
Xinjiang goes into regular operation. 

Mongolia does not wish to have to rely 
upon the slow and congested Soviet Trans- 
Siberian Railway for its anticipated trade 
with the outside world. One suggestion is 
to build a new railway from Mongolia 
through China to the coast. Dariymaa, a 
scientist working at the Mongolian Institute 
of State and Law, said that there must be 
legal provision for the long-term free transit 
of foreign investors’ imports and exports 
through Soviet and Chinese territory by 
leasing territory in Soviet and Chinese sea 
ports and concluding appropriate air transit 
agreements. 

The processing of raw materials from 
livestock breeding, such as hides, wool and 
hair, is still perhaps Mongolia’s most im- 
portant export industry, employing some 
10,000 people in 15 enterprises. Wool- 
washing factories in Ulan Bator, Olgiy in 
estern Mongolia and Choybalsan in East- 


ern province, produce more than 10,000 
tonnes annually. The Ulan Bator spinning 
factory has an annual output of 3,000 ton- 
nes of yarn for textile and carpet factories. 
Ulan Bator textile factory’s annual produc- 
tion is some 350,000 m of cloth and 1 mil- 
lion m of woollen blankets. Mongolian car- 
pets, blankets and knitwear are in great de- 
mand abroad. Some 98% of the products of 
the Japanese-built Gobi factory — 310,000 
cashmere sweaters and scarves and 25,000 
camel-wool blankets and coats annually — 
are exported for hard currency. 

Japan’s interest in investing in Mongolia 
has continued to grow. Mitsubishi and 
other Japanese firms have signed a contract 
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with the Mongolimpex trading company 
for the construction of a small steel scrap-re- 
duction works at Darhan in northern Mon- 
golia in 1990-93. Mongolia will build the 
premises and Japan will provide the design 
and equipment and train Mongolian work- 
ers. With an annual output of around 
100,000 tonnes a year, 50% of the products, 
mostly structural components, will be for 
home consumption, 15% for Japan and 
35% for sale on the world market. 

Meanwhile, a visiting South Korean de- 
legation has signed a memorandum on eco- 
nomic cooperation with Mongolia and es- 
tablished direct ties between the Chambers 
of Commerce. The South Koreans have of- 
fered Mongolia modern technology and are 
interested in joint ventures. Mongolia may 
receive credit from the South Korean Eco- 
nomic Development Fund. A South Ko- 
rean firm is to build a hypodermic syringe 
factory in Ulan Bator. 

Mongolia hopes to use its new embas- 
sies in Seoul and Bangkok to boost trade, 
and will open trade representations in 
Hongkong and Singapore soon. Com- 
panies based in Hongkong, Singapore and 
South Korea are being invited to bid for the 
construction in Mongolia of warehouses for 
consignment trade. 

Gold-mining in Mongolia has long 
been a monoply of the Soviet trading 
organisation, Comecon: the Mon- 
golsovtsvetmet joint company has 
been mining gold at Tolgoyt since 
1974, and Mongolbolgarmetall has 
been operating a gold-mine in 
Bayanhongor since 1985. The Mon- 
golians run their own goldfields at 
Sharyn Gol and Haylast and recent- 
ly set up a national gold enterprise at 
Dazaamar which will operate with 
ecologically clean technology. Gold 
wire production for the electronics 
industry is also planned. but there 
has been a problem in attaining 
99.99% purity to international stand- 
ards. According to the chairman of 
the board of the Mongolian State 
Bank, Gochoogiyn Huderchuluun, 
part of Mongolia's precious metal 
reserves is being sent to Britain 
for refining and some of Mongolia's 
gold reserves are to be kept in British 
banks. 

The country cannot generate sufficient 
hard-currency earnings for all its immediate 
needs, let alone on the scale necessary to 
liquidate its massive debt to the Soviet 
Union. Government authorisation was re- 
quired last summer for the Ministry of 
Trade and Cooperation to import US$50 
million of consumer goods, cars and equip- 
ment. Recently the government approved a 
French loan of Ffr 50 million (US$9.93 mil- 
lion) to the State Bank for urgent pur- 
chases. 

Mongolia's Law on Foreign Investment, 
adopted last March, encourages investment 
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in any branch of the national economy, 
priority being given to projects which ex- 
pand Mongolia’s export potential, manu- 
facture finished goods, develop the eco- 
nomic infrastructure of the country, or ex- 
pand tourism. 

The law also says that revenue tax will 
not exceed 40%, following three years’ tax 
exemption from the date the project goes 
into operation. Revenue transferred abroad 
and salaries earned by foreign participants 
are tax-free. Goods for the project are 
exempt from customs duty. 

"It has become an urgent task to in- 
crease the country’s export potential within 
a short space of time,” according to Sed- 

iryn Bayarbaatar, former director-gen- 
eral of Mongolimpex, who was elected 
minister of trade and industry last Sep- 
tember. He welcomed the new govern- 
ment's removal of “bureaucratic obstacles,” 
saying that trading partners, contracts and 
hard currency purchases would no longer 
require ministerial approval. 

“The situation can be rectified quickly 
provided that property and means of pro- 
duction are privatised. Talk about coopera- 
tives, leasing, etc. is useless now,” Bayar- 
baatar said. He expected inflation and con- 
sumer price increases in the short term, and 
said that income gaps would widen, but he 
emphasised the importance of encouraging 
“trailblazers” who would develop 
business initiatives. Mongolian busi- 
nessmen and managers should be 
trained in developed countries, he 
said. Meanwhile, the government 
has approved the establishment in 
Ulan Bator of a business manage- 
ment and services training centre 
with the assistance of a British com- 


pany. 


petrol shortage last autumn 

led to a government ban on 

private and most official 
motoring so that harvest work and 
public transport could be main- 
tained. Mongolia is dependent on 
the Soviet Union for its supply of 
fuel oil and petrol. Current con- 
sumption at around 1 million tonnes 
a year costs as much as one-third of 
the country’s exports. The Soviets are re- 
ported to have cut supplies by nearly half. 
Deliveries, by rail are in any case subject to 
transport delays on the Soviet side, while 
domestic rail problems have interfered with 
coal supplies to power stations and domes- 
tic consumers. 

A shortage of spare parts has led to a 
failure to maintain plant, which has in turn 
caused power cuts in the capital, Ulan 
Bator, and outlying regions supplied from 
the central grid. According to Deputy 
Minister of Power Delgeriyn Misha, only 
three of the seven steam boilers are opera- 
tional at the country’s biggest and most 
modern thermal power station, Ulan Bator 
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No. 4. Misha said that only 30% of the 
spares promised his industry by the Soviets 
this year had been received. 

On some days there has been no bread, 
rice, butter or meat in Ulan Bator’s main 
food shops, where even at the best of times 
the shelves are not exactly packed. The au- 
thorities have blamed the food shortages on 
irregularities in distribution to retailers. 
However, sugar has been bought up in 
bulk by cooperatives, and rumours of 
shortages have encouraged housewives to 
stock up. Mongolia imports all its sugar — 
about 40,000 tonnes a year — from the 
Soviet Union and Cuba, but rumours of 
cuts in supplies have been denied. 

Government plans for equal distribu- 
tion among the population of a share in 
privatised state property have been criti- 
cised as impractical and have created much 
doubt and uncertainty. 

The government has banned the privati- 
sation of state property in any form until a 
decision is taken on how it is to be carried 
out. While privatisation of state property is 
a basic condition for abolishing the centrally 
planned economy and preparing for the 
transition to the market economy, a gov- 
ernment statement said, it must be carried 
out under state and public control in accor- 
dance with a single policy and take into ac- 
count the views and interests of the work- 


bly of colour Tv sets. Monar (Mongolian Ar- 
chitecture) is a building design firm which, 
in English-language adverts in the ruling 
party newspaper, invites "foreign com- 
panies willing to invest in Mongolia" to use 
its services in designing buildings for tour- 
ism, which "combine national traditions 
and contemporary architecture." Mongol 
Gadzryn Tos (Mongolian Oil), an oil ex- 
ploration and exploitation company, is 
working with British and US firms. Ex- 
traction of known deposits ceased in the 
1950s. 

Mongolia also has two new banks. 
Mongol Daatgal (insurance) Bank, with a 
capital of Tugriks 100 million, includes 
among its shareholders the Chief Directo- 
rate of State Insurance, the Mongolian air- 
line MIAT, the tourist agency Zhuulchin, the 
state book trade and publishing combine 
and a meat-canning plant. Mongol Hor- 
shoo (cooperative) Bank with a capital of 
Tugriks 36 million was set up by the Union 
of Production and Services Cooperatives, 
the Mongolian Red Cross and the Trade 
Union Association. The banks offer credit 
to small enterprises. 

The number of cooperatives has risen to 
1,231, employing some 11,400 people in 
production, services or catering. For the 
moment average wages are not higher than 
in the state sector. An Association of Pri- 
vate Manufacturers was set up ear- 
lier this year. 
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= Meanwhile, there is disagree- 





Mongolia no longer wants advice from the Soviets. 


force. The laying off of workers in advance 
of privatisation has been forbidden. 

At the beginning of December the legis- 
lature voted almost unanimously in favour 
of private ownership, including ownership 
of land by citizens and foreigners. After 
presidential approval has been given, pro- 
cedures will be drawn up, including laws 
limiting the size of holdings. 

The government supports retrenchment 
and retraining as well as the establishment 
of individual enterprise and services, and 
several new Mongolian companies have 
been established. Monel (Mongolian Elec- 
tronics) has a contract with Sharp and an 
Inner Mongolian company for the assem- 
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3 ment as to the exact number of 
unemployed in Mongolia. Accord- 
ing to the Ministry of Labour, the 
total was 33,797 at the beginning 
of November, but Batsuh, president 
of the Union of Unemployed, re- 
ported Byambasuren as saying in 
July that the number had already 
reached 94,000. The union has asked 
the government for Tugriks 150 mil- 
lion in 1991 to set up small and 
medium-sized tax-exempt enter- 
prises. 

As the retail trade situation wor- 
sened in mid-November, Byam- 
basuren appeared on Mongolian 
television to appeal to people to stop 
hoarding food and selling it on the 

black market. The government would try to 

maintain price stability for the time being. 

"There's no need to tighten our belts," he 

said. "But we must roll up our sleeves and 

work." 

However, Mendasayhany Enhasayhan, 
director of the Institute of Marketing, and a 
key economic adviser to the new govern- 
ment, told the Mongol press agency that 
Mongolians must indeed "tighten their 
belts" for the next few years, while the 
foundations of the free market were being 
laid. Their whole attitude towards property 
must change, from disregard for public 
property to the encouragement of private 
ownership. m Alan Sanders 
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By Tai Ming Cheung in Peking 


n China, where power rests with 
individuals rather than institutions, 
the body politic is only as healthy 
W. as the leaders in charge. By that 
reckoning, today’s People's Republic must 
be as constipated and sickly as its senile 
rulers. Indeed, the country’s political 
future can be boiled down to one medical 
question: how long will these gerontocrats 
ve? 
~The ranks of revolutionary leaders who 
fought their way into power back in the 
930s and 1940s are steadily shrinking. 
nly a handful remain, including senior 
patriarch Deng Xiaoping, a reportedly 
haky 84 years old, economic tsar Chen 
Yun, an infirm 86, shadowy hardliner 
Wang Zhen, 82, and military strongman 
Yang Shangkun, a robust 83. 
_ These octogenarians form what dip- 
lomats call the Politburo Sitting Committee, 
a klatsch of dotards that gather, when suffi- 
dently coherent, to decide major or con- 
troversial policies. Real power rests with 
them, rather than the Communist Party's 
_ Politburo Standing Committee, which is 
«formally in charge. 

"It is widely expected that once the Sit- 
ting Committee survivors die off — in par- 
ticular Deng — it will trigger upheavals that 
could drastically alter the face of Chinese 
politics. Such a prospect horrifies many of 
these elderly conservatives, who fear a bet- 
rayal of the revolutionary ideals they strug- 
-gled for. 

~ So they are desperately clinging on in 
1opes they can live long enough to pass 
ie reins of power to their chosen heirs. To 
mprove their actuarial odds, China's ruling 
Ossils enjoy the best medical facilities 
power can provide. But it is not just 
syringes that keep them alive; also liberal 
doses of sorcery and — it is whispered — 
Senior leaders have their own plush 
hospital, the Central Medical Care Bureau, 
ocated in the leadership compound of 
Zhongnanhai in downtown Peking. Should 
iis prove inadequate for any medical com- 
lication, they can also be stretchered to 
special wards in the city's general hospital 
or the People's Liberation Army's (PLA) No. 
301 hospital. Indeed, these wards have at 
nes been transformed into centres of 
ower as leaders, such as Zhou Enlai, have 
nt their dying months directing the 









































AGEING 


taying power; gerontocrats strive to tilt actuarial odds 


e mummies curse 


country’s affairs from their hospital beds. 

Each leader is normally assigned at least 
one personal physician, Chinese medical 
sources say, and some have retinues of 
dozens of doctors and nurses. And any one 
of them can have access to the finest 
specialists in the land as need arises. 
Should this still prove inadequate, they 
can command imported equipment and 
medicines, or slip quietly abroad for treat- 
ment. 

It is not foreign remedies, however, that 
mainly account for the longevity of Pe- 
king’s elderly rulers. Rather, they rely upon 
echt Chinese potions and methods devised 
over the centuries. Much of this lore is fair- 
ly prosaic: sensible physical exercises like 
swimming (favoured by Deng and found- 
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ing father Mao Zedong) or balanced diet 
plans. But there is also a fair sprinkling of 
exotic and just plain wacky prescriptions. 

Nevertheless, some of the traditional 
remedies do seem to help in fending off sen- 
ility, according to hard-headed modem 
Chinese doctors. Others can be harmful. 
As for the rest, they may not have much ef- 
fect, but the medicine is great fun to take. 

For instance, mistresses and concubines 
— commonly prescribed as an antidote to 
ageing. Classical Taoist theory has it that 
“young girls have a healthy air that benefits 
old men," says Chen Keji, professor of 
Medicine at the Academy of Traditional 
Chinese Medicine at Xiyuan Hospital in 
Peking. 

Chen cites Sun Zimiao's "Prescription of 
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a Thousand Girls," a Tang dynasty text 
which calculates that sexual relations with 
10 young girls at any one time would help 
to “replenish the gi [or life-force] of old 
men." The iption must be followed 
to the letter, however: too few girls would 
provide insufficient "essence" and too 
many simply exhaust the man. 

Devotees of therapeutic concubinage can 
point to Chinese historical tomes to justify 
their nostrums. Ssuma Ch'ien's Historical 
Records say Huang Di, China's semi- 
mythical first emperor and eager follower 
of the Tao of Loving, lived to be 111. His 
next six successors also reportedly averaged 
a century each. 

More recently, in historic times, Kangsi, 
a 17th-century emperor, reputedly had 60 


concubines — whether concurrently or 
successively is unknown — and lived to a 
happy 79. His grandson Qianlong, how- 
ever, was a prolific calligrapher and celibate 
who lived to a grand 88. 

Puritanical Marxist-Leninist orthodoxy 
would hold more with the Qianlong than 
the Kangsi approach, branding concubin- 
age distinctly bourgeois-liberal. Although 
such practices have disappeared from pub- 
lic view in today's prim China, it is very 
doubtful that communist higher-ups have 
foregone them. 3 

They are simply better-concealed — at 
least until a leader falls into disgrace, 
whereupon his sexual peccadilloes are 
dredged up along with his political devian- 
cies. Such luminaries as Mao and marshal 





Ye Jianying were said to be womanisers. 
(Deng, on the other hand, reportedly limits 
his vices to cigarettes, bridge and power- 
lust.) 

Rumours abound in Peking of dens of 
nubile young damsels who are ready round 
the clock to service senior leaders and their 
hangers-on. Airport waiting quarters and 
the numerous sanatoriums reserved for 
high-level cadres are said to be particularly 
well staffed with young ladies. 

Such "medicine" would no doubt at 
least go down easier than Zhibao Sanbian 
Wan (Priceless Three Whip Pellets), an 
obscenely potent combination of deer tail 
plus dog and horse genitalia. The pellets 
have been clinically proven by Chinese 
traditional medicine researchers to not only 
increase sexual prowess, but also to retard 
cerebral senility, a common debility of 
age. 

à Chen says this drug "probably" works 
by improving cerebral metabolism which in 
turn promotes protein synthesis within the 
brain, as well as helping the regulation of 
pituitary hormone secretion. Unimpressed, 
the US authorities have banned it. 

If Zhibao Sanbian Wan seems a bit much 
to take, there's always the less revolting 
herbal mixture called Qinggong Changchun- 
dan (Qing Palace Eternal Spring Tablets), 
which, if taken for 90 days, has been shown 
to improve memory, rapidity of thought, 
attention and learning ability. This might 
perhaps help explain why some senior 
leaders tend to drop from sight for three 
months or more between public appear- 
ances. 


ther herbal concoctions also have 

their devotees among the elderly 

elite. Those with heart conditions 

favour Shengmai Zhen, a ginseng- 
based potion that lowers blood pressure. 
Those with receding hairlines, like National 
People’s Congress chairman Wan Li or dis- 
graced Politburo member Hu Qili, report- 
edly dabble in a wide variety of herbal hair 
tonics. 

PLA founding father Zhu De, who 
lived to 99, took Guilingji. This mixture 
of 10 ingredients — including antler, gin- 
seng and asparagus — helps “to calm the 
spirit, nourish the marrow [i.e. the brain] 
and replenish Yang and kidney," Chen 
says. 
Chen himself has a favourite nostrum: 
the Shoutao (Peach of Longevity) anti-age- 
ing pill. He unearthed the recipe, devised 
in the court of the Qing emperor Qianlong, 
and ran it through lab tests which proved it 
effective, he says, against such symptoms 
of "kidney deficiency" as reduced blood cir- 
culation. 

It is difficult to measure, at least scienti- 
fically, how useful these drugs and mix- 
tures actually are in adding years. In clinical 
tests, according to Zhang Yunru, a doctor 
of traditional Chinese medicine at Peking's 
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Guanganmen Hospital, "our prescriptions 
are at least on a par with, and often consid- 
erably better than" Western anti-ageing 
nostrums like Vitamin E. 

Research into elderly health-care is con- 
sidered a priority by the government. 
"Many of the elderly leaders pay particular 
attention to the role of the old in society," 
says Zhao Feng, editor of the Elderly Chinese 
magazine. 

In a recent issue of the magazine, for 
example, party General Secretary Jiang 


yore, of course, could sharply diminish 
one's life-span. But even in these less vin- 
dictive times, the health consequences of a 
fall from grace can be dire: former com- 
munist party chief Hu Yaobang died of a 
heart attack during a politburo meeting in 
April 1989, and his successor Zhao Ziyang's 
heart condition has deteriorated since last 
June. 

On the other hand, Mao's widow Jiang 
Qing is now pushing 76 in quiet seclusion, 
despite her vilification for the past 15 years 
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Zemin wrote that "a state without old 
people is without stability." Chen says sev- 
eral dozens of million renminbi go each 
year into research on geriatric health 
maintenance, including traditional potions 
and fitness techniques. 

At present, it is estimated that about 100 
million of the country's 1.1 billion popula- 
tion is over 60. Average life expectancy is 66 
for men, 69 for women — far younger than 
the norms for senior cadres, though it is 
hard to say how much of this disparity is 
due to medical treatment and how much to 
better diet or softer living conditions. 

Nor, in Chinese political culture, does 
life at the apex of the power pyramid bring 
with it the longevity-curtailing work stress 
that it would in other polities: those with 
ultimate authority delegate routine matters 
to younger proteges. 

This makes for a relatively leisurely life- 
style, interspersed only sparingly with con- 
cerns of state. "At most, these leaders only 
spend an hour each day working, and usu- 
ally much less. The rest of the time is rec- 
reation and sleep," says one doctor who 
has treated some of the party elders. Chen 
Yun, for example, reportedly spends a 
couple of hours each day just drawing 
Chinese characters, an activity regarded as 
particularly good in rejuvenating the life- 
blood. 

Moderate as the work pressures may 
be, political tensions can get harrowing for 
the senior elite. The full-blown purges of 
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as the leading light of the ultra-leftist Gang 
of Four. Cynics wonder whether the med- 
ical arts that preserve such longevity should 
be regarded as health-care or a form of 
mummification. Given the advanced ages 
of many of these Long March veterans, just 
keeping them clinically alive is probably all 
that can be done. 

But it may be all that is required; outliv- 
ing your rival is half the battle, given the 
personality-oriented political campaigns 
that are endemic to Chinese politics. A 
medical source relates the anecdote of how, 
when Marshal Liu Bocheng died in 1986, 
doctors frantically fought to keep his col- 
league Ye Jianying alive long just enough 
for his name to be included in Liu's funeral 
dedication. Ye died a few days later. 

Similar stand-offs are no doubt being 
played out among the gerontocrats of 
Zhongnanhai even today. Given the crucial 
importance of Deng's health to political sta- 
bility, his state of mind will increasingly 
matter less than the continued beat of his 
heart. 

In this, he will — indeed already does 
— share the unfortunate fate of Mao and 
the emperors before them, all of whom 
hung on until they dropped. So, no doubt, 
would the sexagenarian heirs-apparent if 
they manage to weather the demise of their 
elderly patrons unpurged. As soon as the 
"Sitting Committeemen" die off, there are 
those who would happily take their chairs 
and hunker down for the long haul. — m 


SN(O34A N3Hd31S 





A sampler of 
Asian booklists for 
the past year 


1990: on the shelf 


shall remember 1990 as a year of 

familiar pleasures and curious disap- 

pointments. It was wonderful to 
have new offerings from old favourites: if 
only they had all been at their best! I was 
disappointed in The General in His Labyrinth, 
Gabriel Garcia Marquez’ portrayal of the 
dying Bolivar on his last river journey. It 
bore some of the hallmarks of the author's 
greatness but little of its subjects, and as a 
novel it was oddly devoid of dramatic ten- 
sion. Too imaginative to be good history, 
too flat to be great fiction. 

Khushwant Singh's Delhi is the work of 
an enfant terrible turned Grand Old Man of 
Indian letters: delightful and evocative in 
parts, tired in others. Salman Rushdie's Ha- 
roun and the Sea of Stories was spellbinding, 
inventive, funny, the triumph of a remark- 
able artist over rare adversity. 

Mordecai Richler's Solomon Gursky was 
Here made compulsive reading: few writers 
can imbue so ambitious a tale with so much 
wit and wickedness. Martin Amis showed 
how a writer's most characteristic strengths 
can undermine his own achievements: Lon- 
don Fields, for all its author's technical skill 
and virtuoso flair, read like a parody of it- 
self, and was crippled by a predictable end- 
ing. 

I am looking forward to seeing the year 
out with V. S. Naipaul's new, and repu- 
tedly mellower, verdict on India. 


Shashi Tharoor ;s author of The Great 
Indian Novel, the 1990 winner of the Com- 
monwealth Writers Prize for the Eurasian Re- 


gion. 


hat luck it was to come across a 

Chinese translation of Shanghai: 

Key to Modern China by the 
American scholar Rhoads Murphey. Rarely 
in China does one read anything so un- 
tainted by ideology. We know nothing 
about our own contemporary history, real- 
ly, because everything that has happened 
since the Chinese Communist Party en- 
tered the picture has been mythologised. 
What passes for history here is not fact, but 
fiction. 

What is real is the oppressiveness of life 
under communism, as conveyed by Milan 
Kundera in his The Incredible Lightness of 
Being. I re-read the Chinese translation this 
year. Pre-1989 Prague is half a world away 
but what Kundera evokes is uncannily 
familiar — the characters could almost be 
Chinese. The system is the same, the ab- 
surdity of it especially. 

Speaking of Czechs, I must say I'd like 
to have read Vaclav Havel. I never have. I 
don't think he has been translated into 
Chinese. 

Wu Tuobang (not his real name) is a writer who 
has done time in prison for his pro-democracy ac- 
tivism. 
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M y favourite book in any language 
M — which I still re-read frequently 
— is Leviathan by Thomas Hob- 
bes. I first read it in wartime when I was a 
student at Kyoto University and, in fact, 
later translated the whole book into Japan- 
ese. In the dark days of the war I had great 
difficulty in formulating my views on 
human society and Leviathan helped me to 
survive. 

Karl Marx said that the philosophy of 
Hobbes was too pessimistic but I think 
Marx himself was over-optimistic: indeed 
that may be one explanation for the failure 
of his philosophy. I think Hobbes had 
deeper insight into human nature than 
Marx and we need his ideas more than ever 
in the aftermath of communism. 

I also admire Towards a General Theory of 
Action by the Harvard University sociologist 
Talcott Parsons. One of the book's themes 
is that a change of function inevitably leads 
to changes in the structure of society. This 
is a good antidote to the two-dimensional 
approach which draws a neat distinction 
between structure and function. His con- 
tention is that these two approaches are in- 
terrelated. 

Michio Nagai is a leading writer and thinker on 
education who was appointed Japan's education 
minister by prime minister Takeo Miki in 1974- 
76 though not a member of parliament. He is a 
member of the editorial board of the Asahi news- 
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paper and a visiting professor at Columbia, Stan- 
ford and Hongkong universities. 


erestroika, by Mikhail Gorbachov, 
represents a new leader’s vision for 


a new Soviet Union and a new 
world (including the Third World). It is rare 
to find an author with such a grand-scale, 
deep and concrete concept of modern 
realities. 

Huang Chun-ming, Taiwanese novelist, screen- 
writer and commentator. 


r he 1990s will be dominated by the 

I cultural artifacts of postmoder- 

nism. Like its predecessor, moder- 

nism, it comes disguised as a "liberating 
force." 

Richard Rorty, the philosopher of post- 
modernism, spells out the goals of the new 
trend in Contingency, Irony and Solidarity, 
(Cambridge University Press, Cambridge): 
“to de-divinise the world,” to a point where 
“we no longer worship anything,” where 
we treat “everything as a product of time 
and chance.” 

This goal, postmodernists argue, is best 
achieved not by inquiry but by narrative. 
Umberto Eco’s Foucault’s Pendulum (Secker 
and Warburg, London) is a perfect post- 
modernist novel. Long and erudite, it plun- 
ders almost every religious and mystical 
thought to prove its basic thesis: that the 
answer to the great question of life, univer- 
se and everything is in fact an onion which 
after countless peelings cames down to — 
nothing. 

“Why write novels? Rewrite history,” 
says one of Eco’s characters. And that’s 
exactly what postmodernist authors like 
Salman Rushdie have been trying to do. 
The antidote comes in the form of Ziauddin 
Sardar and Merryl Wyn Davies’ Distorted 
Imagination: Lessons from the Rushdie Affair 
(Grey Seal, London) which, placing the 
Rushdie controversy in an historical and 
futuristic perspective, shows that post- 
modernism is an old game with a new 
rhetoric. 

Only genuine knowledge, not imagina- 

tion based on ignorance and literary li- 
cence, can reduce conflict and strife in the 
contemporary world. I, thus, eagerly await 
the arrival of the "knowledge society" that 
Peter Drucker anticipates in The New 
Realities. 
Datuk Seri Anwar Ibrahim is Malaysia’s minis- 
ter of education. He began his political career as 
a Muslim youth leader before joining the ruling 
United Malays National Organisation. 


r he Japan That Can Say No by Shin- 
D taro Isihara is shocking. It is sort of 

= a declaration of war on the US in 
terms of not only the economy but also in- 
telligence. The book not only denies white 
supremacy, but asserts Japanese supre- 
macy over whites. The authors say: “Ameri- 
can and white colonialism dominated in the 
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Philippines, Africa and the Middle East. 
These places are doing poorly while the 
former Japanese colonies — Korea, Taiwan 
and Singapore — have become good stu- 
dents.” 

I feel that Japan will become a menace in 
the 21st century. Isihara is a very intelligent 
man, a novelist turned politician. I’m not 
sure if his view represents the average Ja- 
panese view or not, but his book was 
widely acclaimed by the Japanese public. 

Military strength is less important than 
it used to be. What counts more now is 
money and technology. Japan has become 
a superpower in economics and techno- 
logy, while the US is declining and the 
Soviet Union is collapsing. It is very clear 
that the US has spent too much money on 
defence and consumption and not enough 
on production. Japan does not spend much 
money on defence or consumption but a lot 
on production. 

Park Kwon Sang is editor-in-chief of Sisa Jour- 
nal (a weekly newsmagazine) in Seoul. 

A massacre at Rangoon University on 

7 July 1962 by Ne Win’s army, | 
found Bertil Lintner’s Outrage to be revelat- 
ory. 

"This work gives voice to those who wit- 
nessed or experienced the ghastly atrocities 
and human-rights abuses perpetrated by 
the military dictatorship. 

Gen. Saw Maung has described the ac- 
counts of indiscriminate firing into de- 
monstrators in August and September 1988 
as "rumours and unsubstantiated reports." 
This book should help readers to make up 
their own minds about whether or not the 
reports of continuing atrocities are to be be- 
lieved, and whether we are right to be out- 
raged. 

Dr Raymond Tint Way is secretary of the Com- 
mittee for Democracy in Burma. 


any years ago a sinologist friend 
M of mine, the late Professor Jaros- 
lav Prusek of Prague suggested 


to me that in order to discuss a work of 
literature one would first have to translate 
it. 

In the past few years I have been trans- 
lating works, mainly short stories and 
dramas, by the Chinese writer Gao Xing- 
jian, and I am presently completing my 
translation of his long novel Lingshan, “The 
Spiritual Mountain.” 

In this work, as yet unpublished, the au- 
thor attempts to trace the roots of the non- 
Confucian China which may still be found 
in the out-of-the-way country towns and 
villages in the Yangtse valley, where sha- 
mans and sorcerers still practise their ma- 
gic arts on the sly. 

The protagonists of the story, which 
spans over nine times nine chapters, are | 
and You, and it takes the reader some 40 
chapters before he realises that I and You 


s an eye-witness of the first student 





FAR EASTERN ECONOMIC REVIEW 


are really two manifestations of one person 
who, like an elementary particle in quan- 
tum physics, is able to travel on two routes 
simultaneously. While the I indulges in his 
nostalgic search for the past, the You en- 
gages in more worldly pleasures, only to 
realise, again and again, that a man is no 
match for a woman. 

N. G. D. Malmquist, now retired from his Chair 
in Chinese at Stockholm University, is a member 
of the Swedish Academy and a Fellow at 
the Research Centre for Translation at the 
Chinese University of Hongkong. He is the au- 
thor of many works, including translations of Bei 
Dao's Black-box and Shang Ch'in's The Fro- 
zen Torch. 


French novelist Marguerite Duras. 

The novel observes the progress of a 
love affair between an underage French girl 
and a Chinese man in Saigon. Its mix of 
intensity and dreamlike fluidity comes 
through even in the Chinese translation. 

I also found in it something that Chinese 
life lacks: sensuality. The question I find 
myself asking is not just "why do we 
Chinese not write like that," but ^why do 
we not even love like that?" 

Sometimes when I look at Chinese 
couples I find it hard to imagine them hav- 
ing any feeling for each other stronger than 
responsibility. 

In the novel the love affair is conducted 
in secret, out of fear of social disapproval. 
Now that is something we know all about 
in China. So much of what goes on here 
goes on under the shadow of public con- 
demnation. There are so many rules, not 
just the ones laid down by the party, but 
those bequeathed us by our ancestors. 

Su Anbei works in television in Shanghai. 

| mm 

the Rose sat on my shelf unread be- 
cause there were too many elec- 

tions, and, in my limited time, | preferred 

to read Gabriel Garcia Marquez. Reading 

Eco at last was a delightful and rewarding 

experience. 

It is at once exquisite literature, mystery 
thriller, history and psychology-of-zealotry: 
a book to which you return to savour the 
beauty of words and reflect on how human 
behaviour remains the same when goaded 
by power and dogma. 

Others were simply rereads: Oriana Fal- 
laci’ Interview with History and Barbara 
Ward's Five Ideas That Change the World. 
Haydee Yorac is chairwoman of the Philippine 
Commission on Elections. 


erhaps it comes of living in Peking, 

iJ where the vigorous rhetoric of 

dean-up scarcely  gilds over 

deepening corruption and malaise, but I 

have been attracted this year to novels of 
Asian low-life. 

Shusako Endo's Scandal (Penguin, 1990) 


I was very taken with The Lover by the 


or years, Umberto Eco's The Name of 
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is an elegantly crafted Jekyll-and-Hyde 
story about a Japanese writer of high moral 
tone who discovers an apparent double 
haunting Tokyo’s houses of sadomasochis- 
tic pleasure. Is it frame-up or revelation? 
Endo teases out the conundrum beauti- 
fully. The protagonist's career, built on lofty 
integrity, totters as his imagination is 
stretched to encompass the evil that co- 
exists, in a Manichean relationship, with 
virtue. 

Crystal Boys (Gay Sunshine Press, 1990) 
is Howard Goldblatt’s translation of 
Taiwanese writer Pai Hsien-yung’s cult 
novel of Taipei's gay underworld some 20 
years ago. The book is rich in informative 
detail about yet another Chinese secret so- 
ciety. To judge from the popularity of the 
original Chinese-language version across 
the Strait, the patterns of initiation, ex- 
change, hierarchy and factionalism re- 
vealed in the novel are just as applicable 
today in the mainland, in this as in other 
areas of life. 

More about Peking subculture can be 
savoured in No Man’s Land (Qianwan bie ba 
wo dang ren, circulating in photocopy) by 
Wang Shuo, the capital’s bratpack novelist 
whose popular nihilism has been con- 
demned by the reascendant cultural com- 
missars. With dazzling, dirty wordplay, 
Wang Shuo describes the latest lost gen- 
eration. Is it fantasy, satire, or unpre- 
cedented honesty? Close half an eye and 
Peking’s good Dr Jekyll readily shifts to Mr 
Hyde. 

Meanwhile back in Sydney, distin- 
guished novelist Jessica Anderson has be- 
come the Henry James of inner city sleaze 
in her new novel, Taking Shelter (Viking, 
1989), a dark, sharp comedy of manners 
about contemporary moral accommoda- 
tions. Steadily probing the many reso- 
nances of her title, Anderson depicts a so- 
ciety that is battening down the hatches as 
AIDS and other fears close in. 

Nicholas Jose has recently completed a post- 
ing as Cultural Counsellor at the Australian 
Embassy, Peking. His novels include Paper 
Nautilus (1987) and Avenue of Eternal 
Peace (1989), soon to be filmed for television. 
M Zedong de huanghun xueyue), by 

exiled mainland dissident Hu 
Ping, describes a fantasy love affair be- 
tween the late Chinese communist chair- 
man and his nurse at the end of his life. 
The sentimental depiction is all too credi- 
ble. 

Only after careful scrutiny does one 
realise that the entire argument of the 
book conveys utterly false notions to 
the reader. The author takes Mao — a 
fast and loose player of the game of 
life, as everyone knows — and turns him 
into a benign, courtly and romantic old 
gentleman. 

That a putative leader of the democracy 


ao Zedong’s Sunset Years (Mao 





movement should write like this can only 
lead one to worry deeply about the quality 
of China’s so-called democracy. 

Bo Yang is a Tatwan-based Chinese essayist and 
novelist. 


dward de Bono’s I Am Right You 
Are Wrong, will be appreciated by 
those who are familiar with any of 
his previous 22 titles. The sub-title is From 
this to the New Renaissance — from Rock Logic 
to Water Logic. In lateral thinking parlance 
this is meant to be provocative. Rock is the 
geological stuff. For water logic Asians 
could reach for the Tao Te Ching. 

Borobudur — A Prayer in Stone goes far 
beyond being an elegant coffee table book. 
The essays by three scholars who are 
well known for their studies of Borobudur 
are complemented by a fantastic pre- 
sentation of excellent illustrations per- 
fectly reproduced. This a book to be reread 
repeatedly. 

Al Alletzhausers The House of Nomura 
should be compulsory reading for all those 
concerned with Japanese investment. This 
is the best inside view of Japan's rather 
murky financial world. 

Two lighter books with a Japanese 
orientation are Donald Richie's Different 
People and James Melville's Kimono for a 
Corpse. Richie treats us to immaculate vig- 
nettes of Kawabata, Mifune and Setsuko 
Hara — Japan's "eternal virgin." 

Prof. Ungku A. Aziz is the former Vice-Chancel- 
lor of the University of Malaya. Currently he is 
attached to the university's Institute of Higher 


Learning. 

I brary, mostly in preparation for my 
Sunday sermons. One of the works I 

often refer to is the Summa Theologiae by St 

Thomas Aquinas. Another book I enjoyed 

recently is Mystical Ascent by St John of the 

Cross. 

These books are beautiful because they 
talk about the truths in life. For example, St 
John says: come down first if you want to 
go up, suffer first if you want bliss. 

Reading is not for knowledge, but 
to improve oneself. I read to make myself 
more like Jesus Christ. This is why I do not 
read novels. Novels are jokes and inven- 
tions. 

Jaime Cardinal Sin is Archbishop of Manila. 





read for one hour every day in our li- 


recall as a child being fascinated by 
the Ramayana murals in the Temple 
of the Emerald Buddha. A man in his 
40s probably has no right to expect to be as 
entranced by anything, and yet I felt a little 
reminded of that experience on recently 
coming across Hadji Murat by Leo Tolstoy, 
the tale of a native warrior in Russia's war 
of conquest of the Caucasus. 

What is certain is that a man's own dis- 
covery of how hard it is to attain the serious 
goals he sets for himself in life gives him an 
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added dimension of interest in appreciating 
a created work. To the tale of action, there 
is appended a prologue, and if ever called 
to cite an instance of Tolstoy's greatness, I 
would remember the image of the Tartar- 
thistle invoked to stand for the essence of 
Hadji Murat. 

Sudhisakdi Manibhandu, a Thai business- 
man, is a partner in the Bangkok investment 
banking and venture capital firm Manistee 


Ltd. 
I read. The first is work-oriented; right 
now I am reading The Mind of the 
Strategist by Kenichi Ohmae, an attempt to 
analyse the elements essential to strategic 
thinking. He writes well, and uses plenty of 
examples. A lot of it is analysing Japanese 
success, but he puts it in ways that a West- 
ern mind can fathom. It is actually not that 
deep, but I can use it as a stimulus for my 
own ideas. 

When I go home I am too tired, so I read 
a lot of junk novels. Polar Star by Martin 
Cruz Smith is not actually trash, it's a good 
entertainment novel in the style of his 
Gorky Park, from which the story follows. It 
has lots of turns and twists, very descrip- 
tive. Before glasnost you usually could not 
think of Russians as human; in this novel 
you can see them as people . . . but they are 
all sort of social dregs. They lead mundane 
lives and you see their hopes and aspira- 
tions. It is the little snippets which make it 
interesting. 

The one non-trashy book I've read is 
Paul Scott's The Raj Quartet. It gives you a 
good feel of the British attitude towards 
India in the period when they were already 
losing control and interest. 

Tira Wannamethee is with BZW Securities in 
Thailand. 


ac Kibben's End of Nature has the 

MI frightening ring of truth about its 

description of global warming. 

The issue is supra-national, far beyond the 

power of any one sovereign state to control. 

It is pointless for Indonesia, for instance, to 

struggle to preserve its tropical forests if 

Brazil and Africa persist in decimating 
theirs. 

I am rounding out my year's reading 
with Turbulent Times Past in Ternate and Ti- 
dore, Willard A. Hanna and Des Alwi's 
freshly released account of the historical 
kingdoms in the Moluccas whose power 
extended as far as the Philippines in the 
16th century. The Moluccas were the seed- 
bed of colonialism, the first arena of direct 
confrontation between our native Spice Is- 
lands cultures and those of Europe. 
Mochtar Lubis is a writer, painter, publisher 
and critic, and from Medan. He is author of 
Twilight in Jakarta and Indonesia, Land 
Under the Rainbow. He is currently working 
on a series of historical novels about de eina 
Indonesia. 


've three categories of books that I 
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Traveller’s Tales 


ontradictions lie round about this 
Christmas, deep and crisp and un- 
.  ,even. It’s the first Yuletide I've 
| WA spent in the tropics (Hongkong at 
f iat has a chilly couple of months which 
| passes for winter) but the shop windows 
| are full of simulated snow and Santa's 
` sleigh soars over forests of silhouetted palm 
| trees. Electronic choirboys sing of silent 
| nights in Middle Eastern deserts where 
| tanks are warming up and missiles tested, 
and of peace and goodwill to all men, ex- 
cept of course to Saddam Hussein. 





That antithesis of a post-Cold War warrior, 
George Bush, is determinedly girding up 
his gentlemanly loins for battle. Iraq's in- 
transigence has concentrated his mind 
wonderfully and he waffles no more abut 
defending the American Way of Life (cheap 
and plentiful oil), but zeroes in on the 
necessity of Iraq's withdrawal from Kuwait 
and the restoration of that country's “right- 
ful' government, unrepresentative and 
feudal though it may be. Nevertheless, 
Bush seems puzzled that so far a tribal de- 
spot has not bowed to military pressure; 
somehow, Bush said the other day, Sad- 
dàm Hussein "for some odd reason" has 
failed to get the message. Few despots 
have, short of death or defeat. 

Bush is not so much waffling as reflect- 
ing the unbridgeable contradiction, the 
schizophrenia inherent in the role of world 
policeman, a part which the US, with a 
supporting cast of Allies, is now enacting in 
the Gulf in what must be, ladies and gent- 
lemen, positively the last US performance 
in that role on any stage. See this Hamlet 
among world statesmen blackmail the tyr- 
ant king into confessing his crime and re- 
penting, while conducting self-questioning 
monologues right up to the final scene in 


which the stage is littered with bodies. 
T'were well it were done quickly — if in- 


deed it will be done when tis done. 


. The basic dichotomy is between the US as a 
superpower persuing its own national self- 
| interests and the blessed curse of the 
|. American character, the capacity for idealis- 
| tic optimism in its concern for human rights 
-and democracy. The superpowers of the 
.past — the Mongols, the Romans, the 
Chinese, the French, the British — played 
their roles with cynical selfishness. Her 
Britannic Majesty's government, said one 
ict rian aroman has neither p 
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rationalise empire and economic hege- 
mony. 

At the height of US post-World War II 
power the contradiction was less apparent: 
former enemies were there to be converted 
and former Allies to be revived by Marshal 
Aid and other generous schemes, while the 
challenge to the Sino-Soviet Evil Empire de- 
manded Realpolitik (and even that confron- 
tation was seen in terms of a crusade). But 
the black-and-white world too often dissol- 
ved into bloody greys in the mud of Korea 
and Vietnam. And just as Churchill had 
been willing to dine with the Devil (Stalin) 
in order to defeat Hitler, so Washington 
danced with corrupt dictators, from Chiang 
Kai-shek to Park Chung Hee and from Ngo 
Dinh Diem to Ferdinand Marcos, all in fair 
democracy's name. 

Policing the world is a complicated busi- 
ness when ideals and not Realpolitik are 
in command. Why liberate Kuwait but not 
Tibet? Of which, more later. 

The dichotomy was institutionalised. 
US relations with other countries were con- 
ducted by the White House, the State De- 
partment, the National Security Adviser, 
the CIA and the Pentagon, often speaking 
with different voices and persuing con- 
tradictory ends. Now the communist world 
has collapsed into incredibility, any under- 
lying ideological unity in US policy has 
flown out of the window — unless a new 
crusade against Islam is on the horizon. 
Equally, Washington should find in easier 
to pick and choose its friends from a better 
class of nations; it will no longer be neces- 
sary to consort with thieves in order to de- 
feat the Great Satan. 


All of which makes the outburst by James 
Lilley, the US ambassador to Peking, all the 
more contemptible and inexplicable. In 
Seattle he yelled at a bunch of students de- 
monstrating against the relaxation of sanc- 
tions aganist China, and called a Tibetan a 
coward for not fighting injustice in Tibet it- 
self. The only explanation is that Lilley has 
spent so many years studying Chinese and 
living and working in Chinese societies, 
that he has adopted the mores of the 
Chinese universe, in which it is unforgive- 
able for a Chinese to criticise his own coun- 
try to foreigners, especially in another 
country. 

In has happened before, and is the 
cause of pro-Chinese groups of experts in 
other institutions (Arabists often suffer 
from the same syndrome). China has evi- 
dently worked its charms on Bush too, and 
he has paid much too high a price for 
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China's agreement not to veto the 15 
ary UN ultimatum to Iraq. 


Free of the constraints of the Cold 1 
US can drop cynical Rez 
with those unworthy o 
can confine its friendshir 
do respect human rights, 
of the demonstrators ani 
rewards to Peking, which boast 
tinuing determination to punish thos 
oppose its tyranny, has sent the 
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ECONOMIES 


Four-year upswing in Asia’s powerhouse could end abruptly 





By Anthony Rowley in Tokyo 


nlike the country’s financial mar- 

kets which are well into a post- 

crash hangover, the Japanese 

economy is still revelling in one of 
its longest post-war expansions. Just lately 
however, more sober forecasters have 
begun to leave the party and some suggest 
that it may be nearly over. 

Japan’s economic growth is likely to be 
5% in fiscal 1990 ending next 31 March, 
equal to the rate for the previous three fiscal 
years. But initial optimism that real growth 
for fiscal 1991 would still be above 4% has 
given way to fears in some influential quar- 
ters that it could slip below 3%. 

The implications are sobering for East 
Asia and Asean, especially as the US will be 
in recesssion for at least part of the 
time and OECD growth will average 
only 1.6%. Although the US econ- 
omy continues to exert much 
greater leverage on Asian 
economies than does Japan's, 
Asia’s dependence upon Japan for 
recession-sensitive manufactured 
e is set to rise sharply in the 


"he growth of overall Japanese 
imports will slow from 6.9% in 
fiscal 1990 to 4.9% in fiscal 1991, 
according to the private Japan 
Centre for Economic Research. De- 
spite a projected slump in export 
growth from 5.4% this year to 
1.4% next year, the import fall 
could raise the nation's current- 
account surplus from an expected 
US$32 bilion in fiscal 1990 to 
nearer US$50 billion. The in- 
stitute cited a sharper than 
generally expected slowdown in 
Japan’s external sector as a major 
factor in its forecast that GNP will 
grow by only 2.9% in fiscal 1991. 

The Economic Planning Agency (EPA) 
on 20 December published what is re- 
garded as an annual benchmark forecast 
that real growth in fiscal 1991 would slip to 
3.8% compared with 5.2% in fiscal 1990. In 
nominal terms, the rate is projected to fall 
to 5.5% from 7.2%. Real GNP value is pro- 
jected to rise to ¥459.6 trillion. 

Conflicting projections reflect differ- 
ent perceptions of the ability of Japanese 
domestic demand and capital investment to 
weather this year’s 40% collapse in stock 


prices allied to a slippage in land prices, 
sharply higher interest rates and a much 
less lax environment for bank lending and 
general credit creation. 

Whether Japan’s economy can continue 
to achieve growth rates in fiscal 1991 and 
beyond depends upon the evolution of 
domestic demand and investment even 
more than on the outcome of the Gulf 

Sanwa Research Institute is projecting 
3.5% real growth in fiscal 1991 on the as- 
sumption that oil prices will average US$23 
a barrel next year. Even if the price shot up 
to an average US$55 a barrel, growth 
would still come out at 2-3% in fiscal 1991, 
according to the institute’s chief economist, 
Takuzo Yamada. 

Private consumption accounts for nearly 


Main components of Japan’s GNP 
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60% of total GNP in Japan — a ratio ap- 

proaching that in the US — while private- 

sector capital expenditure by Japanese busi- 

ness accounts for a further 20%, greater 

nowadays than the contribution from ex- 
rts. 

If either or both of these sectors falter, 
the now 49-month-old heisei boom could 
well be aborted before next autumn when it 
is set to exceed the record post-war izanagi 
economic expansion of the late 1960s. The 
end of a boom is signalled not by GNP 
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Japan's waning boom 


growth but by whether more than 50% of 
leading economic indicators fall for more 
than three consecutive months. 

While Japanese economists are bearish 
about the prospects for exports and for new 
housing starts in fiscal 1991, they remain 
bullish about domestic demand. They 
shrug off the impact of the so-called 
"wealth effect" of stock-price falls and gen- 
erally adhere to the view of Sanwa's Ya- 
mada that land prices will decline nation- 
wide by little more than 10% in fiscal 
1991. 

Both Sanwa and the EPA say they are 
confident that private consumption will 
continue to grow by a robust 4% in fiscal 
1991. Nomura Research Institute predicts a 
3.8% growth in domestic demand, which 
when set against a projected 0.4% decline 
in imports produces an overall 
growth forecast for fiscal 1991 of 
3.4%. 

EPA deputy director-general At- 
sushi Yoshikawa told the REVIEW 
that the slippage in demand, retail 
sales especially, during the final 
quarter of calendar 1990 reflected 
nothing more than seasonal fac- 
tors, including the weather. 

Numerous statistical indicators 
appear to tell a different story. Ac- 
cording to the Japan Automobile 
Dealers’ Association, sales of cars, 
trucks and buses in the coming 
year will fall short of 1990's esti- 
mated 5.96 million vehicles — the 
first annual fall since 1981. 

US broking house Merrill 
Lynch, in common with various 
non-Japanese analysts, is gen- 
erally more pessimistic on the 
country’s economic prospects 
than domestic analysts. It sug- 
gests that the wealth effect of 
falling stock and land prices is 
one factor behind the already 
apparent decline in vehicle sales. 

Pushed to justify their relative optimism 
over consumer spending, Japanese analysts 
admit that rising inflation and increasing 
public uncertainty over economic growth 
prospects for Japan and the world in 1991 
could have a dampening effect on retail 
sales. 

Inflation forecasts from the EPA suggest 
a slackening of price pressures in fiscal 
1991, though Merrill Lynch talks of a wor- 
risome rate of underlying increases in 
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-oil prices — which lag spot prices by three 

to four months — yet to show through in 
. “Higher prices, lower wage growth, 
` slower employment growth, increased sav- 
ings due to darkened sentiment, wealth 
. losses on stocks and urban land and con- 
cern about the long-term outlook for land 
prices will all contribute to slower con- 
th in the coming year,” says 


_ The outlook for private-sector capital ex- 
_-penditure is another area of major uncer- 
~ tainty. Sanwa concedes that spending on 
new plant and equipment by Japanese 
.. firms, which has expanded by an annual 
13-15% on average over the past three years 
: will slow in fiscal 1991 to "single digits.” 
_. The EPA puts the likely expansion at 
<= around 6% in 1991 , based upon what it 
- Says is the high liquidity among large Ja- 
. panese corporations, even if smaller com- 
panies are now being squeezed by the rela- 
tively high cost and limited availability of 
bank credit. Sanwa suggests that Japanese 
industry will continue to invest heavily in 
anticipation of national economic 
rates returning to 4%-plus in 1993-94. 


























ome analysts disagree. The capital 
stock of industry has risen sharply 
over the past three years on the 
back of cheap debt and equity 
financing in Japan and buoyant overseas 
markets, especially in the US. Broker UBS 
Phillips & Drew points out that Japan 
now relies on the US for 31% of its total 
exports against 26% in fiscal 1982, despite 
heavy direct investment in US manufactur- 





A much higher cost of capital in Japan 
allied with a less buoyant outlook for world 
trade growth could lead to a sharper down- 
ward revision in Japanese capital invest- 
ment than is generally predicted, according 
to reponses given by 55 major corporations 
surveyed by the Nihon Keizai Shimbun news- 

aper. 

i Bank of Japan (BOJ) business sentiment 
indices have fallen sharply since the end of 
1989, while bankruptcies among small to 
medium-sized companies have turned up 
again in recent months after a protracted 
decline. This extends beyond the troubled 
realestate sector, to the services sector 
especially. Japanese companies defaulting 

. on loans shot up by 35% in November over 

_ the same period a year earlier. — 

< Monetary policy and the course of Ja- 

.panese interest rates will be a factor in- 

. fluencing capital spending next year. A re- 

. duction in Japan's broadly based money 

supply growth rate to 10% in November, 

compared with an annual rate of 11.895 a 
ar earlier, is thought unlikely to bring 

any change in the BO/'s tight money 

decline in commercial bank loans, itself a 
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- wholesale prices with the impact of landed 


VIETNAM COMMODITIES 


Rats in the granary 


A Vietnamese Government crackdown 
on corruption has unearthed widespread 
fraud in the state's grain reserve body. 
The emergency food stockpile has been 
severely depleted, contributing to rapidly 
rising rice prices in recent months. 

Lai Van Cu, the newly appointed 
head of the National Reserve Depart- 
ment, which is responsible for storing 
rice for distribution during times of 
natural disaster or war, told the national 
assembly in early December that his de- 
partment faced a deficit of nearly 
184,000 tonnes of rice. The exact size of 
Vietnam's targeted grain reserve is be- 
lieved to total about 400,000 tonnes. 

Cu said 90 national and provincial re- 
serve officials had been punished in a 
clean-up campaign scheduled to end in 
January. Cu's predecessor and two de- 
puties were dismissed in early October 
for causing "great losses in socialist 
property," Nhan Dan, the party daily 
said. 


Many of the dismissed officials lost 
large amounts of government funds 
when they deposited money in private 
credit cooperatives which was intended 
for buying grain for the reserve. Hun- 
dreds of these cooperatives, which oper- 
ated like pyramid shemes offering in- 
terest rates of up to 15% a month, col- 
lapsed earlier this year. 

In a case involving the reserve office 
in the northern province of Hai Hung, 
officials had charged the state for two 


bearish indicator for the Japanese economy. 

BOJ governor Yasushi Mieno believes 
that asset inflation has yet to be squeezed 
fully out of the system, especially in land 
prices. It is thought unlikely that the official 
discount rate will decline until the end of 
the first quarter of calendar 1991 at the ear- 
liest. 

Dedining corporate profitability in Japan 
is another factor which could dampen cap- 
ital expenditures. Nomura has recently re- 
vised its 1990 forecast of a 0.4% decline in 
the composite recurring profits of 400 com- 
panies to a decline of 1.1%. This includes 
utilities and the financial sector, which have 
been "hard hit by higher interest rates and 
crude oil prices." 

Against a background of uncertain pros- 
pects for private domestic consumption 
and investment, the role of the public sec- 
tor is likely to loom larger in fiscal 1991. 
Tokyo is committed under the Structural 
Impediments Initiative with the US to 
spending Y430 trillion (US$3.3 trillion) on 
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rice purchases totalling 2,600 tonnes; 
when government investigators a 
to check the shipments they found 
350 tonnes of old rice, which was “only. 
good for feeding animals," the p 
than 50,000 tonnes in arrears. 
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public works over the next 10 vears, 
pared with ¥263 trillion between 198 
This should provide much-needed in 
structure improvements, but its role 
economic pump priming will remain lin 
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DEVELOPMENT 1 


When the leaders of Asean meet in Singapore in 1991, they 
should pay close attention to what is happening in the heart of 
their region and consider how it could be applied elsewhere in 
Southeast Asia. The development to be noted is the emergence 
of what have become known as economic-growth “triangles,” 
of which the best known is that linking Singapore to the Malay- 
sian state of Johor and to Indonesia's Riau Islands. 

This triangle is important for Asean because it illustrates an 
obvious point: small plans are much more likely to succeed than 
big ones. Pipe dreams to integrate the economies of all six mem- 
bers of the grouping — Indonesia, the Philippines, Thailand, 
Malaysia, Singapore and Brunei — are doomed to failure be- 
cause they are too ambitious. Intra-Asean exports accounted for 
only 18% of the grouping’s worldwide exports of US$120 billion 
in 1989, compared with 21% six years earlier. 

It is far better, then, to concentrate on speeding up sub-re- 
gional economic cooperation. Three factors are required to es- 
tablish an economic-growth triangle: first, a highly developed 


area plentiful in both land and labour; third, the political will to 
reduce the visible and invisible barriers separating city from hin- 
terland. All three are present in the Singapore-centred triangle. 
Indeed, Singapore could act as a catalyst for one centred on 
Penang, channelling capital and skills there. 

The Penang triangle has the first two factors, but the third 
element is only partly present. Malaysian Prime Minster Datuk 
Seri Mahathir Mohamad wants to help Penang’s industry spill 
on to the Malaysian mainland, but international borders are 
more difficult to cross. 

The next Asean summit should be used to gain the support 
of the Malaysian, Indonesian and Thai heads of government for 
the development of a special development zone encompassing 
Penang; Medan, the capital of North Sumatra; and Phuket Is- 
land. This will require money to be spent on improving com- 
munications between the three places, changes to regulations to 
speed up the movement of goods and capital among them, 


and, above all, a political commitment to nurturing their har- 


city that has run out of land and labour; second, a surrounding 


monious economic development. 


m Nigel Holloway 


Singapore appeals to neighbours’ enlightened self-interest 


Search for a hinterland 


By Michael Vatikiotis 


ingapore is becoming increasingly 
concerned that its economy is near- 
ing saturation point and is busy ce- 
menting agreements that will make 
it the focus of an economic trade area 
straddling the Strait of Malacca. The so-call- 
ed growth triangle encompasses Malaysia’s 
Johor state, Singapore and Indonesia’s Riau 
Islands. 

Since the mid-1980s, Singapore has reg- 
istered annual GDP growth between 9- 
11%. But its competitive edge is being 
blunted by the rising cost of land and la- 
bour. Economists expect GDP growth to slip 
to 7.7% in 1990, compared with 9.2% in 
1989. They predict the economy will ex- 
pand by only 5% in this year. Along with 
these gloomy forecasts, there are fears that 
foreign and Singaporean businesses may 
start looking for opportunities further 
afield. 

Singapore has been coy about its in- 
terests, but the hand of the government is 
always firmly on the economic tiller. Eco- 
nomic integration with neighbouring areas 
under the umbrella of mutually beneficial 
bilateral agreements is one way of ensuring 
high-productivity businesses remain Singa- 
pore-based. 

“Singapore’s pursuit of the growth- 
triangle concept is not born of altruism 
but an enlightened self-interest which also 
benefits its closest neighbours,” Lee Kim 
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Chew, foreign editor of the Straits Times, 
wrote in September 1990. Stripped of the 
diplomatic veneer, Singapore’s chief aim is 
the development of a greater degree of in- 
terdependence with its neighbours, which 
apart from the economic benefits this will 
generate, is calculated to reduce any threats 
to its security from those states. But this 
idea will work only if Indonesia and 
Malaysia benefit as well. 

The city-state’s need for water and land 
is also important. Under an agreement 


On other pages 


Johor plays the angles: 36. Back 
to the future: 36. Looking to the 
north: 38. 


signed in 1962 with Malaysia, it buys 546 
million litres of water from Johor a day. An 
agreement signed on 24 November 1990 
entitles Singapore to increase water pur- 
chases from Johor, but it will have to pay 
5$201.9 million (US$118 million) for land on 
which to build a dam. 

An economic-cooperation agreement 
reached on 28 August between Singapore 
and Indonesia on the Riau archipelago also 
contains provisions for the supply of water 
to Singapore from Sumatra. Water is not 
the only resource Singapore lacks. To pre- 
pare for the day when the island republic 
shuts down its quarries, granite suppliers 
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are buying real estate on an Indonesian is- 
land 30 km west of Batam Island. 

According to Singapore’s trade and in- 
dustry minister, B. G. Lee Hsien Loong, 
the growth-triangle region has “a unique 
mix of resources and infrastructure, 
labour and skills. The area has the potential 
for rapid growth and development, based 
on both indigenous and foreign invest- 
ments.” 

The aim is to lure multinational com- 
panies seeking the right mix of cheap la- 
bour, skilled professionals and efficient in- 
frastructure to an economic zone provided 
by all three. Singapore can provide highly 
developed telecommunications links and 
management expertise. Batam and Johor 
can offer abundant land and cheap labour. 
Together, they can produce the kind of 
business environment no longer available 
solely in Asia’s newly industrialised coun- 
tries. 

Outside Singapore, however, not every- 
body is convinced of the concept’s broader 
significance. Malaysian and Indonesian 
perceptions are different. The latter is re- 
ceiving money and expertise to develop a 
region it cannot nurture itself. Johor, by 
contrast, has boomed without much official 
assistance from Singapore. 

“Why should specific growth areas or 
axes affect Asean as a unit?” asks a Kuala 
Lumpur-based analyst. Trading and other 
economic relationships, he says, have al- 
ways been been conducted by each Asean 
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member according to its own interests. 

Indonesia, too, has tended to see the 
growth triangle from a local rather than an 
Asean perspective. Singaporean diplomats 
in Indonesia say they are surprised there 
has not been more questioning of the 
growth-triangle idea from the usually vocal 
nationalist camp. 

Instead, some Indonesian officials have 
reacted with a touch of disdain. “We con- 
sider Singapore a younger brother,” Popu- 
lation and Environment Minister Emil 
Salim says. “Singapore is not a country to 
be afraid of. We expect to compete with 
them eventually, so why not use the 
growth triangle as a stepping stone to fur- 
ther growth in the meantime?” 

The Riau Islands were originally con- 
ceived by the Indonesian Gov- 
ernment as a free-trade zone in 
competition with Singapore. 
Batam was placed under a spe- 
cial authority headed by In- 
donesian Minister of Technol- 
ogy B. J. Habibie in 1978. 
“When Batam was first pro- 
posed, it was going to trade 
Singapore off the map,” a dip- 
lomat in Jakarta says. 

Singapore politely ascribes 
Batam’s recent growth to the 
easing of Indonesia’s foreign- 
investment regulations. But a 
hefty diplomatic push from 
Singapore persuaded Jakarta 
to allow 100%-foreign owner- 
ship of enterprises on the is- 
land. 

By October 1990, 28 multi- 
national corporations had 
signed confirmation letters to 
set up operations at the 
newly created Batam Industrial 
Park, a joint venture be- 
tween Indonesian-owned PT 
Batamindo Investment Corp. 
and Singaporean-owned Bata- 
mindo Management Pte. 
Singapore is the leading for- 
eign investor on Batam, with 
US$120 million worth of in- 
vestments. 

Whatever reservations the 
Malaysian Government may 
have about linking Johor’s economy with 
Singapore, the state government is steam- 
ing ahead with new joint initiatives. At a re- 
cent meeting in Singapore, Johor's chief 
minister, Tan Sri Muhyiddin Yassin, spoke 
of projects that were going ahead or being 
considered. Among them are a planned 
5$755 million bridge to act as a second land 
link, a possible extension of the Singapore's 
underground-railway system to the main- 
land and a training institute in Johor man- 
ned by Singaporean staff. 

The pace of Singaporean investment in 
Johor, however, is still likely to become a 
tricky political issue for the state govern- 
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ment, analysts say. Inflated land prices and 
the rising costs of living stimulated by Sin- 
gaporean investment are possible causes of 
local friction. 

In Indonesia, there are fewer doubts 
about Singapore's motives and more criti- 
cism of the powerful domestic interests that 
stand to gain from economic cooperation 
with Singapore in the Riau archipelago. In- 
vestors in Batam's planned industrial es- 
tates include business groups close to Presi- 
dent Suharto, chiefly Liem Sioe Long's 
Salim Group, and companies controlled by 
Suharto's family. 

To some observers, a more objective 
tendering of projects on the Indonesian 
side is important enough to consider giving 
Singapore's Economic Development Board 


Where four countries meet 


Sen, 
dr ` 


the power to award contracts in the ar- 
chipelago. “Singapore is more likely to di- 
versify the range of partners,” a business- 
man in Singapore says. But Singaporean 
diplomats dismiss the idea since it would 
effectively mean Singapore leasing Indone- 
sian territory. 

There is also mounting concern in In- 
donesia about the impact on land prices in 
the Riau Islands. Land prices on Bintan Is- 
land have increased to about Rps 40 million 
(US$21,000) per ha from Rps 1 million per 
ha since the signing of the Singapore-Riau 
economic-cooperation agreement. Legis- 
lators have expressed worries about the fair 


FAR EASTERN ECONOMIC REVIEW 










MALAYSIA 


purchase of land and the possibility that de- 
velopment plans decided by the local gov- 
ernment would be ignored. 

The development of Batam has not met 
the wholehearted approval of Singapo- 
reans, either, and some companies in the 
republic have expressed reservations be- 
cause of the bureaucratic difficulties they 
face transferring goods and personnel. To 
help ease the problem, new clearance pro- 
cedures have been introduced at Batam, 
such as a four-hour documentation service 
for customs clearance. 

Singaporean executives working at 
Batam Industrial Park have also been is- 
sued with electronic “smart cards” that con- 
tain passport and customs details. The 
plastic cards allow Singaporeans to pass 
through without stopping at 
Immigration and Customs 
counters. 

Singaporeans were disap- 
pointed when they were un- 
able to obtain full title to land 
on Batam. But under Indone- 
sian law, land can only be 
owned by foreigners through 
local partners. Legal consul- 
tants in Jakarta say the lack of 
clarity about land issues is a 
major headache for investors. 

“There is no clear delinea- 
tion between the Batam Indus- 
trial Development authority 
and the National Land Agency 
over who grants land titles and 
what kind of title they grant,” 
a Jakarta-based lawyer says. 
“We are warning serious in- 
vestors that the official paper- 
work may not match what 
they are actually getting.” 

Joint consultative bodies in- 
volving both Indonesian and 
Singaporean governments 
hope to overcome these prob- 
lems. On Batam, a joint com- 
mittee already exists, headed 
by economic ministers from 
both countries. A second com- 
mittee is planned for Bintan, 
a neighbouring island where 

s. an industrial park is plan- 
ned. 

The speed with which these develop- 
ments have occurred almost defies belief in 
Singapore's claim to be allowing Indonesia 
to set the pace of economic integration. As 
a Kuala Lumpur analyst puts it: “There is 
no triangle as such, rather a growth area fo- 
cused on Singapore. This is a project with 
specific Singapore objectives." 

Some observers also point out that links 
between the Riau Islands and Johor are 
virtually non-existent and are not being 
promoted. "Singapore will be the com- 
mand centre," a military official in Jakarta 
says. "This may raise constitutional issues 
for us in the future." Li 
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DEVELOPMENT 2 


Johor plays the angles 


Johor, as the third side of the proposed 
growth triangle with Singapore and In- 
donesia's Riau Islands, has distinct ambi- 
tions for its economic development, some 
of which unsettle federal leaders in Kuala 
Lumpur. In the next 10 years, it is aiming 
to overtake Penang and Selangor as the 
most industrialised state in Malaysia. 

To meet this goal, Johor must speed up 
its metamorphosis from a commodities- 
based economy to an industrialised one. 
In a state plan drawn up by the Malaysian 
Institute of Economic Research, it is pre- 
dicted that new industrial projects will 
create an extra 276,000 jobs by the year 
2005. The state's economy is expected to 
expand 876 a year in the next 15 years, 
with its GDP forecast to nearly double by 
the end of the period. 

The plan, which state officials say will 
cost billions of dollars, calls for infrastruc- 


DEVELOPMENT 3 


ture improvements as well as the con- 
struction of hotels, shopping malls and 
upscale housing. A critical ingredient is 
the idea of transforming the state capital 
of Johor Baru into Malaysia's second- 
largest city. 

Economic links with Singapore and the 
Riau archipelago would enhance the plan, 
and Johor state officials say p 
have never been better for their develop- 
ment. Moreover, the earnestness of dis- 
cussions on this score also indicates the 
plan has a better chance of succeeding 
than countless other development pipe 
dreams in recent years. 

Prime Minister Datuk Seri Mahathir 
Mohamad said in July that he is agreeable 
to having the growth-triangle concept be- 
come part of Johor's development, and he 
discussed the strategy with President 
Suharto during a recent trip to Indonesia. 


Medan business needs to look east 


Back to the future 


growth area straddling Malaysia's 

Johor state and Indonesia's Riau Is- 
lands has generated interest in the forma- 
tion of another growth area linking south- 
ern Thailand, Penang and northern Suma- 
tra. But in the North Sumatra capital of 
Medan, interest in the idea is hard to 
find. 

Medan's historical trading ties with Sin- 
gapore and Malaysia would suggest this 
bustling city of 1.8 million people should 
have a keen interest in participating in 
any new regional-growth strategy. But the 
city's direct access to overseas markets 
has weakened long-es- 
tablished economic ties 


- ingapores push for an economic 


across the Strait of 
Malacca and somewhat 
inali its impor- 


tance to the Malaysian 
insula 


Nonetheless, | some 
Medan businessmen be- 
lieve that a variation of 
the growth-triangle con- 
cept could be focused on 
North Sumatra. Imron 
Nasution, chairman of 
the Medan Chamber of 


| 


Commerce, points out that if Thailand ever 
went ahead with plans to develop an eco- 
nomic corridor across the Kra isthmus, 
Medan's access to worldwide markets 
would be enhanced significantly. Also, a 
more efficient ferry service to Penang, a 
joint venture between Malaysia's PIL line 
and Indonesia's state-owned Pelni, will 
start service soon and could help revive 
trade links with Malaysia's west coast and 
Thailand. 

In many respects, the North Sumatra 
hinterland is the historical model for what 
Singapore is trying to do in Johor and 
the Riau archipelago. Singapore was the 


Southeast Asia’s traders go separate ways 
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Foreign Ministry officials met state officials 
in Johor Baru in August to discuss a 
framework for the economic alliance, and 
a committee was formed at the national 
level to study the issue. 

Johor officials are taking pains to 
minimise the potential frictions as the vast 
triangular alliance unfolds, but areas of 
contention exist. Analysts say the recent 
decision by Bank Negara, the central 
bank, to abolish domestic borrowing by 
foreigners to finance local property acquis- 
itions was partly aimed at curbing Sin- 
gaporean speculation in Johor. 

The picture is complicated by Johor's 
close relationship with Singapore. Johor 
has always served as an economic base for 
Singapore, contributing water and raw 
materials for the island’s economic re- 
surgence. Further, Singapore dominates 
the state’s investment front, accounting for 
40% of the 127 projects approved in the 
first eight months of this year. The Sin- 
gaporean equity in such projects is valued 
at M$178.4 million (US$66.6 million). 

Members of Johor's royal house and a 
string of chief ministers have nursed inti- 


marketing centre for the bulk of North 
Sumatra's primary commodities until the 
1970s. Low-grade rubber from the province 
was processed in Singapore and re-ex- 
ported, tying the two economies closely 
together. The province was also the pri- 
mary source of fresh fruit and vegetables 
Singapore. 

These close ties first suffered during the 
period of confrontation between Malaysia 
and Indonesia in the early 1960s. Sub- 
sequently, the Indonesian Government 
encouraged producers of primary commo- 
dities to seek direct access to the world 
market. 

In the 1970s, Indonesia banned the ex- 
port of semi-processed rubber. Because of 
this, says Hassan Zakaria, chairman of 
Medan's Rubber Producers Association, 
"links with Singapore declined." Today, al- 
most all North Sumatra's 40,000-tonne rub- 
ber production is exported. 

From the 1980s, traditional links be- 
tween Medan's ethnic-Chinese business 
community and both 
Singapore and Penang 
also began to change. 
Growth in the Indone- 
sian economy attracted 
successful Jakarta-based 
business groups to 
Medan. "Jakarta interests 
started muscling in on 
Medan so the local 
Chinese in Medan de- 
cided to invest in 
Jakarta," a Medan-based 
diplomat says. 

Perhaps the most suc- 
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mate business and social ties with Sin- 
gapore. This has helped to shield the state 
from the ethnic tensions that periodically 
mar Malaysia's relations with Singapore. 

Moderate progress has been made in 
recent years on simplifying entry and cus- 
toms procedures between Johor and Sin- 
gapore to expedite the flow of cash and 
visitors streaming in from Singapore. Sin- 
gaporeans are exempt from the basic visa- 
and-customs procedures that apply to 
other foreigners. In the first eight months 
of this year, the number of visitors from 
Singapore jumped 47% from a year earlier 
to 7.6 million. 

Johor's penchant for unilateral initia- 
tives does not always go down well in 
Kuala Lumpur. Federal officials privately 
voice fears that uncontrolled selling of 
land to Chinese Singaporeans by 
bumiputra Malaysians could lead to an 
ethnic imbalance in the state. They are 
also concerned that Singapore’s growing 
importance to Johors economy could 
cause the state to look towards the island 
republic and not Kuala Lumpur for eco- 
nomic leadership. 





cessful of these local businessmen today is 
Sukanto Tanoto, whose Raja Garuda Mas 
group now manages more and more of its 
US$300 million turnover from Jakarta. “A 
lot of trading used to go through Singapore 
and Penang,” Sukanto says, “but the trend 
has declined because Medan has its own 
container port and Indonesia’s domestic 
economic growth has picked up a lot since 
the mid-1980s." 

Ties with Singapore have also suffered 
from difficulties in meeting the demands of 
the city-state’s market. “Medan people are 
very aggressive,” a Singaporean official 
says, “and they are unwilling to submit 
to our quality-control standards.” Other 
difficulties include a shortage of cold stor- 
age facilities and a poor understanding 
of efficient export procedures by local pro- 
ducers. 


pore’s declining intermediary role in 

the economy of North Sumatra and 
other nearby primary commodity-produc- 
ing areas in the past 15 years may explain 
why it is trying to gain a foothold in the 
Riau archipelago. Not all of them believe 
the move will benefit Medan. 

Batam Island’s popularity as a tourist 
destination from Singapore has already re- 
legated Medan to fourth place as a tourist 
gateway in Indonesia. And pork farming, 
flower cultivation and vegetable ventures 
throughout the islands are also likely to be 
better-placed to serve Singapore than those 
in North Sumatra, according to business- 
men. 

Already, some shrimp-farming com- 


S ome businessmen believe Singa- 
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Johor, meanwhile, is taking pains to 
ensure that its interests are not shunted 
aside. Earlier this year, it rejected a M$1 
billion plan by United Engineers Malaysia 
to build the second causeway to Singa- 
pore that would have awarded the com- 
pany and its partners full development 
rights. Although a modified proposal was 
latter accepted by state officials, the 
episode showed what one federal official 
calls Johor's insistence “that the state lin- 
kage be there.” 

State officials are also soft-pedalling no- 
tions that projects such as the second 
causeway will change the state’s ethnic 
balance. “Most of the people who sell 
their land choose to stay in Johor,” an of- 
ficial says. 

But state officials are worried about 
some of the effects of investment and 
tourism from Singapore. Prices for a hec- 
tare of farm land near Johor Baru have 
soared more than 400% in the past two 
years to M$32,000. They are also alarmed 
by the sharp rise in consumer prices 
sparked by the flood of tourists from Sin- 





gapore. 


B Doug Tsuruoka 





panies have moved to the archipelago from | 














the Medan area to take advantage of | 


streamlined export procedures in getting 
their product to Singapore. “If the triangle 
concept develops, Medan will definitely 
lose ground,” Sukanto says. 


Some analysts, however, believe North | 


Sumatra could be in a position to benefit 
from the spillover from the growth triangle, 
which would help reduce the growing de- 
pendency on Jakarta. A large part of the 
workforce in the Riau Islands will be im- 
ported from North Sumatra. Even if the 


bulk of the labour force eventually comes | 
from overpopulated Java, the Medan busi- | 


ness community regards itself as in an ex- 


cellent position to benefit from oppor- | 
in better-paid service-sector | 


tunities 
jobs and small and medium-sized bus- 
inesses. 





A frequently heard criticism of develop- | 
ment in the Riau Islands is that land prices | 


are artificially high and state control far 
too rigorous to be attractive to Medan’s 
independent-minded business community. 
“There is still so much land and opportu- 


nity in Medan,” says Mochtar Yakoob, an | 
businessman in Medan. “Why should we | 


pay more and move to Batam? All this de- 


velopment in Batam seems to be for Singa- 


pore’s benefit.” 

“Medan is a potential gateway for the 
whole of Sumatra,” Sukanto says. Despite 
all the attention being paid to the growth 
triangle, many Medan residents believe 


that with sensible planning and continued | 


investment, the city is a logical place for a 
regional economic boom. 
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“Look after this 
planet, it’s the only 
one we have? 


A personal message 
from HRH The Duke of Edinburgh. 
WWE International President. 


Acid rain. The pollution of 
soils, lakes and rivers. The 
imminent extinction of species. 
The destruction of tropical forests 
All these have been headline news 
for many years. 

But they're only the tip of an 
iceberg. Put them all together and 
add in the stories which never 
make the news, and you begin to 
see the hammering the world is 
taking from its huge and ever 
growing human population. 

This hammering is cumulative 
Every new case is added to the 
damage that has already been 
done, so that we are constantly 
accelerating the process of 
destruction. 





Our life-support system 


All life on earth is inter 
connected, dependent upon the 
physical processes taking place in 
the atmosphere and the oceans. 

This natural system is our life 
support system, and if we damage 
any part of it we are putting our 
own survival at risk. 

The purpose of WWF - the 
World Wide Fund for Nature — and 
all the other nature conservation 
bodies, is to limit any further 
serious damage and to restore the 
balance between man and his 
natural environment. Please take 
an interest in the health of our 
planet, itis the only one we have. 
Write for further information to 
WWE International, CH-1196 
Gland, Switzerland. 


WWF 
World Wide Fund For Nature 
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Northern triangle needs support of national leaders 


Logical linkage 





By N. Balakrishnan in Penang 


he development of an economic- 

| growth triangle of Malaysia's Johor 

state, Singapore, and Indonesia's 

Riau Islands has encouraged some plan- 

ners to consider the vast potential of an- 

other economic zone nearby. They envi- 

sion this growth triangle extending from 

Medan in North Sumatra to southern Thai- 

land, with Penang and neighbouring 
Malaysian states at the core. 

Such an economic sub-region, however, 
is years away, according to government of- 
ficials and analysts in Malaysia. They say 
the area lacks the needed infrastructure as 
well as the necessary political cooperation 
among Indonesia, Malaysia and Thailand. 

In the meantime, the smaller sub-region 
centred in northem Malaysia around 
Penang is making its presence known. 
With its high-quality services sector and 
educated labour force, it has emerged as 
one of the world's largest manufacturers 
and exporters of semiconductors. 

Penang has been so successful since es- 
tablishing its first free-trade zone in 1972 
that it is running out of land. There is also 
a labour shortage. Consequently, Penang 
Development Corp. has been directing for- 
eign investors to the nearby Malaysian state 
of Kedah, which, in turn, is beginning to 
bolster the economies of other northern 
states. 

This hinterland for Penang, unlike Sin- 
gapore's link to Malaysia's Johor state, has 
certain advantages. Manufacturers in the 
state can recruit labour without immigra- 
tion problems and without locals objecting 
to the presence of foreigners. There is also 
an absence of language and legal problems 
that hinder corporate operations straddling 
national boundaries. 

The disadvantage, however, is that 
Penang cannot enter into bilateral treaties 
to promote an economic-growth triangle 
centred around it. Nonetheless, the state 
has reached out to other countries, espe- 
cially since the federal government — 
which enjoyed an estimated 9% GDP 
growth rate in 1990 that is likely to be the 
highest in Asia — is allowing state govern- 
ments to deal with investment matters di- 
rectly with foreign governments. The chief 
minister of Penang until October 1990, Lim 
Chong Eu, went on a trade and investment 
mission to Medan in February 1990. Four 
months later, he visited Thailand, Burma 
and Singapore. 

The economic forces operating in north- 





ern Malaysia are similar to those in Singa- 
pore. Export-oriented multinational com- 
panies have set up in the region, which has 
a well-developed port and financial infra- 
structure in Penang that was the result of 
its once-thriving tin and rubber trade. 

The four northern states — Penang, 
Kedah, Perak and Perlis — have a com- 
bined population of just 4.8 million, com- 
pared with Singapore’s 2.7 million (and 
Hongkong’s 5.7 million). The small popula- 
tion means that labour shortages have be- 
come a way of life. Consequently, the idea 
of growth triangles seems to be the best 
way to solve labour shortages. 

But if the size of the region’s workforce 
is a problem, the region’s land prices are a 
bargain. The area of the four states totals 
32,257 km2, compared with 620 km? for Sin- 
gapore (and 1,071 km? for Hongkong). As a 
result, land costs are about as low as those 
in Thailand. 

Also, the region’s infrastructure has 
been improving quickly. When complet- 
ed in 1994, the North-South Highway will 
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Growth from Penang's manufacturing base. 


make it possible to travel from Penang to 
Ipoh, the largest town in Perak, in less than 
two hours. The capital of Kedah, Alor Star, 
will be only an hour away. There are plans 
to extend the North-South highway to 
Bangkok, and visionaries are talking about 
taking it all the way to Peking. 

Given this type of proximity, it is sensi- 
ble to develop further the port and other 
facilities of Penang to serve all of the north- 
ern states. It is perhaps the recognition of 
this that has led authorities to develop a dry 
port in Perak, which means that formalities 
of export clearance can be done in the state 
before the trans-shipment of goods via 
Penang or Port Klang. The chief ministers 
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of the four northern states have also form- 
ed a consultative group to harmonise their 
economic policies. 

If a proposed oil-refinery project in 
Kedah goes forward, the northern region 
will be able to enjoy the one thing that has 
hindered the development of heavy indus- 
try, a substantial energy supply. But only 
sketchy details are available about this pro- 
ject, which is said to involve investments 
from Indonesia and the bartering of palm 
oil from Malaysia for crude oil. 

There is also a pipeline under construc- 
tion that will link the gas fields in the state 
of Trengganu on the east coast to Singapore 
with stops along the way to service other 
states. It is the prospect of this energy 
source that is providng the impetus for the 
heavy industries to locate in Johore. Plans 
call for this gas pipeline to be extended up 
the west coast to Penang by the year 2000. 
When this happens, the siting of energy-in- 
tensive heavy industries will become practi- 
cal along the west coast. 

Thailand is currently developing its 
southern region to compete with the infra- 
structure of Penang. The Bangkok govern- 
ment has plans to build an oil pipeline and 
railway across the Kra isthmus near to 
Phuket. But this in itself need not doom the 
cooperation between Malaysia and Thai- 
land. The facilities in Johor, which are being 
touted as part of the southern economic- 
growth triangle, were originally developed 
to reduce Malaysia's dependence on Singa- 
pore. Batam's development was originally 
inspired by the same ambitions. 

Southern Thailand is not much use for 
Bangkok as a place to send excess invest- 
ments from the Bangkok region because 
the wage levels in southern Thailand, 
though lower than in Malaysia, are higher 
than in central Thailand. As a result, south- 
ern Thailand has more to gain by cooperat- 
ing with Malaysia's nothern states rather 
than by duplicating resources to compete 
with them. 

But Malaysia, too, is guilty of economic 
nationalism. It bans rice imports from Thai- 
land, for example, and instead, makes 
Malaysians consume rice grown with Thai 
labour in Kedah. The Thai consul-general 
in Penang, Pichai Pongpaet, says his gov- 
ernment has unsuccessfully petitioned the 
Malaysian Government for the lifting of the 
ban on rice imports. 

With foreign investment continuing to 
pour into Malaysia and Thailand, economic 
logic should encourage both countries to 
cooperate with Indonesia in the develop- 
ment of a northern growth triangle. 
Penang’s new chief minister, Koh Tsu 
Koon, spent part of his childhood in 
Medan, where his family had business de- 
alings, an indication of the traditional eco- 
nomic links between those regions. But 
North Sumatra may be the last to join an 
economic alliance because it is the least de- 
veloped of the three regions. El 
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Bombay Stock Exchange becomes a popular vehicle for India's investors 


Ring of confidence 


By Jonathan Friedland in Bombay 


efore they embark on a day's trad- 

ing, many of the 1,000 or so brok- 

ers in the tin-roofed Ring of the 

Bombay stockmarket pause for a 
prayer. Usually it is offered to the Hindu 
deity of wealth, Ganesha. The elephant 
god has brought them good fortune at the 
start of the new decade. Amid the brokers' 
frenzied yelling and gesticulation, and occa- 
sionally some pretty rough pushing and 
shoving, 1990 was mostly a bull run in 
Bombay — one that ran dead counter to 
global trends. 

The Bombay Stock Exchange (BSE), 
India's largest, oldest and most active stock- 
market, started the year with its index just 
under 800. By the middle of October, when 
the rest of the world's stock indexes were 
on the skids, it was doubling to 1,609. And 
while the market had retreated to 1,034 
on 21 December, it was one of few in 
Asia likely to end 1990 higher than it 
began. 

The index was not the only thing to go 
skywards; the size of the market and daily 
trading volume also grew enormously. 
Bombay's end-1990 market capitalisation of 
US$50 billion was almost double its level 
in January, making Bombay the fourth- 
largest emerging market in Asia, just be- 
hind Hongkong and ahead of Malaysia 
(though still dwarfed by South Korea and 
Taiwan). 

Average daily turnover, now Rs 1.5 bil- 
lion (US$83 million) and consisting of al- 
most twice the number of deals transacted 
daily in London, soared between January 
and October, to a peak of Rs 2.52 billion. 
Within India, Bombay ac- 
counts for 80% of the total 
capitalisation of the coun- 
try's 19 exchanges and the 
lion's share of daily trad- 
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Market value of listed equity on 
stock exchanges in India 





resisted outside encroachment. Their 
milieu is the dusty streets, where their 
huge networks of shirtsleeved sub-brokers 
ply an active sidewalk trade in share and 
unit-trust applications. 

Dalal Street — the exchange is colloqui- 
ally known by its location — has thus been 
a place where the dalals scammed one 
other, and where a company treasurer 
looked as a last resort to raise a little cash. 
Historically, it has had little to do with 
India’s 860 million people or their heavily 
state-run economy. 

Over the past two years, though, the BSE 
has become a favoured vehicle for savers in 
India’s vast hinterland. At least 12-13 mil- 
lion of India’s 150-million-strong middle 
class have discovered the equity cult, 
mainly through the explosive growth of 
unit trusts run by state banks. India had 
fewer than a million shareholders in 1980. If 
current trends hold up, by the end of the 
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The intensity of activity 
during 1990 signalled a fun- 1,000 - 


damental change in the role 
of the Bombay market in 
India's economy. For most 
of its 115 years, the Ring 
has been an arena of 
sophisticated lawlessness, 
dominated by the dalals, 
a semi-hereditary group 
of mainly  uneducated 
Gujarati brokers who have 
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1990s, it will surpass the US as having the 
world's largest shareholder population. 

“Anyone selling India short is taking the 
wrong view," says M. J. Pherwani, the 
former chairman of the Unit Trust of India 
(ur). “The number of investors in the 
country can easily double, leading to huge 
demand for both primary and secondary is- 
sues." 

Corporate treasurers, from Ludhiana in 
the Punjab right down to Cochin in Kerala, 
have also tuned in to the benefits of equity 
funding. By contrast with markets else- 
where, Indian companies are not required 
to show an earnings record in order to gain 
a listing and need to have an asset base of 
only a relatively modest Rs 30 million. 

Companies that looked traditionally to 
their state bankers are increasingly aware of 
the cost and tax advantages of going public 
and of the potential profit to be made. This 
trend has been reinforced by the privatisa- 
tion rhetoric of both the Gandhi and Singh 
governments and the spiralling cost of bank 
loans. 

Although private Indian companies by 
and large do not play the stockmarket to 
bolster profits (unlike their counterparts in 
East Asia), they have cottoned on to the op- 
portunities for making a quick buck from 
new issues. Stagging has been possible in 
the rising market despite a curious pricing 
system which prevents companies from 
getting the most for their equity. 

Under this system, an arm of the Minis- 
try of Finance prices all new issues at a sub- 
stantial discount to market value. The prac- 
tice is strongly supported by India's three 
main underwriters, all of whom are power- 
ful state-owned financial institutions with 
huge lending clout over 
their clients. The three, In- 
dustrial Credit & Invest- 
ment Corp. of India, SBI 
Capital Markets and Ca- 
nara Bank, run little under- 
writing risk while profiting 
greatly from both fees and 
their share allocations. 

Primary issues, which 
amounted to Rs 900 million 
annually a decade ago, in 
1989-90 reached Rs 61.5 bil- 
lion. Eleven of the issues 
raised more than Rs 1 bil- 
lion each, and all were 
oversubscribed — even the 
flotation of a virtually un- 
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A crack in the citadel 


.. Most non-Indians wanting to invest in Indian stocks may do so 
. only through a handful of closed-end funds. For the foreseeable 
. future, these are likely to be the only avenue for direct foreign 
. equity investment, despite some pressure on New Delhi to 
-open its market. 

. . India remains the last big regional hold-out (Taiwan and 


.. South Korea are gradually opening their doors) because New 
. Delhi's technocrats believe that allowing in foreigners would 
. create more problems than benefits. Foreign pressure for 

. liberalisation Lo also waned somewhat in the light of recent 

. About US$550 million has been invested in Indian stock- 
. markets by offshore funds over the last four years. Unit Trust of 

. India (Uri) started the first two funds: the India Fund, listed in 

.. London, and the India Growth Fund, traded in New York. UTI 





and Indosuez Asia Investment Services and between the State 
Bank of India (SBI) and Morgan Stanley. Canara's Himalaya 
Fund and sBr's India Magnum Fund are listed in Amsterdam. 

Brokers say eight more applications for offshore funds are 
pending, involving several other Indian state-run financial in- 
stitutions and such foreign brokers as Nomura Securities, 
Barclays de Zoete Wedd and Jardine Fleming. If successful, a 


further US$1 billion may flow into Indian stocks in 1991. 


But how eager the applicants are just now is uncertain. Al- 
though the funds, particularly Urr's, have steadily increased 
their net-asset value (NAV) since inception, their share prices cur- 
rently languish at a substantial discount. For example, the India 
Fund, whose Nav has climbed almost 30096 since 1986, traded 
at a 28% discount on 20 December. 

Foreign merchant bankers in Bombay say that after approv- 
ing a few more funds, the next step for New Delhi will be to 
allow Euro-convertible bonds by a handful of major Indian com- 
panies. Both Reliance Industries and Tata Iron & Steel Co. have 


. manages the funds, while Merrill Lynch markets them. More 
. recently, similar funds have been set up between Canara Bank 


known electronics company, Usha Rec- 
tifier, that raised a whopping Rs 4 billion. 
The companies that did these "mega is- 
sues,” including Reliance Petrochemicals, 
steel group Essar Gujarat and tyre maker 
Apollo, have no cause to complain, given 
that they raked in huge sums without, for 
the most part, saying how they planned to 
use the money. 

“The mega issues have been a licence to 
print money for their promoters,” says 
Pradip Shah, managing director of the Cre- 
dit Rating Information Services of India. 
Adds another analyst: “Even when the issue 
is aimed at supporting a particular project, 
the costs of that project are generally inflat- 
ed. The additional money goes towards bol- 
stering the firm’s capital base or is used to 
fund the promoter's stake in the issue to pre- 
vent dilution of this shareholding. Some- 
times, the money is just moved offshore." 


hree of the four factors that fuelled 
the growth of the Bombay market 
during 1990 will persist in 1991, 
giving analysts heart that the 
index may gain further strength. 
P Of Rs 20 billion in unit-trust money 
raised between July and September, at least 
30% was invested in the secondary market. 
This trend appears to be continuing; at least 
as much money was raised from the public 
during the last quarter of 1990. Unit-trust 
managers say they expect about Rs 60 bil- 
lion in new money to flow into their coffers 
annually over the next few years. 
> The number of primary issues slowed, 
despite still rising numbers of applications. 
This has resulted from governmental disar- 
ray, which has delayed approvals. This, 
too, might continue, given the widespread 
belief that the government of Prime Minis- 
ter Chandra Shekhar is unstable and could 
fall during the first half of 1991. 
» India is a mostly closed market. Only 
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Street trading after-hours in Bombay. 


non-resident Indians and a handful of large 
institutional investors running dedicated 
country funds are allowed to invest in 
stocks. The weight of their money in the 
Bombay market is considered modest. Al- 
though there is pressure from the World 
Bank and other institutions for opening up 
of the equity market, it is relatively low on 
the list of liberalisation measures they advo- 
cate for the Indian economy. Until Novem- 
ber, Dalal Street ignored international con- 
ditions, reacting only when higher petrol 
prices began to be felt at street level. 
> The fourth factor is one that will not be 
easily repeated: good fundamentals. In 
1990, India had its third healthy monsoon 
running and local demand for manufac- 
tures and consumer goods was strong. 
The unadjusted net profits of 698 listed 
companies rose 59% in the six months to 
September, according to DSP Financial 
Consultants. For the year to March, how- 
ever, the average will be far lower as the 
impact of higher oil prices hits corporate 
earnings, says DSP research chief Pravin 
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proposed such issues, but the last two years’ changes of govern- 
ment have stalled regulatory approval. 


m Jonathan Friedland 


Shah. Price-earnings ratios, which peaked 
at an average of 24 in October 1990, have 
declined to 12-14. 

While the BSE, with its tip sheets, dash- 
ing stars and reviled villains, is now becom- 
ing attractive to a wider audience, its ethics 
and mechanics have failed to keep pace 
with its new role. The inbred dalals, the ex- 
changes to which they belong and India's 
largely state-owned merchant banks, which 
have a monopoly of underwritings and 
dominate the unit-trust industry, all enjoy a 
mainly safe and profitable status quo. But 
that is not necessarily true for the individual 
investor. 

Share manipulation is rife, particularly 
on initial-public offerings, and goes un- 
punished. Corporate disclosure, whether 
in prospectuses or annual reports, is poor. 
Insider trading is not illegal; indeed, it is de 
rigueur. Settlement and clearance proce- 
dures, which have had to cope with the up- 
surge of share supply and the groundswell 
of investor demand, are in a mess. 

Proponents of reform say these prob- 
lems are being addressed slowly but sure- 
ly. The Securities and Exchange Board of 
India, the first government agency specifi- 
cally dedicated to regulating capital mar- 
kets, is now up and running, though it has 
yet to be formally empowered. Two share 
dearing houses, designed to help ease the 
settlement problems, have been incorpo- 
rated. One rating agency for corporate debt 
has been set up, and another is on the way. 

Indian market practitioners by and large 
reject arguments that the opening up of the 
Bombay market to greater foreign invest- 
ment would help create a fairer and more 
transparent market. "This market is almost 
as old as London or New York," says the 
head of a Bombay merchant bank. ^We 
don't need outside prescriptions. There is 
sufficient force for change from within." 

Indeed, unlike other Asian markets, 
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ders; it has more than 6,000. listed com- 

anies, many of which are substantial, 

"well-diversified conglomerates, and a huge 
and growing middle class from which to 

p new investment. 

Even if one is sceptical about the local 
commitment to market reform, by most ac- 
counts the Bombay market has coped re- 
markably well with the strains on its capa- 
city created by the bull run of 1990. It has 
done so in a unique, somewhat ad hoc 
manner that its proponents say illustrates 
that even in an age of vastly rising volumes 
and strong pressure to computerise and 
professionalise, the old ways still work. 

." For many players, Bombay is no longer 
à physical-delivery market. Roughly a third 
Of active participants — the dalals and their 
clients — do not take physical delivery of 
scrip when trading in the market's 70 
‘specified stocks. These counters are the 
‘most liquid in the market. Dealers buy and 
sell such high-volume specifieds as Re- 
liance Industries, ACC, Tisco and Grasim In- 
dustrial on a book-closure basis, using 
short-selling and a well entrenched form of 
forward trading, with attendant charges 
known as “badla,” to make their bets. 
Badla charges are fixed at the close of the 
trading day and reflect „demand. 
-.... During the bull market, the badla rate 
: ranged as high as 676 a month. Yet invest- 
ors confident their shares would rise a 
|. greater amount were willing to pay these 
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| Although many of its members and 
|. executives claim the Bombay Stock Ex- 
change (BSE) is one of the world's best 
: regulated markets, the head of the new 
Securities and Exchange Board of India 














|. "The Bombay market is highly sophis- 
 ticated . . . but almost totally lawless,” 

says G. V. Ramakrishna, India's urbane 
donner ambassador to the EC who is 


Nn... insider sn oe which is not, is 
- legion. The takeover code is riddled with 


tuses prepared by companies and their 
me pice bankers offer useless and oc- 
ionally bogu information. When it 


ange M. R Maa “the safeguards 
provided against ey swore are So 








. steep fees to the cotton traders, diamond di 


dealers and share brokers who finance the 
badla game. 

Unit trusts, which currently account for 
a third of share ownership and are growing 
rapidly in both percentage and aggregate 
terms, are forbidden to use badla. But aside 
from the Uri, the grandfather of the indus- 
try and the only entity licensed to run 
an open-ended fund, state banks are run- 
ning closed-end funds that commit a high 
percentage of their takings to fixed-income 
securities. Since all but UTIs trusts were 
started in the past two years, burgeoning 
industry is not putting an insurmount- 
able strain on the markets settlement 
system. 

Indian corporations, which account for 
the remaining percentage of share owner- 
ship, also impose few demands. Although 
some major firms have a tendency to mani- 
pulate their own shares, for the most part, 
corporate share owners are a static force in 
the market. 


hen physical delivery is re- 
quired, it can take up to 12 
weeks to receive a share cer- 
tificate. Civil courts are clog- 
ged with cases of disputed share owner- 
ship. "We work things out amongst our- 
selves," according to a stockbroker. 

The BSE has, however, taken an active 
approach to the strains caused by its new 
popularity. Under its well-liked executive 





ag up Dalal Street 


The SEBI, nominally set up in 1988, is 
still awaiting legislation that will give it 
teeth to police India’s 19 stock exchanges, 
its numerous merchant banks and six of 
its seven unit-trust operators (the Unit 
Trust of India will continue to report to 
the Finance Ministry). The agency has 
nonetheless already taken steps to show 
it means business. 

Since April 1990, it has enforced rules 
that require merchant banks handling 
share issues to have a net worth of Rs 10 
million (US$554,000) and to be authorised 
by the SEBI. In November 1990, it laid 
down an advertising code of conduct to 
curb unit trusts offers of “assured re- 
turns.” Its small staff is also working on a 
disclosure code for public companies. 

Once the SEBI receives approval for its 
legislation (the subject of a tussle with a 
Finance Ministry agency that has regu- 
lated stockmarkets since 1946), Ramak- 
rishna plans to simplify the bewildering 
and often inadequate laws that govern 
securities business. 
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ector, M. R. Mayya, it has frequently in- 
tervened to reduce tra i 


ei ng velocity. It often 
changes margin limits, calls ad hoc settle- 





ment days and occasionally sets price limits 
on individual stocks. 

Mayya says this hands-on approach is 
necessary because BSE members are not 
bound by minimum-capital requirements. 
"The regulatory process that we have can- 
not arrest the moment of crisis, but it can 
moderate price trends so that broker de- 
faults are minimised,” he says. "We are one 
of the best regulated markets in the world" 
in that regard, he maintains. 

The BSE is, meanwhile, moving both to 
automate trading and to improve settle- 
ment systems. By early 1992, the 4,100 non- 
specified stocks on the exchange will be 
trading by computer. Computerisation of 
trading in the far more active specified 
stocks will depend on the success of the 
first phase, Mayya says. With automated 
trading, he adds, settlement of the non- 
specified group will be reduced from 14 to 
five trading days. 

Two dearing houses, the Stockholding 
Corp. of India (Sct) and BOI Shareholding 
Ltd, have been set up to act as a depository 
for shares traded among institutions. The 
SCI, according to its chairman, M. J. Pher- 
wani, is now clearing roughly 10-15% of 
trading volume. Brokers, however, say that 
the clearing houses are still disorganised 
and may not make a real impact on physi- 
cal delivery problems for several years. m 


Primary and secondary market activi- 
ty fall under the Securities and Contracts 
Act, the Companies Act, the by-laws of 
the 19 exchanges and the Controller of 
Capital Issues (the SEBI's current sparring 
partner). The Reserve Bank of India also 
plays a role by regulating the state banks 
to which most merchant banks belong. 
While there will continue to be a 
multiplicity of regulators, Ramakrishna 
believes the sEBI will be allowed to take 
the lead. His agency will have an initial 
budget of Rs 10 million and a staff of 30. 
professionals. a 
So far, the agency is winning gener- - 
ally good reviews. “The SEBI is widely 
welcomed in the market,” says N. Vag- 
hul, chairman of the Industrial Credit 
and Investment Corp. of India, one of the 
three leading share underwriters: | 
While the sEB/s presence as un- . i 
doubtedly improve the flow of corporate. — 
information to investors, however, it. 
will not immediately affect the way brok- 
ers do business or curb insider-tradir > 
abuses. Anthony g over market manip ula- 










exchanges. And an  insidertrading bill is 

not expected to be written — much less 

approved by New Delhi — — any time soon. 
m Jonathan Friedland 
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Unit-trust growth extends state role 


A matter of trust 


India’s domestic unit-trust industry, 

its equity markets are expected to ex- 
pand faster than their Southeast Asian 
counterparts in the next decade. Yet 
though they extend corporate ownership to 
a broader number of Indians, the unit trusts 
may also permit greater state control of the 
nation’s listed companies. 

At the end of September, an estimated 
Rs 200 billion (US$10.8 billion) in unit-trust 
money was managed by the Unit Trust of 
India (UTI) and six other state-owned in- 
stitutions. This sum has grown from a 
meagre Rs 8 billion in 1984; moreover, a full 
third of it has been raised in the past year. 

Unit-trust managers say they expect 
new investment of at least Rs 60 billion dur- 
ing 1990-91 and predict the number of 
domestic trusts will increase from the cur- 
rent 51 to about 60 by the end of 1991. The 
number of licensed unit-trust managers is 
also expected to rise, though it is highly 
doubtful that the government will allow 
privately owned institutions to participate. 

Unit trusts hold roughly 33% of India’s 
shares — a proportion that is expected to 
rise to 50% if current trends continue. Brok- 
ers say 50-60% of all new stock issued is 
bought by the state-controlled trusts. 

“The major players in the market are 
publicly owned institutions, and the issuers 
are starting to worry that more and more of 
their equity is falling into the hands of the 
state,” says Shitin Desai, a director at DSP 
Financial Consultants. “The unit trusts col- 
lectively own a major portion of a hell of a 
lot of companies, and, ultimately, they all 
have the same boss in New Delhi.” 

Fund managers play down the risk that 
voting rights of shares held by the trusts 
will be used for the government's political 
ends. "At the moment, the corporate ap- 
prehension about political control is not 
based on fact," says R. Viswanathan, man- 
aging director of SBI Capital Markets. 

Viswanathan and others note that indi- 
vidual trusts are forbidden from owning 
more than 576 of a given company's shares. 
They also point out that a substantial por- 
tion of unit-trust portfolios are vested in 
convertible debentures, which do not carry 
voting rights until they are converted into 
equity. And India's state-owned banks 
have always held sway over the private sec- 
tor by virtue of their domination of domes- 
tic lending. 

Analysts nevertheless cite several wor- 
rying cases, including the experience of in- 
dustrialist Dhirubhai Ambani's Reliance In- 


T hanks to the explosive growth of 
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dustries. UTI and other state-owned institu- 
tions threw their weight behind Reliance in 
its attempted 1989 takeover of engineering 
giant Larsen & Toubro. Ambani, who was 
close to then prime minister Rajiv Gandhi, 
lost the backing of the state banks and UTI 
after V. P. Singh came to power. 
However, the prognosis for huge 
growth of the unit-trust industry and fears 
of state control may be overstated. There is 
a danger of a public backlash against the in- 
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dustry, particularly if the Bombay index 
takes a dive. 

The reason is that in their eagerness to 
entice new investors, the UTI, the State 
Bank of India, Canara Bank and other, 
smaller unit-trust managers have adver- 
tised “assured returns” ranging from 12% 
to a celestial 50% annually. In the public's 
mind, this amounts to a guarantee from the 
government, which owns the institutions. 

This marketing tactic has put huge pres- 
sure on fund managers to raise returns, 
particularly since October, when the Bom- 
bay index began falling from its peak. To 
meet the promised yields, fund managers 
have taken such risky steps as investing in 
unsecured working-capital loans and in 
financing “badla,” the interest charges at- 
tached to forward stock contracts. 

"The poor common man has been un- 
knowingly transformed into a venture 
capitalist when he buys his units," says a 
foreign merchant banker in Bombay. 

In mid-November, the Securities and 
Exchange Board of India (SEBI) demanded 
that trusts clearly state in their advertise- 
ments that units are subject to market risk, 
and stipulated that funds pledging a 
minimum return must spell out how they 
intend to achieve it. 

SEBI chairman G. V. Ramakrishna says: 
"The mutual funds already have their hos- 
tages. We've said ‘OK, take care of what 
you've got, but don't take any more’.” 

B Jonathan Friedland 





ECONOMIES 


New Zealand axes welfare, labour laws 


Tough act to follow 


By Colin James in Wellington 


acing a ballooning budget deficit in- 
F herited from the previous govern- 
ment, Prime Minister Jim Bolger's 
new National Party government has an- 
nounced a tough series of measures aimed 
at controlling spending and — in the hope 
of putting downward pressure on labour 
costs — emasculating the power of New 
Zealand's unions. Financial markets re- 
sponded warmly to the mini-budget un- 
veiled on 19 December by Finance Minister 
Ruth Richardson. But critics said that social 
welfare programmes in effect since the 
1930s were about to be dismantled. 
Richardson announced selective cuts 
across a wide range of government pro- 
grammes, including education, health, so- 
cial welfare, housing and defence. The 
single unemployed will see particularly 
sharp reductions in payments. For all be- 
neficiaries, the inflation-linked increase in 
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benefits due to be implemented on 1 April 
has been cancelled. 

New Zealand's deepening recession has 
hit tax revenues and boosted unemploy- 
ment spending. As a result, the downward 
trend in the budget deficit that had been in- 
itiated by the Labour Government from 
1984-87 has been reversed. Bolger said that 
on present trends the deficit would have 
reached NZ$3.7 billion (US$2.18 billion) in 
the fiscal year to 30 June 1992. A separate 
Treasury forecast put the shortfall at 
NZ$5.2 billion for the year ending June 1994. 

Under the new spending regime, the 
deficit is now expected to hit NZ$691 mil- 
lion this fiscal year and NZ$2.01 billion in 
the next fiscal year. The reductions are to 
be accomplished by spending cuts worth 
NZ$601 million in the current year and 
NZ$2.37 billion in the year after. 

Government departments will receive 
no additional funds to compensate for ris- 
ing costs; higher salaries for the first full fis- 
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sorbed within existing budgets. 
Richardson told parliament the govern- 
ment is proposing that the top third of in- 
come earners should “meet most of the cost 
of their social services” as a trade-off for the 
lowering of the top marginal tax rate to 33% 

in October 1988. 

. A cabinet committee chaired by Bolger 
and coordinated by Health Minister Simon 
Upton, an advocate of greater self-reliance 
in welfare matters, will draw up a new stra- 
tegy to be presented in the budget due next 

. July. The committee will also aim for more 
private-sector provision of social services to 
improve efficiency. Richardson said this 
could result in "huge" savings. 

Bolger is calling for an all-party confer- 
ence to devise a new state superannuation 
Scheme to replace the generous existing 
mechanisms. Set up in 1976, the scheme is 
now considered by demographers to be un- 
sustainable as the number of pensioners in- 
creases after the year 2000. 
~~ New Zealand claims to have virtually in- 
vented the welfare state. It instituted the 
world’s first comprehensive social security 
Scheme in 1938. Since then, successive 
governments have added free education, 
nearly free health care, housing assistance, 

. pensions, accident compensation, and a 

_ wide range of special assistance measures. 
A key element of this far-reaching shift 
_ in government policy is aimed at labour 
_ unions. The budgetary moves were accom- 
panied by the news of legislation aimed at 
extensive deregulation of the labour mar- 
|. ket. The changes will overturn a manda- 
. tory system of conciliation and arbitration, 
"5 which has been in place since 1894, 
.—. Compulsory membership of a union, in 
- force with only one brief interlude since 
.. 1936, is to be abolished. Employers will not 
< be required to recognise and bargain with 
“unions. Management will not be bound by 
awards" negotiated at a national level. 
.. Employees and employers will decide 
their own bargaining arrangements under 
collective or individual contracts, enforce- 
able in court. Employers will not be able to 
force employees to join a union, nor deny 
em membership of one. Strikes and lock- 
outs are to be banned during the lifetime of 























government spending and freeing the la- 
bour market would enable the Reserve 
Bank to ease monetary controls in its pur- 
suit of an inflation target of less than 2%. 
She has now pushed back the date for reach- 

ing that target from end-1992 to end-1993. 
. . Reserve Bank governor Don Brash said 
interest rates should fall in response to the 
new spending policies outlined in the mini- 
budget. Shortly after Richardson's speech, 
the Australia & New Zealand Banking 
Group cut its New Zealand lending rate to 
15.75% from 16.25%, effective from 7 Janu- 
k " 
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The new Indian prime minister, Chandra Shekhar, has a socialist pedigree that E 
stretches back to his university days. But though he is famed for his verbal 







onslaughts against the big industrial combines and monopoly capital, the country's $ 
economic miasma and his narrow political base will not allow him the luxury of in- - 


. dulging his ideological nostrums. 


True, the industrial-liberalisation policy announced i in May by the previous prime 
minister, V. P. Singh, may be officially dead. But political and e economic forces will 
ensure that state control over the economy will crumble and mot i 
open up to India’s private sector. India needs private investment, 
not settle for less. B eee 

In output terms, Indian industry is the 12th largest i in the world. Tt! im 
tum of its own, complete with considerable political clout. It has also. spa 
lifestyle that few among India's 150 million-strong middle class are prepared 













render. Such trappings as cars and stereos. have come to be regarded almost asa í 


birthright. 


And what about the remaining 740 million? No doubt a large portion of this le mn 


ure comprises India’s rural poor, the polity that has always needed protection from 
avaricious capitalists. But a recent poll by the country’s leading market-research firm 
reveals that rural India — long written. off by 
Š businessmen as a wasteland — is a fast growing 
| market today. No- wonder one New Delhi 

| entrepreneur has bought a fleet of | 
tour on us and. show p 










More level-headed abe av 
as palliatives for a seriously il paent. One of 

proposals was to. dismantie 
cumbersome licensing procedures for more 
than half the country’s manufacturers. This 
. might now fall by the wayside, which would be 
. unfortunate for Indian industry, but. it was 

hardly a revolutionary concept. T 

. Whether Chandra Shekhar likes it or + not, 
















Chandra Shekhar. 





turn to the private sector. Energy is a case in point. 


Unable to finance the large number of expensive power plants anded to. meet ‘ 


hard economic | ogic will drive his government 


balance-of-payments € crisis, pan gove ; r “ment 
officials are already having | to bite the bullet and 


growing demand, the government has turned to the private sector. Legislation _ 





in the offing would allow private companies to generate power and distribute it to 


consumers in a particular area, instead of selling it to state elie as > happens 


NOW. 








Sae companies are being ee to import € is e pae n mp 
and even some defence equipment may soon be manufac "nd 
panies. A plan to allow a private highway with toll booths m. 


such ventures. Such gaps in the long-held ideology of ndi he: T at the e com | 


s n of the iovis will pem appe 







-< to 51%, a reform touchstone oer in SOA s] ac: a ze. 
< duce the desired effect. ^" 
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COMPANIES 


Japanese company eyes Philippine expansion 


Over and out 


By Rigoberto Tiglao in Tokyo 


n 1973, Uniden Corp. closed its grow- 

ing manufacturing operations in Japan 

and moved them to Taichung, Taiwan 
where costs were cheaper. A year later, the 
consumer-electronics company expanded 
to Hongkong. Since then, the maverick 
company has never looked back, winning a 
large chunk of the US market for cellular 
telephones and citizens-band (cB) transceiv- 
ers. 
Uniden, which keeps its management 
and development facilities headquartered 
in Chiba, just east of Tokyo, is planning to 
move its labour-intensive manufacturing 
operations to the Philippines. 

If the plan is carried out, its subsidiary in 
Manila, Uniden Philippines Inc., will be the 
final assembly site for the company’s com- 
ponents manufactured or acquired 
worldwide. 

Company officials point out that the 
Philippines has just what prosperous 
Taiwan and Hongkong do not have: a 
weak currency against the US dollar, in 
which the company’s revenue is mostly 
denominated; an inexpensive labour force; 
and Generalised System of Preferences 
(GSP) concessions from the US that allow 
certain exports to be shipped duty-free to 
the country. 

Uniden takes pride in being one of 
Japan’s avant-garde global companies. De- 
spite the advantages the Philippines offers 
to a company with pockets deep enough to 
hedge the risks involved, many Japanese 
companies have written off the country be- 
cause of its ailing economy and political tur- 
moil. 

"It [the move from Japan] shattered for 
us the narrow thinking that national boun- 
daries are obstacles to business,” Uniden 
managing director Yoshikazu Okazaki 
says. “Other [Japanese] companies simply 
think of which prefecture in Japan — 
Tokyo, Osaka or Yokohama, for example 
— would provide the best conditions for 
their operations. We think globally, in 
terms of Taiwan prefecture, Hongkong 
prefecture and now Philippine prefec- 
ture.” 
But Uniden is no stranger in the Philip- 
pines. Its two-year-old subsidiary in the 
country is the largest foreign investment 
under the administration of President Cora- 
zon Aquino. The subsidiary, 75%-owned 
by Uniden and 25%-owned by Japan 
Asean Investment Corp., has become the 
22nd-largest company in the country. Its 
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1989 assets of P1.9 billion (US$67.8 million) 
were far larger than those of car-assembling 
companies in the Philippines owned by 
Mitsubishi Motor Corp., Toyota Motor and 
Nissan Corp. 

Uniden, which was formed in 1966, is 
illustrative of the wave of Japanese com- 
panies that moved overseas to survive 
when the yen strengthened in the early 
1970s. 

In both Taiwan and Hongkong, it took 
advantage of cheap labour costs and tariff 
breaks with the US under the GsP as well as 
low-overhead subcontractors. Low labour 
costs as well as GSP privileges are a thing of 
the past in both centres. 

Listed on the Tokyo Stock Exchange in 
1988, Uniden has been particularly success- 
ful in managing the interactions of its global 
operations. In the fiscal year ended on 31 
March, the company's after-tax earnings to- 
talled ¥3.06 billion (US$23 million) on rev- 
enue of ¥96.32 billion. Year-earlier figures 
are not available because of a change in the 
accounting period. 

In the US, which accounts for 6595 of its 
revenue, Uniden enjoys a 30-35% share of 
the market for mobile telephones and cB 
transceivers. The company has 25% of the 
market for satellite-broadcasting receivers 
and 15% of the market for cordless tele- 
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phones. Europe accounts for about 25% 
of revenue, with the remainder spread 
throughout Asia. 

Company officials say Uniden’s global 
strategy is the direct result of its original 
product line, CB transceivers. Regulations in 
Japan allowing only Nippon Telephone & 
Telegraph (NTT) to use radio equipment 
forced company founder and present chair- 
man Hidero Fujimoto to turn towards the 
US, say the officials. 

“There was no market in Japan for CBs 
in the late 1960s and 1970s,” a Uniden offi- 
cial explains. “America, in contrast, had 
looser controls since radio transceivers were 
ideal for communicating in such a vast ex- 
panse as the US.” 

Uniden did not gain a foothold in the Ja- 
panese market until the 1980s, after it ex- 
panded its product range to include mobile 
and cordless telephones as well as satellite- 
broadcasting receivers. Large companies 
such as Sony Corp. and Mitsubishi Corp. 
won the contracts to supply cordless tele- 
phones to NTT, but Uniden sells the bulk 
of the telephones to the suppliers through 
original-equipment-manufacturing agree- 
ments. 

To accommodate its product-expansion 
goal, Uniden in 1979 acquired American 
Radio Corp., one the earliest manufacturers 
of cordless telephones. Five years later, the 
company purchased two other concerns, 
the scanner division from Masco Corp. and 
Geocom World Communications Inc. of 
Canada, a maker of satellite-broadcasting 
receivers. In 1988, it acquired the scanner 
division of Regency Electronics, while in 
1989, it bought Santronic Agencies of Aus- 
tralia and Impulse Manufacturing Inc. of 
the US, a marine-transceiver manufacturer 
in 1989. 

Uniden also embarked on a diversifica- 
tion campaign in the 1980s with the pur- 
chase in 1982 of Hameen Linna Corp., a 
Japanese cosmetic company. “Hameen’s 
sales are not seasonal,” a Uniden official 
says of the acquisition, "and there are high 
profit margins." 

Although acquisitions and diversifica- 
tion have been a main part of the Uniden's 
strategy in the past decade, company offi- 
cials say they have not lost sight of the im- 
portance of assembling its products in low- 
cost, low-overhead areas. A complete move 
to the Philippines would immediately bol- 
ster profit margins, they say. 

The company would be helped further 
by the Philippines’ GSP privileges with the 
US. It especially wants to rid itself of the 6% 
tariff currently levied on its goods shipped 
to the US from Taiwan and Hongkong. 

"We spent a year evaluating whether 
[the next move will be to] Malaysia, Thai- 
land or the Philippines," Uniden senior 
managing director Hideyuki Akashi says, 
"and we felt that the Philippines' good- 
quality, English-speaking labour force as 
well as its GSP status was ideal." a 
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B lenda nda Korporaal in Sydney 





^W or or the first time in many years, Aus- 
4 tralia seems to be developing both 
L the political will and the regulatory 
: ath to attack corporate crime. During 
ovember and December, several of the 
untry’s highest-flying businessmen of 
1980s joined an unhappy procession 
ugh the courts to face a variety of crimi- 
arges. 
The harsher climate reflects a number of 
ors: rising public outrage at dubious 
iness practices, the advent of a new 
eed of state premiers prepared to investi- 
ite links between companies and govern- 
nent officials, and the provision by Can- 
berra of greater federal resources for cor- 
po ate investigations. 
The crackdown is not before time. Inter- 
national perceptions of Australia as a cor- 
orate cowboy-land have made it harder 
for some of its top companies to borrow 
offshore, while the nation’s small investors 
spurn their stockmarket. 
One of the leaders of the crusade is 
Tony Hartnell, a Sydney lawyer who chairs 
the new Australian Securities Commission 
(ASC). The commission, due to begin func- 
oning on 1 January, is starting operations 
year late because of inter-state wrangling. 
t replaces the National Companies and 
Securities Commission (NCSC), to which 


ASC's inception. Hartnell did not wait for 
the ASC to get off the ground; he im- 
mediately gave the NCSC a more aggressive 
role and has publicly admitted that he has 
a target list of companies that are his 
iorities for investigation. His appoint- 
ent was accompanied by a boost for the 
C's budget. 
he most internationally prominent 
alian business leader to be accused of 
gdoing is Alan Bond. The former 
an of the troubled Bond Corp., who 
outly maintains his innocence, appeared 
a Perth court on 7 December. He faces 
1e charge in relation to an attempted res- 
ie of Perth-based merchant bank Roth- 
ells, which collapsed in 1988. Bond had 
i to organise the abortive A$70 mil- 
JS$53 million) bailout. 





e Securities Industries Code by failing 
E disclose to an hc iboa s contributed 


as getting a A$16 mi millior f e m 
um of five years i in ja He is on à bail of 


Hartnell was appointed in July pending the 


painters allege that Bond breached 


us tralia at last gets tough on corporate crime 


e watchdog barks 


A$100,000 and must notify 
officials of any plans to 
travel overseas. 

Bond is one of 10 people 
to be accused following a 
400-page inquiry report on 
the — Rothwells — debacle. 
Others charged include 
former Rothwells chairman 
Laurie Connell, who earned 
the nickname "Last Resort 
Laurie" as Perth's lender of 
last resort; the former owner 
of the city’s Burswood 
casino, Dallas Dempster; 
Geoffrey Lord, formerly 
managing director of Elders 
Resources; and Peter Falk, a 
Sydney stockbroker who was formerly 
head of brokerage house McNall & Hor- 
dern. 

One day before Bond appeared in court, 
Brian Yuill, the head of Spedley, a col- 
lapsed Sydney-based merchant-banking 
group, was charged with two offences 
under the Companies Code and one of- 
fence under the New South Wales state 
Crime Act. Jim Beatty, a Sydney partner in 
the prominent law firm Baker & McKenzie, 
has also been charged on several counts 
under state law in connection with the 
Spedley group, while a former Spedley 
money manager who pleaded guilty to of- 
fences under the Companies Code is now 
serving two years of weekend detentions. 


THE LAW 2 





Bond: facing charges. 


Also on 7 December, Geor 
the former chairman and. thief A 
the failed Hooker Corp. — once one of - 
Australia's best known propert | 
was sentenced in Brisbane to five years’ jail... - 
for bribing a Queensland cabinet minister 
over a shopping-centre development. 

In Perth, the home of some of the coun- 
try’s most notorious busi- 
ness practices, Labor Pre- 
è mier Carmen Lawrence has 
| responded to public pres- 
sure for- a -Royal Commis- 
sion tof. inquiry into what has 









"nstralia ine ” This is the 
close ties between business 
and government in the 
state, including government 
involvement in the attempts 
to rescue Rothwells. — 

Lawrence said in Nov- 
ember she believed the in- 
quiry was “the only way to 
restore public confidence 
and trust in the parliamen- 
tary and political processes 
in Western Australia.” 

In Queensland, the Corporate Affairs 
Commission is continuing its inquiry into 
the collapse of Christopher Skase’s Qintex 
group, which once owned some of the top 
resorts in Australia and the second-ranked 
Seven TV network. Qintex made a daring 
bid for Hollywood movie studio MGM-UA 
before collapsing dramatically in 1989. 

December also saw Australia’s major in- 
stitutions set up their own watchdog — 
along the lines of Britain's Institutional 
Shareholders' Association — with the aim 
of protecting shareholders' rights and help- 
ing to make the securities market more ef- 
fective. And the Australian Stock Exchange 
has recently installed a sophisticated mar- 





Fraud or fantasy 


New Zealand businessmen have little 
cause to feel smug about the inquisitions 
confronting their opposite numbers 
across the Tasman Sea: Australasia's 
biggest fraud case is a New Zealand one. 
In a move that Serious Fraud Office 
(SFO) director Charles Stuart likened in 
significance to the Michael Milken case in 
the US, or the Guinness trial in Britain, 
prosecutors on 13 December filed 14 
against seven former officers of 
the failed Equiticorp investment group. 
Those accused include former Equiticorp 
chairman Allan Hawkins and deputy 
chairman Grant Adams. They face 
charges of fraud and conspiracy to de- 
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fraud involving a total of NZ$440 million 
(US$266 million). Hawkins called the alle- 
gations “fantasy.” 

The charges follow civil writs involvin 
NZ$564 million that have been. pepe: j 
against 17 individuals and firms by the 
statutory managers now winding up the 
labyrinthine affairs of the group. Equi- 
ticorp, which once numbered around 100 
companies with a high-profile presence 
in Australia, Hongkong and Britain, col- 
lapsed in early 1989. Its 40, 000 sharehold- 
ers will get nothing. 

New Zealand's record ` on investigat- 
ing corporate crime is uninspiring, with. 
the country's law and enforcement ; ager 








ket-watching system to tighten surveillance 
of stock trades. 

The average Australian has generally 
been wary of the stockmarket, regarding it 
as a breeding ground for corporate con- 
men, and preferring to concentrate his in- 
vestments in property, fixed-income sec- 
urities and pension funds. But the trail of 
corporate collapses and massive losses by 
small shareholders in companies such as 
Qintex, Hooker, Rothwells, Budget, Linter, 
Northern Star and Interwest has increased 
public anger at the shortcomings in the reg- 
ulatory system. 

Former NCSC head Henry Bosch, an ex- 
businessman, had complained that the 
agency was underfunded, that he was 
hampered by having to work through state 
governments’ corporate-affairs commis- 
sions (which tended to bend to parochial 
political pressures), and that Australia’s 
legal system made it almost impossible to 
convict corporate criminals. 

With state politicians often close to busi- 
ness leaders, there were also doubts about 
the political will to pursue investigations. In 
addition, efforts to craft federal legislation 
on business regulation and set up a 
national corporate watchdog were held up 
for years. State governments were reluctant 
to concede political power, as well as the 
revenue from corporate regulation. 

This impasse has now been broken. The 
NCSC and state corporate-affairs depart- 
ments will be abolished, leaving the ASC as 
the sole supervisor of all Australian com- 
panies. 

It remains to be seen whether asc chief 
Hartnell can reform business behaviour. 
Much will depend on whether the current 
spate of prosecutions results in convictions. 
There is no doubt, however, that Austra- 
lia’s new corporate policeman has already 
severely rattled many businessmen. th 


cies having been criticised as weak. The 
SFO was set up only in 1989 and until a 
staff boost was approved a few weeks 
ago, it was seriously undermanned. 
Promises of law reform have led to 
committee reports but little else. Few 
prosecutions have resulted in convic- 
tions. 

Much more common have been com- 
plex civil actions by receivers against 
former owners and directors. Neverthe- 
less, a growing trickle of minor figures is 
being brought to book; in the past 
month, at least three have been jailed. 

Among the current SFO investigations 
is one into the failed merchant bank, DFC 
New Zealand. And in mid-December, 
the former chairman of bullion dealer 
Goldcorp, together with two other 
people, was committed for trial accused 
of making false statements in promo- 
tional material. 8 Colin James 
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ECONOMIC MONITOR: 





t is no longer a question of “if,” but of 

how hard the economic crisis will hit 

during President Corazon Aquino's 

final year in office before elections are 
due. A macroeconomic programme, 
drafted by the Central Bank and the Na- 
tional Economic and Development Author- 
ity in mid-November and submitted to the 
IMF, forecasts (optimistically) that GNP 
growth will drop from an estimated 3.4% 
this year to 2.5% in 1991 and to 1% in 1992. 
This means that real income for families 
will stagnate for the next two years. 

The Philippine economy faces a re-run 
of the financial crisis that struck in 1983-84. 
The IMF continues to balk at agreeing to ex- 
tend a credit facility that Manila has been 
seeking for months. Without an IMF-stabili- 
sation programme in place, the country will 
not receive US$715 million in already ap- 
proved loans. Donor countries are also de- 
clining to pledge official development as- 
sistance of at least US$2 billion. 

The economy faces two extremely seri- 
ous problems, both of them the conse- 
quence of the previous Marcos govern- 
ments management of its foreign debts, 
but compounded by Aquino. The first is 
the ballooning government deficit, which 
could amount to 260 billion in 1990 and 
P78.5 billion in 1991. This has risen mainly 
because of the huge domestic and foreign 
loans incurred during the Marcos years by 
state financial institutions. 

The government policy of containing in- 
flation by issuing high-yielding Treasury 
bills since 1984 has led to the accumulation 
of P260 billion in domestic debts. As a re- 
sult, the economy has become imprisoned 
in what Central Bank governor Jose Cuisia 
says is a cycle of budget deficits, high in- 
terest rates and higher budget deficits. The 
deficit, however, has been worsened by the 
Aquino government's weakness. It sub- 
sidised domestic oil prices until December 
1990 and raised state employees’ salaries to 
maintain goodwill. It also refused to over- 
haul what is considered to be the most re- 
gressive and inefficient tax structure in 
Asia, to avoid the ire of the better-off. 

The second problem is its parlous exter- 
nal finances, due to high debt-service pay- 
ments (estimated at US$3.9 billion for 1990), 
lacklustre exports and a heavily import-de- 
pendent industrial structure. The trade def- 
icit hit a record high of US$2.9 billion for the 
first nine months of 1990. Imports rose by 
16% to US$8.9 billion compared with the 
same period in 1989, while exports grew by 
only 3.4% to US$6 billion. Foreign investors 
were discouraged by the country's continu- 
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Worse to come 





PHILIPPINES 


ing political and economic instability: net 
foreign investments for the first nine 
months of the year slumped by 46% to 
US$323 million. 

The Aquino government has now be- 
latedly bitten the bullet. The peso was de- 
preciated on 31 October from P25.75 to the 
US dollar to P28. Subsidies on oil products 
were partially lifted on 7 December, result- — i 
ing in an average 40% rise in the price of 
petroleum products. It has announced 
plans for a drastic P25 billion cut in national _ 
government expenditures and for a push to _ 
raise P30 billion worth of tax revenue. Ex- 
cept for a 7% import surcharge, most of the — 
new revenues will have to collected as a re- — 
sult of legislation enacted by a Congress - 
loath to introduce new taxes. y 

Two factors will help tide over the eco- 
nomy. First, overseas workers remitted — 





n 


Philippines GNP 
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US$944 million through official channels — 
in the first nine months of 1990, despite 
the problems in the Middle Eastin August. | 
Second, a vast, mostly rural, underground 
economy. Despite droughts and typhoons, _ 
agriculture posted respectable growth of  - 
4.3% in the third quarter of the year com- 
pared to the same period in 1989. Manufac- 
turers could only manage to expand output 
by 2%. 

Local businessmen surprisingly seem to _ 
have dug in for the long haul. There has — 
been no capital flight on the scale of 1984 — 
85. Domestic investors appear to be biding — 
their time in risk-free vehicles, while being — 
alert for opportunities that may emerge 
from a politically triggered consumption 
boom in the run-up to the May 1992 elec-  - 
tions. m Rigoberto Tiglao a 
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Private firms tipped to finance energy expansion 


Power plays 


By Jayanta Sarkar in Calcutta 


ndia's change of government has left in 
| abeyance the fate of legislation aimed at 

easing the country’s chronic shortage of 
electricity. The legislation, four years in pre- 
paration, aims to encourage privately fi- 
nanced power generation in order to make 
up for the shortcomings of the state sector. 

The bill had been due for debate in the 
winter session of parliament; its future will 
now depend on the programme to be 
adopted by Prime Minister Chandra Shek- 
har, who took office on 10 November after 
the collapse of the administration of V. P. 
Singh. 

Erratic and inadequate electricity sup- 
plies have been a major constraint on 
India’s economic growth. The power short- 
age is around 8-10% of demand, which has 
been artificially depressed by various re- 
strictions on consumers, and rises to 18- 
20% during peak hours. 

Measures adopted under the Eighth 
Five-Year Plan, launched in April, are un- 
likely to help much. The government's 
Central Electricity Authority had sought a 
75% increase in generating capacity, with 
the addition of 48,000 MW of new power 
plants to the existing 64,000 MW in both 
state and private hands. But the govern- 
ment pruned this to 38,300 MW, of which 
only projects totalling about 24,000 MW 
look certain to go ahead. The remaining 
one-third of the projects exist on paper only 
and cannot be ready by 1995, when the 
plan ends. 

This dismal picture reflects the resources 
crunch facing the country, and underlines 
the need to find alternatives to state fund- 
ing. The decision to allow private enterprise 
into the power industry, which, since the 
early days of central planning, had been re- 
served for the public sector, was taken by 
the former administration of Rajiv Gandhi. 
Singh, whose National Party took power 
after Gandhi's defeat at the polls in Novem- 
ber 1989, continued the policy. (The fact 
that Gandhi's Congress Party, which intro- 
duced the proposal, is the main guarantor 
of Chandra Shekhars minority govern- 
ment gives grounds to hope that the policy 
will again survive political changes.) 

India's central government directly runs 
some power companies, such as the Na- 
tional Thermal Power Corp. and National 
Hydroelectric Power Corp., while others 
are administered by state governments 
through the state electricity boards (SEBs), 
which generate power themselves and 





buy supplies from the national agencies. 
The SEBs are in dire financial straits be- 
cause of weak management. They have run 
up debts of billions of rupees for power 
bought from the national power com- 
panies, throwing them into financial dif- 
ficulties, too. New Delhi and most SEBs 
have been reluctant to raise power tariffs 
because of the potential backlash from con- 
sumers already fed up with poor service. 
Although the plan for private-sector par- 
ticipation has yet to take final shape, the 
broad outlines are known. The legislation 
would allow private companies to generate 
power and distribute it directly to consum- 
ers in a particular area, instead of selling it 
to the state agencies, as happens now. Cur- 
rently, only long-established companies 
such as the Calcutta Electric Supply Corp. 
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Bombay control panel: erratic supply. 





(CESC), which distributes power in Calcutta, 
and Tata Power and Bombay Suburban 
Electricity Supply, in Bombay, have these 
kinds of rights. 

Plus, companies producing power for 
their own benefit would be allowed to sell 
excess supplies either to the state networks 
or to other individual consumers. Licences 
to sell power in a particular area would in- 
itially be issued for 30 years and would then 
be renewable for 20-year periods. Clearance 
from India's anti-monopolies commission 
would not be required. 

The scheme would provide for up to a 
15% post-tax return on capital invested, un- 
like the 12% ceiling for SEBs. Any excess or 
shortfall in output would invite a bonus or 
penalty. Some 20% of total project costs 
would have to be funded from equity, at 
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least 1176 of it directly from the promoter. 
Of the balance of 80%, up to half could be 
raised from financial institutions and the 
rest from "other sources." The scheme 
would allow foreign investment, subject to 
India's normal rules. 

Business sources say the package is 
workmanlike, though perhaps rather unex- 
citing. "In a way it contains many of the 
suggestions that we on this side had 
made", says P. B. Ghosh, managing direc- 
tor of CESC. Generally, however, the re- 
sponse so far has been lukewarm. Some 
leading companies, including Tata, Birlas, 
Ambanis, R. P. Goenka and Modis, have 
responded to SEB calls for private-sector par- 
ticipation, but largely with a view to book- 
ing a berth for themselves before others do 
so. Hardly any of the schemes have taken 
concrete shape. 

The permissible 15% return is not 
viewed as greatly attractive. Coal shortages 
make running a power plant fraught with 
hazards and the investing public may not 
respond to fund-raising drives for such 
ventures. “The only positive feature is that 
one does not have to worry about selling 
the product," says one businessman. “The 
market is assured. In other words, it's a 
low-return, low-risk business, and not 
many would regard it as a winning brief." 

Generating capacity in the private sector 
currently stands at only 2,675 MW, or 4.2% 
of the national total, and a vast change is 
unlikely. However, there has been a 
marked swing towards so-called "captive 
generation," which stands at 6,100 MW. 
Every Indian business, from roadside stalls 
to multi-shift steel plants, likes to have its 
own private power supply. 

The trend has picked up as self-genera- 
tion has been found to cost no more — and 
sometimes less — than grid supplies. But 
rising costs and worsening shortages of 
fuels such as petrol and kerosene have 
created new problems. Some companies 
have adopted technologies for converting 
their waste products into fuel. These ap- 
proaches may confirm self-generation as 
the favoured solution for companies as grid 
supplies turn even more erratic. 

The irony is that only minor improve- 
ments in efficiency could help significantly 
towards easing the country's problems. 
Transmission and distribution losses result 
in 22% of generated power being wasted 
due to factors such as old equipment, too 
few sub-stations and poor-quality cables. 
Other sources of loss include theft of power 
by unauthorised withdrawal from the 
mains. 

Meanwhile, there is likely to be a taper- 
ing off of the foreign assistance that has for 
so long underwritten India's power plans. 
With new claimants for aid emerging in 
other parts of the world, India may be 
downgraded. This makes it all the more ur- 
gent for New Delhi to woo the private sec- 
tor. a 
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ANA to purchase Boeing 

and Airbus airliners 

» Japan's All Nippon Airways (ANA) plans 
to solve the problem of whether to 
purchase US or European aircraft for a 
fleet-expansion programme by buying 25 
airliners from Boeing and 10 from Airbus 
Industrie. The EC has campaigned 
strongly for Japan to buy more European 
aircraft, indicating that access to European 
markets for Japanese cars could be 
affected by such a move. Of the 270 planes 
flown by Japan's three air carriers, only 16 
are European-made. ANA will buy 25 
Boeing 777s valued at US$4.1 billion and 10 
Airbus A-340 aircraft valued at up to 
US$1.7 billion. 


Qantas, Air New Zealand 
announce route link-up 


> Qantas has withdrawn its three flights a 
week from the Auckland-Los Angeles 
route and will buy seats on Air New 
Zealand flights on the route, the airlines 
announced on 20 December. In return, Air 
New Zealand will have access to seats on 
Qantas' Sydney-Los Angeles flights, 
effectively giving the New Zealand carrier 
pick-up rights out of Australia. 


IGB offers Berjaya 
stake in Star Publications 


> IGB Corp. on 20 December offered 
Berjaya Corp. an option to buy a 20% 
shareholding in Star Publications, 
publisher of one of Malaysia's largest 
English-language dailies, for M$41.41 
million (US$15.5 million). Berjaya, a 
diversified manufacturer and property 
developer, is part of a group of companies 
in Malaysia controlled by tycoon Vincent 
Tan Chee Yioun. A Berjaya spokesman 
said the purchase would enable the 
company to participate in Malaysia's 
fast-growing news media and advertising 
business. IGB is a major shareholder in 
Star as well as Berjaya's parent Inter-Pacific 
Industrial Group. Star's other substantial 
outside shareholders include Kamunting 
Corp., which owns a 12% stake through 
Multi-Purpose Holdings, and Huaren 
Holdings, an investment arm of the 
Malaysian Chinese Association. 


Truce declared in fight 

over Bumble Bee tuna 

> US environmentalists who had 
launched a damaging media attack and 
boycott of tuna cannery Bumble Bee, 
owned by Thailand's Unicord, have 
agreed to a truce until they can inspect 
company facilities early in 1991. In 
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November, the San Francisco-based Earth 
Island Institute accused Bumble Bee of 
catching tuna by methods that may harm 
dolphins; Unicord claimed the group was 
siding with rival tuna packers. Other 
environmental groups led by Greenpeace 
on 14 December brokered a "cease-fire" 
that will last until Unicord's assertion that 
its methods are "dolphin-safe" can be put 
to the test. 


Moscow trade office 
planned by Taipei 


> Taiwan plans to open a trade office in 
Moscow in January, Taipei's Economic 
Ministry said. The office will be under 
the China External Trade Development 
Council, which has already opened an 
office in Hungary and plans another in 
Yugoslavia. The Moscow office will handle 
only commercial relations and will not 
issue visas. 








Business indicators 


Bank lending growth in the US, - 
Britain, Germany and Japan 


SNf13A N3Hd31S 


Britain (rs) 





ts=Right scale ^— IssLeft scale Source: UBS Phillips & Drew 


Myanmar, Sea Fishers set up 
fishing company in Burma 

> Myanmar Fisheries Enterprise, a 
state-owned Burmese company, and Sea 
Fishers Overseas of Bangladash have set 
up a fishing company in Burma. The new 
concern, Myanmar Sea Fishers Joint- 
Venture Enterprise, will market fish and 
fish products domestically and abroad. 


Regional investment unit 

set up in Singapore 

> Hongkong investors including Cheng 
Yu-tung of New World Group have set up 
a Singaporean venture, Sunnet 
Investments, to invest in Singapore and 
Southeast Asia. It is capitalised at HK$450 
million (US$57.7 million), half from New 
World and the rest from companies and 
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investors associated with United IBV, the 
Hongkong-based investment arm of 
Singapore’s United Overseas Bank. 


EC seeks repatriation aid 

for Vietnamese boat people 

> The EC has asked international aid 
donors to contribute to a US$89 million 
programme for the repatriation of 
Vietnamese boat people in Hongkong and 
Asean countries. It plans to spend US$7.3 
million on the programme in the first half 
of 1991, with more funds to be released 
later in the year. EC officials said the 
programme would allow for the 
repatriation of 80,000 refugees whose 
requests for political asylum have been 
turned down. 


Thai commission accuses 
29 officials of corruption 


> Thailand's Counter Corruption 
Commission has accused 29 senior and 
mid-ranking officials of corruption in 
handling lucrative tapioca-export quotas. 
In one of the commission's largest filings, 
it asked that the officials in the Commerce 
and Agriculture ministries, as well as the 
Customs Department, be disciplined for 
falsifying data to help exporters obtain 
quotas for the European market. The state 
was estimated to have lost Baht 100 million 
(US$4 million) because of the corruption. 


Indonesia stops construction 
of hotels on Bali 


> Indonesia's minister for tourism, post 
and telecommunications, Soesilo 
Soedarman, announced that the 
government had halted the construction 
of hotels on Bali Island. Hotel projects 
that already have construction licences 
can proceed, but all other projects have 
been suspended. Critics have complained 
that development on the resort island 
has damaged its religious and cultural 
traditions and is taking a toll on the 
environment. 


Indonesia, Taiwan sign 
investment-guarantee accord 


> Indonesia and Taiwan signed an 
investment-guarantee agreement giving 
Taiwanese investors in Indonesia the same 
protection investors from other countries 
enjoy. Investors from Taiwan, which does 
not have full diplomatic relations with 
Indonesia, have flooded into Indonesia in 
the past three years to escape rising land, 
labour and money costs at home. 
Taiwanese investment in Indonesia is 
believed to total more than US$2 billion. 
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PRICES AND TRENDS 





Previous 3months Year i 
Last sale to 21 Dec. Latest week ago ago 21 Dec. Worth ratet weekt agot agot 
Gold London (2) 380.15 377.35 39775 413.25 Australia dollar 1.2972 1.3055 1.2045 1.2666 
Copper New York (3) Bangladesh* taka 35.85 35.90 36.32 32.10 
Current delivery (Dec.) 112.50 111.20 128.80 102.80 Britain pound 0.5274 0.5181 0.5297 0.6199 
Jan. delivery 111.60 Brunei dollar 1.7335 1.7155 1.766 1.908 
Aluminium London (7) Burma* kyat 5.945 5.92 6.18 6.65 
Current delivery (Dec.) 1570.00 1,520.00 2,100.00 1,620.00 ee Fa Ee Ab den is 
rance E lj 
S i ar 14.91 15.26 15.38 18.59 iendinag seller 7.8005 ced 77808 7900 
5 India rupee 18.1143 18.055 18.0326 16.9162 
mickey (Mar) I 7661 75.65 ^ 6686 Indonesia rupiah 1,895.00 1,891.00 1,863.00 1,795.00 
i Japan yen 135.60 133.10 136.86 143.70 
Rubber Kuala Lumpur (8) Macau* pataca 8.05 8.05 8.05 8.05 
al (Jan) Mes 240.00 19550 227.50 Malaysia dollar 2701 2.67 2.6992 2.7015 
> , Nepal* rupee 24.00 24.00 24.00 24.00 
Jute Dhaka (11) 410.00 410.00 410.00 —— 390.00 NewZealand dollar 1.703 1.6923 1.6088 1.675 
Palm Oil Kuala Lumpur (4) Pakistan rupee 21.8281 21.8281 21.7717 21.2787 
Current delivery (Jan.) 874.00 846.00 67400 646.00 Papua N.G. kina 0.952 0.9447 0.9268 0.8598 
Mar. delivery 880.00 Philippines peso 27.944 28.125 25.88 22.65 
Sugar New York (3) Singapore dollar 1.7335 1.7155 1.766 1.903 
Current delivery (Mar.) 9.67 9.67 10.90 12.76 South Korea won 716.90 717.00 715.20 677.40 
May delivery 9.75 Sri Lanka rupee 39.84 39.849 39.83 39.8801 
Pepper Singapore (9) Switzerland franc 1.297 1.2738 1.2971 1.5528 
Sarawak Asta bik 100% 290.00 271.50 30250 387.50 Taiwan NT dollar 27.125 27.113 27.295 26.05 
Wheat Chicago (5) Thailand baht 25.245 25.155 25.31 25.72 
Current delivery (Mar.) 263.20 253.00 270.20 413.00 WestGermany mark 1.5085 1.4859 1,5575 1.72 
May delivery 269.60 Communist countries: China USS=Rmb 5.2221 HKS-Rmb 0.66995 
Maize Chicago (6) Soviet Union US$=Rouble 0.554 Laos US$=Kip 700.00 
Current delivery (Mar.) 235.20 223.20 225.60 238.40 Vietnam US$-Dong 6,510.00 Cambodia USS-Riel 560.00 
ae 2: s dem Other: SDR1=US$1.41539 ECU1-1.34679  SS1-MS1.55265 
P his fob apnd 270.00 265.00 265.00 315.00 *Officialrate tMiddlerate Source: Telerate for spot rates, Deak for official rates 
OT a 
Curent delivery (Jan) ( wan des ET Currency deposit and bond yields 
Mar: delivery 501.20 Eurocurrency and Asian currency unit deposit rates (%) T 
Cocoa New York (7) 
Current delivery (Mar.) 1,159.00 1,220.00 1,260.00 918.00 1 3 6 12 10 year govt 
May delivery 1,204.00 21 Dec. month months months months bonds yield 
Coffee New York (3) US$ 8.50 8.875 7.625 7.50 8.05 
Current delivery (Mar.) 91.60 94.35 97.50 78.14 Sterling 14.25 13.875 13.25 12.625 10.65 
May delivery 93.90 Yen 8.3125 8.125 7.9375 7.6875 7.06 
Petroleum Swiss Fr. 9.375 9.0625 8.625 8.4375 - 
Sumatran light Tokyo (10) 25.05 29.01 34.90 17.80 Dm 9.625 9.50 9.50 9.50 8.79 
Brent London (10) 27.13 27.15 39.10 18.90 AS 11.375 11.50 11.50 11.5625 12.03 
11. 11. 11. 11. 1 
(1)MS$akg (2)US$anoz (3UScalb (4)M$atonne (5) US¢ a 60 lb bushel d rend eed den eed ef 


(6)USca56Ibbushel (7)USSatonne (8)PSS1,Meakg (9)S$a100kg (10)USSabarrel 
(11) BWD, Chittagong/Mongla, USS a tonne 


tOfferedrate Source: Telerate, Salomon Brothers 


Source: Telerate, International Jute Organisation 





Economic indicators, selected Asian countries 


Australia China Hongkong India Indonesia Japan Malaysia 
Economic Growth % (real) (1) 
1990 -0.5 5 2.3 4(4) 6.5-7.0 43-48 6.5 
1991 2 6 3-4 3.5-4 6.5 3.8 8 
International Reserves (5) 
Latest US$15.61b (Oct) US$26.12b (Aug) n.a. US$2.53b (Oct) US$5.74b (Oct) US$77.25b (Oct) US$8.35b (Jul) 
Year earlier US$13.26b US$14.48b n.a. US$3.86b USS4.60b US$83.30b US$6.58b 
Trade Balance (total merchandise) 
Latest 3 months -USS0.30b(Aug-Oct)  «USS$2.93b(Sept-Nov)  *US$0.68b(Aug-Oct) — -US$0.82b (May-Jul) 4USS0.21b(8)Jun-Aug) ^ -*US$13.63b(Aug-Oct) ^ -USS0.05b (Jun-Aug) 
Previous 3 months +US$0.21b +US$2.48b +US$0.05b -US$0.96b +US$1.03b +US$15.24b -US$0.10b 
Year earlier -US$1.83b +US$0.22b +US$1.57b -US$1.03b +US$1.73b +US$15.34b +US$0.67b 
Exports (6) 
Latest 3 months US$9.82b US$16.79b US$22.83b US$4.33b US$5.67b(8) US$74.85b US$7.28b 
% change previous 3 months +1.5 +6.7 +9.0 -9.0 *0.5 48.2 +7.4 
% change year earlier +4.9 +18.0 +14.3 +16.0 +0.0 +8.3 +10.4 
Imports (7) 
Latest 3 months US$10.12b US$13.86b US$22.15b US$5.15b US$5.46b(8) US$61.23b US$7 33b 
% change previous 3 months 36.9 +4.6 +6.0 -10.0 +18.5 +13.5 +6.6 
% change year earlier -9.6 -1.0 +20.3 +8.1 +38.6 +13.9 +23.7 
Consumer Prices 
Base Jul 80-Jun 81=100 Oct 1989=100 Oct 84-Sept85=100(2) 1982-100 i Apr 88-Mar 89=100 1985=100 1980=100 
Latest 3 months index average 208.9 (Jul-Sept) 103.1(11) (Oct) 144.9 (Aug-Oct) 182.3 (Apr-Jun) 115.5 (Aug-Oct) 107.1 (Jul-Sept) 136.5 (Jul-Sept) 
% change previous 3 months +0.7 n.a. *2.5 +4.0 +3.2 +0.5 -0.2 
% change year earlier +6.0 +3.1 *9.8 +8.1 +9.7 +2.8 +1.9 
Money Supply (3) 
Latest A$197.15b(9) (Sept) Rmb 1,114.94b (Apr-Jun) HK$530.13b (Oct) Rs 2.40t(9) (Aug) Rps 76.91t (Sept) Y 493.05t (Sept) M$80.73b (Aug) 
% change previous month +1.7 -6.8(10) -0.7 40.2 +3.8 +0.9 +2.3 
% change year earlier +12.3 +10.7 +18.3 +17.5 +48.1 +12.0 +31.3 


(1) Official and other estimates of GDP (GNP in Japan) (2) Consumer Price Index A (3) M2 or currency plus bank deposits (4) To March (5) IMF definition of reserves minus gold except for Singapore (6) fob (7) cif 
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a a a Vew York continues to rise uw a Tokyo see-saws, rattled by 
Shevardnadze’s resignation u u w rate cut helps Wellington «== Taipei climbs on 
economic optimism in period ending 21 December aan 
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Morgan Stanley Capital International World Index, 462.4 (21 Dec. '90), down 6.1 


Philippines Singapore South Korea 
5-7 7-9 7.2 

1.5-2.5 5-6 6.3-7 

US$0.90b (Oct) US$26.15b (Aug) US$16.12b (Oct) 
US$0.87b US$18.85b US$17.39b 
-US$1.10b (Aug-Oct) -US$1.71b (Jul-Sept) -US$2.47b (Sept-Nov) 
-USS$0.97b -USS$2.20b -USS0.02b 
-US$0.81b -US$1.05b *USS0.64b 
US$2.11b US$13.23b US$17.39b 
*2.3 49.8 45.9 

*5.6 +14.6 +5.8 

US$3.21b oris 94b US$19.86b 

45.9 *20.8 

*144 i» i 6 +25.8 

1978=100 Sept 87-Aug 88=100 1985=100 
507.7 (Aug-Oct) 106.5 (Jul-Sept) 132.5 (Jul-Sept) 
+2.8 $0.7 *1.9 

+11.4 +3.0 +9.6 
P266.32b(9) (Aug) $$57.67b (Aug) Won 65.14t (Nov) 
-2.7 +1.3 *2.3 

-22.8 *20.1 *19.5 


(8) Including petroleum (9)M3 (10) % change over past 3 months (11) One month 
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Taiwan Thailand 
5.2 9-10 
7 5.5-7.5 
US$68.09b (Sept) US$13.22b (Oct) 
US$73.80b USS$8.83b 
+US$3.94b (Sept-Nov) -USS$1.86b (Jul-Sept) 
*USS$4.03b -USS$2.22b 
+US$3.33b -US$1.30b 
USS$17.87b USS$6.14b 
*34 49.8 
+8.9 +18.9 
US$13.93b USS$8.11b 
+5.0 +3.8 
+6,4 +25.5 
1986=100 1986=100 
110.9 (Jun-Aug) 119.1 (Jul-Sept) 
*1.6 *1.0 
+4,7 +47 
NT$5.94t (Sept) Baht 1,376.7b (Jul) 
+2.1 +1.8 
+11.0 +30.9 

Source: Official statistics 





interest rates (%) 
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Prime interbank interbank interbank 
21 Dec. lending imontht 3monthst 6monthst 
Australia 16.00 12.00 12.03125 11.98438 
Britain 14.00 14.125 13.9375 13.25 
Hongkong 10.00 8.625 8.25 8.125 
Indonesia 23.50 27.50 25.50 25.00 
Japan *8.10 

"8.25 84375 8.23438 8.04688 

Malaysia 725 7.05 7.35 7.75 
New Zealand 16.25 12.00 12.60 12.75 
Philippines 26.00 24.9375 24375 21.8125 
Singapore 725 49375 5.0625 5.3125 
SouthKorea 1116.70 a = * 
Taiwan 10.00 - - - 
Thailand 16.50 16.50 17.25 - 
US 10.00 — 8.6875 8.125 7,8125 


"Longterm  ""Shortterm ttMonetary Stabilisation Bond (1 year) 
fOfferedrate Source: Telerate and Revew Data 
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mbued with the festive spirit, the 
Malaysian Government has an- 
nounced that top executives of Kum- 
: pulan Fima, a 98% state-owned food 
“maker and packager, will be allowed to go 
-ahead with a management buy-out. But the 
decision is drawing unseasonal fire from 
critics who say it is further proof that 
rivatisation of state assets is just a 
mokescreen for "piratisation" by a dub of 
politically well-connected businessmen. 
. Fima chairman Tan Sri Basir Ismail and 
managing director Datuk Mohamed Noor 
smail spearhead the management team al- 
owed to purchase the company at a par 
ralue of M$180 million (US$67.4 million) 
fter assuming liabilities of M$138 million. 
To dinch the deal at such a price is 
learly a coup for Basir, a corporate scion of 
the ruling party. He has been dubbed "Mr 
erywhere" by analysts for his ubiquitous 
e as chairman of everything from the 
state-run oil company Petronas to Roxy 
. Electric Industries and the Malaysian Air- 
port Corp., as well serving on the board of 
a host of other corporations. 
^ Fima, which once had the prime minis- 
^ ter as its chairman, had total assets of 
-M$437 million at March 1989. It owns a 
listed subsidiary, Fima Metal Box, which is 
- the largest canner in Malaysia and serves as 
- the exclusive printer of all government sec- 
-"urity documents, such as revenue stamps. 
.Another Fima subsidiary, United Estate 
- Plantation, is also quoted on the Kuala 
Lumpur Stock Exchange. 
are unavailable, but the parent company's 
otal revenue is expected to exceed M$700 
million this year. Fima Metal Box reported 
that pre-tax profit in the year to 21 March 
1990 slipped 34% to M$9.27 million on turn- 
over of M$192.5 million as the company 
continued to restructure its operations. 
- Some civil servants have been angered 
the sale. They say the government, 
hich holds the company in trust for the 
amiputra — or indigenous Malay — com- 
ity, should have held out for a buyer 
o. was willing to pay a higher price. 
Under official guidelines, according to 
source, enterprises such as Kumpulan 
ma should be spun off to state-run invest- 
ient company Permodalan Nasional Bhd 
NB), which is supposed to coordinate all 
vestments by bumiputra individuals and 
companies, before being sold to the private 
‘sector. PNB is said to have made a compet- 
g offer for Fima, but it was rebuffed in 
wour of the management buy-out. 
| |. Doug Tsuruoka 











Tidings of profit and joy 


Hongkong-listed Semi-Tech (Global) presi- 
dent James Ting may be a visionary when it 
comes to skilfully melding East Asian pro- 
duction with a global distribution network. 
He may also be an ace at self-promotion, 
attracting praise from the local press for 
his young conglomerate and his Young 
Entrepreneur award for 1990. 

But Ting still has a thing or two to learn 
about the responsibilities that come with 
taking the publics money. When Semi- 
Tech’s shares were suspended by the 
Hongkong Stock Exchange (HKSE) on 21 
December, Ting claimed “harassment.” 
Shroff believes it was an overdue come-up- 
pance. 

Ting apparently failed to live up to an 
agreement with the HKSE to disclose what 
Hongkong authorities believe is “price-sen- 
sitive” information relating to Semi-Tech’s 
US-listed subsidiary, SSMC Inc., owner of 
the Singer brand name. 
SSMC had been queried by 
the over-the-counter NAS- 
DAQ after the price of its pre- 
ference shares plummeted 
between 28 November and 4 
December. 

SSMC issued a statement 
on 4 December to NASDAQ 
confirming it would deter 
dividend payments to its 
preference-shareholders be- 
cause uncertainty in the 
Middle East made it prudent 
for the firm to conserve 
cash. Ting asserts that this _ 
information has no bearing. 
on Semi-Tech. 

The | HongkongHisted 
company owns none of the preference 
shares, but possesses 100% of SSMC's com- 
mon stock. Further, SSMC’s most recent 
earnings record had been disclosed in both 
the US and Hongkong, leaving no doubt 
that the company is prospering. 

HKSE officials say they suspended Semi- 
Tech because Ting had failed to make 
ssMc’s 4 December statement public in 
Hongkong by 21 December, as previously 
agreed. He might have received more le- 
niency had he not made a series of state- 
ments that have had an impact on the pub- 
lic perception of Semi-Tech. 

If Ting has not been trying to talk up 
Semi-Tech's languishing share price with 
these statements, then at the very least he 
is unaware of the responsibility that comes 
with a public listing. This would be suffi- 
cient reason for criticism, but Shroff be- 
lieves that Ting owes even more than most 
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Ting: responsibilities. 
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to his shareholders. After all, he has hit | 
them for fresh cash eight times since Semi- | 


Tech was listed in Hongkong in 1987. 
m Jonathan Friedland 


For the past several weeks, Thai Airways. 
International has kept a handful of interna- 
tional suitors running in circles as they 
await the naming of the adviser/underwri- 
ter of the foreign portion of the flag carrier’s 
first public offering. But the Thai board ap- 
pears to have its head in the clouds. 
Even though the airline reportedly has 
drawn up a shortlist of two or three advis- 
ers, it still does not know how much of the 
equity it wants to put up for sale, anywhere 
from 6-15% (111,000-277,500 shares) is the 
range being considered. According to some 
of the proposals, a minimal flotation is en- 
visaged which is aimed at keeping the 
number of shareholders to as little as 300. 
At the moment, the Finance 
Ministry is the firm’s sole 
shareholder. 

| The pricing being consi- 
dered is Baht  20-30,000 
(US$795-1,193) a share, 
‘suggesting a prospective 

| price-earnings ratio in the 8- 
12 times range, comparable 
with the ratio for other air- 
lines in the region. At this 
sort of price, the standard 
board lot of 100 will be way 
beyond the reach of ordi- 
nary investors. 

Shroff cannot see what 
good this will do either for 
the airline or for the technoc- 
rats to whom privatisation is 

the holy grail. With local institutions limited 
in their investment scope by funds and reg- 
ulations, the Baht 3-8 billion issue would 
rely significantly on a foreign tranche. But 
Thai's directors — specifically the military/ 
political component. — want to restrict the 
foreign ownership level. 

The other option is to tap local indi- 
vidual investors. There should be no prob- 
lem finding a couple of hundred rich Thais 
to take up much of the issue, but it would 
be better to multiply the number of shares 
on issue by 10 and divide the offer price by 
the same amount. A share priced in a way 
that would enhance the market's liquidity, 
and which perhaps holds the prospect of 





an immediate capital gain, could help to 
create a new set of investors: one which 
will be an eager participant in future capital 
raising by Thai, and those of other state en- 
terprises. m m Paul Handley 
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Appointment 


United (%} Nations 


Environment Programme 
C0 VACANCY ANNOUNCEMENT ——— 
ED NATIONS ENVIRONMENT PROGRAMME (UNEP) 
CATIONS FOR THE FOLLOWING POST OF DIRECTOR 


iS AND COASTAL AREAS-PROGRAMME ACTIVITY CENTRE 


v/level: D-2, Duty Station: Nairobi 










Entry on Duty: 01 May 1991 


e Oceans and Coastal Areas PAC is responsible for the co-ordination of 
velopment and implementation of UNEP's Regional Seas Programme 
overing 10 geographical regions and involving more than 120 States and 
"territories 






Functions: 

The main functions of the incumbent of the post will be to: 

1. assist the Governments and international organizations to formulate, 
adopt and implement global, regional and national programme for the 

_ protection and management of marine and coastal resources, 
| 2. Co-ordinate the harmonious development of projects implemented or 
. supervised by Oceans and Coastal Areas, Programme Activity Centre 
(OCA/PAC), 

3. liaise with government focal points as well as with co-operating agencies 
and supporting organizations in order to ensure their participation in and 
contribution to the activities co-ordinated by OCA/PAC, 

4. liaise with heads of other organizational units of Headquarters in order to 
ensure interaction and integration of OCA/PAC activities within the pro- 
gramme of UNEP, 
supervise and co-ordinate the work of the staff assigned to OCA/PAC, 
deal with matters relevant to the administration of OCA/PAC, 
represent UNEP at meetings organized as part of OCA/PAC activities or 
at meetings relevant to these activities. 


NOD 


Qualifications: 
Highest University degree in marine sciences. 15 years practical working ex- 
perience in related field, following graduation, 3 or more years with interna- 
tional organisations. Proven skills in co-ordination of multidisciplinary interna- 
tional programmes. Familiarity with UN and with environmental probiems. 
Fluency in English essential and knowledge of French or Spanish desirable. 


Salary plus Post Adjustment (Net per annum) US$ 
At dependency rate: 0-2/1 56,070 + 5,046.30 Post Adjustment 
At single rate: 51,423 + 4,628.07 Post Adjustment 


Plus: 60 days’ paid leave every 2 years, education grant up to $6,750 per 
child per academic year for expatriate candidates. Duty free importation of 
personal car. Deadline for applications: 28 February 1991 | 

Ail applications accompanied by a detailed up-to-date C.V. or UN personal 
history form should be addressed to: Chief Recruitment Unit P. O. Box 30552 
NAIROBI, Kenya or Fax No. (2542) 520-711 


* Post Adjustment subject to change according to cost of living fluctuation. 


PLEASE QUOTE VACANCY ANNOUNCEMENT: NA-90-44 


This space is reserved for 
Classified Advertisements 


E . Reservations should be addressed to: 


International Classified Manager 
Far Eastern Economic Review 
^. . GPO Box 160, Hongkong 
< Tel: 8328300 Telex: 62497 REVAD HX 
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Property 






Phuket 
THAILAND 


The developers of Kamala Beach Estate are pleased to an- 
nounce the launch of Phase Two of this exclusive beachfront 
residential resort. One, two and three bedroorn apartments 
are available from 120,000 US$. 
















Cail Mr. William Pinsent of Phuket Land now on 66-76-32 1348. TL 
1154 Kalim, Patong, Phuket, Thailand; Fax 98-76-821207 or 66-76-219812.. 















Hotel & Accommodation 










THE COBURG HOTEL | 

overlooking Hyde Park 
now exquisitely refurbished 

with every modern convenience 


SPECIAL RE-OPENING OFFER | 


Single - £72.50 + VAT 
Double/twin - £95.00 + VAT 
(Inclusive of full English Breakfast) 
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Mr. Sanford W, Friedtmri: 
Honolulu, Hawai 96801 USA. 
FAX: BÜB-533-1108; Tele: ( 
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129 Bayswater Road | 
LONDON We 4RJ Tel - 071 221 2217 | 
Fax 071 229 0557. | 
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The Review Publishing Company Limited is now publ 
quarterly index which détails by country, subject and dat 
thing that has appeared in the Review. 


The index is available on a quarterly basis. Subscribe now an 
quarterly index will be sent to you automatically as soon. 
comes available. A vital research tool, the Review index w 
hours of needless searching for information. ORDER Y | 
TODAY! Only HK$290 (US$37.50) for 4 quarterly issues. Just con. 
plete the coupon below and send with your payment. 
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The Circulation Department, 


Review Publishing Company Limited 
0, Hongkong 





GPO BOX 16 


Limited QUARTERLY INDEX. ! enclose HK$290/US$3: 
(or its equivalent in local currency) in payment. 





Name: 
Address: 
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RESEARCH 


AND 


INNOVATION 


Putting rice on the ‘map’ 


apan is poised to become a world 
leader in rice genetics research. At the 
National Institute for Agrobiological 
Resources in Tsukuba, the “science 
city” near Tokyo, researchers are gearing 
up to map the entire genetic endowment of 
rice, scientifically known as its genome. It is 
an example of the type of scientific leader- 
ship that Japan may offer in the future. 

Japan’s Ministry of Agriculture, Forestry 
and Fisheries (Maff) plans to begin the 
10-year project in 1991. A team of 30 re- 
searchers will chemically snip rice DNA and 
reassemble the overlapping fragments, a 
process called "chromosome walking”; 
| they will identify about a thousand DNA 
“signposts” along the rice genome. The re- 
sulting “map” will be like a detailed satellite 
photograph, leaving the discovery and ex- 
ploration of specific gene sites to ground 
travellers. Maff's project will also place in 
sequence agriculturally important genes; 
that is, decipher the instructions in their 
biochemical building blocks. 

According to Jerome Miksche, a scientist 
with the US Department of Agriculture, the 
rice genome project could mark the begin- 
ning of a more equitable contribution to in- 
ternational science from Japan. While the 
Japanese will spend less than other coun- 
tries on their genome-mapping efforts, they 
are spearheading a large basic science pro- 
ject. The project will help to advance plant 
science, which has long been superseded 
by research into human physiology. 

Plants, for example, offer an alternative 
model to study cell proliferation and organ 
differentiation, a riddle facing modern bio- 
logy. Unlike animals, plants are apparently 
totipotent: cell tissues can grow into an en- 


am tirely new plant, even after they have dif- 


ferentiated into an organ. If genetic me- 
chanisms of this process can be under- 
stood, it could help to explain the em- 
bryological development of animals and 
perhaps improve human gene therapy. But 
that is only the beginning of the project's 
applications. 

Plant science still lags behind the tech- 
nology of genetic engineering. Researchers 
routinely manipulate plant cells, but they 
cannot accurately predict how transplanted 
and mixed DNA will function. In fact, few 
plant genes have been identified. By micro- 
injecting a mix of tomato genes into a 
potato cell nucleus, for example, one re- 
search team obtained a hybrid with pest re- 
sistance that could not occur in nature. Un- 
fortunately, it failed to grow on a profitable 
scale. Another experimental hybrid, shed- 
ding the nutritional organs of its parents, 


grew cabbage roots and radish leaves, 
again commercially useless. No one knows 
why these traits, and not others, are gene- 
tically expressed. 

Masahiro Nakagahra, joint research co- 
ordinator of the rice genome project, be- 
lieves that Maff researchers could find the 
rice genes that will answer these questions. 
“First,” he said, “we will seek genes that in- 
crease rice yield and nutritional producti- 
vity." One of their models is the "glutin- 
ous" gene, whose properties — stickiness, 
high nutrition and popular taste — may 
someday be transferred to other plant 
species. 





Maff's second criterion for gene searches 
is natural pest resistance. Plant researchers 
now believe that in many cases a single 
"repellant" gene matches a single pest, a 
specificity that makes them easy to identify 
and manipulate. Transplanted into regular 
crops, these genes could enable farmers to 
forgo costly pesticides. They would also 
spare earthworms and other beneficial or- 
ganisms, which frequently fall victim to 
bulk chemical pesticides. 

Eventually, the mass commercialisation 
of these methods could create a customised 
seed market, in which farmers could 
choose crop traits with extraordinary pre- 
cision. Nakagahra envisions, for example, 
the creation of a rice fofu, which would fuse 
the rich soyabean protein with enhanced, 
perhaps even self-fertilising, rice plants. He 
hopes such products will help to solve 
world hunger problems. They could also 
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create great environmental benefits — and 
large profits. The rice genome may provide 
the key to the genetic manipulation of bar- 
ley, wheat, and other cereal-grain crops. 

Many Japanese companies are likely to 
become involved in the project, including 
Kirin Breweries and subsidiaries of the Mit- 
sui and Mitsubishi groups. Maff expects 
them to supply 10 researchers and to foot 
up to half the total bill of US$25 million. De- 
spite the potential advantages of the pro- 
ject, Maff has to push the companies to par- 
ticipate. "They always ask us for help," 
Nakagahra says. "If they want it now, 
they'll have to contribute to the project." 

The companies are disputing what to do 
with the research. While Maff advertises 
the project as a contribution to international 
science, the companies are demanding the 
right to keep all the results to themselves. 

According to Minoru Yamada, a ne- 
gotiator on behalf of Maff, the "rough" map 
— the thousand genetic signposts — may 
be shared openly, but the specific (and 
more valuable) locations of genes will usu- 
ally belong to the companies. Corporations 
may also choose which genes Maff will in- 
vestigate. This solution will probably leave 
everyone dissatisfied: it will be too open for 
some and not enough for others. 

The requirement for corporate participa- 
tion also reveals the continuing weakness 
of Japan's commitment to basic science. 
Some observers believe that "rice politics," 
and not science, finally tilted the balance in 
favour of the project. According to this 
point of view, Maff believes the opening of 
the Japanese rice market is inevitable, and 
wants to be able to argue that it is "doing 
something" for rice farmers. 

Maff will have to entice and coerce 
many of Japan's scientists to participate. 
They fear that the tedious work of “chro- 
mosome walking" will crowd out their own 
research efforts, perhaps for years. The re- 
sult of all this wrangling will be a rigidly 
negotiated yet delicate "consensus." Maff 
will have little room to manoeuvre among 
the competing interests. To already suspi- 
cious foreigners, the Japanese will once 
again appear inflexible and parochial. 

If the rice genome project represents a 
new departure for Japan, it is only a half 
step forward. Narrow bureaucratic politics, 
rather than support for the ideals of sci- 
ence, ultimately governs the programme. If 
the political winds shift, support for Maff 
could evaporate along with public funding. 
That would leave the corporations respon- 
sible for the bills and the scientists out on a 
limb. m Robert Crawford 
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I. you want to enter the Finnish mar- 
ket, all you need to remember is one 
letter, K. 

K is the symbol of the leading 
trade chain in Finland. The constantly 
developing one. 

Our group comprises 2,800 inde- 
pendent Finnish retailers who have 
3,400 stores. In 1989, our sales excee- 
ded 32 billion Finnmarks (9 billion US 
dollars). 

We sell groceries, builders’ and 
agricultural supplies, machinery, home 
electronics, sports goods, clothing, foot- 
wear and other consumer goods. 

For you, K is the channel to the 
Finnish market. For further infor- 
mation, please contact us. 
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Telephone +358-0-1981, telex 124748 
kpk sf, telefax +358-0-655473. 


Satamakatu 3 
00160 HELSINKI 
FINLAND 










“Racing is part of the way of life 


in Hong Kong where on average race- 


days, The Royal Hong Kong Jockey 
Club handles more than 10 million 
transactions — a peak rate of 500 
bets a second. To provide one of the 
world's most sophisticated betting 
services, the Club relies on Digital's 
transaction processing network and 
its own Club-developed software. 
"But the Club is more than a 
racing authority and extremely suc- 
cessful business. It is a non-profit 
company that channels all surplus 
funds to community causes. This year 
alone, over US$100 million will go to 
help the sick, the handicapped, the 


Maj. Gen. Guy H. Watkins, Chief Ean 
The Royal Hong Kong Jockey Club 


homeless and elderly; also to help 
build a new university, new public 
parks and new leisure facilities. 

“Without Digital’s computer 
network, the Club could not achieve 
its transaction requirements. More 
transactions mean increased revenue 
which, in turn, means more to benefit 
the people of Hong Kong.” 


The rewards of working together. 
Digital’s approach to transaction 
processing means everyone can now 
have ready access to a large volume of 
information that is always up-to-date. 
With this ability to share infor- 


mation, Digital gives you an elegantly 


© Digital Equipment Corporation 1989. The Digital logo and Digital has it now are trademarks of Digital Equipment Corporation. 


. Never before. 
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“With a sc ui 
DIO cessing network 
from Digital, The tg 


Hong Kong Jock ey 
Club helps community 


charities finish 


in the money.” 









simple way for your people to work 
together more productively, more 
creatively, more efficiently, more 
competitively. 

To learn more, write to Digital 
Equipment Hong Kong Ltd., 19-21/F 
Fleet House, 38 Gloucester Road, 
Wanchai, Hong Kong, or Digital Equip- 
ment Corporation Japan, Sunshine 60, 
P.O. Box 1135, 1-1, Higashi Ikebukuro 
3-chome, Toshima-ku, Tokyo 170, Japan, 
or Digital Equipment Corporation Pty., 
Ltd., Northern Tower, Chatswood Plaza, 
Railway St., P.O. Box 384, Chatswood, 


New South Wales 2067, Australia. 


A-way to work together like 


Digital 
has 
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HOW LONG IS LONG TERM? 


The answer is another question: how 
long do you need us for? Because, unlike 
other banks, The Long-Term Credit Bank of 
Japan will follow your business through 
from start to finish, until all your plans are 
successfully realized. 

Thats a policy that has helped us 


become one of the world’s top 20 wholesale 
banks with over 60 offices around the globe. 
We were originally established in 1952 
to ensure a steady flow of long-term funds 
for industrial growth. 
Now we've expanded to operate in 
Long-Term Corporate Financing, Merchant 


(Quca 





Banking Services such as Project Finance, 
Mergers and Acquisitions, Leasing, and 
Investment Advisory Services, as well 
as a full range of additional Banking 
Services. 

Why not get in touch with LTCB and find 
out what lengths we'll go to for you? 


The Long-Term Credit Bank of Japan, Limited 


Head Office: 2-4, Otemachi 1-chome, Chiyoda-ku, Tokyo 100. Tel: (03) 3211-5111 


Telex: J24308 


à Branches: Hong Kong (5) 285670, Singapore 535-9633  Subsidiaries: LTCB Asia Limited (5) 285670, 
ia LTCB Australia Limited (02) 251-3544, LTCB Merchant Bank (Singapore) Limited 533-8111, 


P.T. Bank LTCB Central Asia (021) 578-2562 
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LETTERS 


Give Bhutan a chance 

James Clad’s article The kukri's edge 
[COVER STORY, 20 Dec. '90] is the first true 
account on the present political unrest Bhu- 
tan is suffering. Other press coverage vastly 
distorted the issue, especially radical Hindu 
newspapers in North India which have 
over the past months heaped propaganda 
on Bhutan. 

The Bhutan People's Party (BPP), consist- 
ing of ethnic Nepalese immigrants hypoc- 
ritically violate the very human rights that 
they purport to fight for. What human right 
is it to extort money and agricultural pro- 
ducts from poor farmers and to kidnap in- 
nocent people? 

The BPP also abuses the cause of demo- 
cracy and uses it as a facade for their actual 
intentions which is — as was stated in one 
of their propaganda tapes — "to liquidate 
the nation [Bhutan] and show them the 
power of the Great Gurkhas." 

Bhutan opened up to the outside world 
only in 1960 and since then has made vast 
socio-political strides. As a student in the 
US for over two years, I have come to ap- 
preciate democracy and realise that such 
democratic institutions as Bhutan's national 
assembly, though young are still vibrant 
and effective. I am confident that given 
time and patience Bhutan's present system 
will eventually evolve into a fully demo- 
cratic one. 

The present government runs on strong 
democratic principles and traditions. We 
are also determined to bequeath to our 
children what our forefathers fiercely de- 
fended — Bhutan’s independence and 
sovereignty. 

We will change but in our own way 
which, in adherence with Buddhist values, 
will occur non-violently. 

Washington TSHERING WANGCHUK 


New idea for poverty 

Ulma Juoro’s article A poverty of ideas on 
the widening gap between the rich and the 
poor in Indonesia [THE 5TH COLUMN, 18 
Oct. '90] is certainly an eye-opener to all 
poor nations. Juoro's assertion that "the 
government [of Indonesia] has to rid itself 
of the belief that the people cannot function 
without strong central direction," is applic- 
able to all nations blessed with intelligent 
human resources. 

In this respect the Tanasaviya' poverty 
alleviation programme launched by Presi- 
dent Ranasinghe Premadasa in Sri Lanka is 
a bold and imaginative step. The allocation 
of funds for productive self-employment 
based on the creditworthiness of human 
talent alone, must stand out in the world as 
a refreshingly new idea on the subject of 
poverty alleviation. 

EDWARD GUNAWARDENE 


'90], dealing with the å activities of Rev. Sun 
Myung Moon, to my surprise and shock, 
my newspaper, The Korea Times-New York, 
was listed among the media operated by 
the Unification Church. MM s 

Your report is wrong; our publication, 
Hankook Ilbo (The Korea Times), is one of the 
leading dailies headquartered in Seoul and 
published in major cities throughout the US 
and Europe. 

The inclusion of our name casts a re- 
grettable uds upon this. newspaper, and 
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even | that its d eda are bar 

areas of this counted and of others itis very 
possible that your publication's mistake will 
cause people to turn their backs upon the 
newspaper causing subscribers to cancel 
and advertisers to HUNE ipn: our news- 


paper. - ANDREW H. OHM 
Publisher, 
New York The Korea Times-New York 


> Apologies to The Korea Times. The infor- 
mation was from a Unification Church publica- 
tion Today's World which apparently mis- 
translated the name. The correct name of the 


Moon-organisation publication is World 
Times. 
Stay at home and wait 


Every Burmese citizen still vividly remem- 
bers the historic day of 8 August 1988. 
Why don’t we try a similar one without 
the bloodshed? The strategy is simple: 
save or borrow money, to buy and store 
dry foods for hard days ahead. At the 
end of a month, draw the salary and then 
stay home for holidays. No street demon- 
stration nor chanting slogans is needed. 
Just stay home and relax until SLORC. col- 
lapses. e 
Once we all stay home, everythin 

stop, but no anarchy nor killing can take 
place. Just ignore SLORC'S demands, warn- 
ings and ultimatums; if we are well pre- 
pared we can survive more than a month, 
but they will not last that long. 
Virginia 
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Correction E 

In And then there were two 1 REVIEW, 22 - 
Nov. '90], it was reported that PT Inti can on 
manufacture 80,000 line units a year for 
Indonesia's digital switching network. The 
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The Year of the 
Sheep does not 
look promising for 
investors. The Gulf 
crisis, the slowing 
US economy, the 
Tokyo stockmarket 
slide, the collapse 
of the Uruguay 
Round of Gatt 
SS} trade talks and the 
uncertain state of the Soviet Union are 
unsettling factors. The REVIEW's annual 
edition of the monthly WHERE TO PUT YOUR 
MONEY report puts these concerns into 
perspective as it examines investment 

. opportunities worldwide. The report 
covers opportunities and pitfalls in equity, 
bonds, currencies, property and 
commodities. Editor Philip Bowring 
analyses the economic trends at work 
today, while international finance editor 
Anthony Rowley looks at investment 
possibilities in bonds and currencies and 
correspondents summarise the prospects 
of individual equity and property 
markets. In addition, securities’ brokers 
pick a selection of stocks, and offbeat 
investments such as Mao-era paraphernalia 
are assessed 26 


Regional Affairs 


China : Party Plenum 
Months of debate over proposed reforms 
fizzle out as a limp statement emerges 





INTELLIGENCE 


Voice Projection 

Jakarta human-rights circles were 
surprised by the remarkably frank 
reaction of Japanese diplomats to the 
banning of a play which was to have been 
performed in Japan. Takeshi Komiyama, 
director of the Japanese Cultural Centre in 
Jakarta, told the Indonesian daily Suara 
Karya that contrary to official Indonesian 
reports, the only reason the play — Opera 
Kecoa (Cockroach Opera) by N. Riantiarno 
— could not be staged in Japan was 
because it failed to obtain a permit from 
the Indonesian authorities. In addition, a 
second secretary at the Japanese Embassy 
flatly denied suggestions by Indonesian 
officials that financial reasons lay behind 
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from the 7th Plenum of the communist 
party's central committee, leaving the 
battle between conservatives and 
reformers to continue behind the 
scenes 10 


Reforms fizzle despite Deng (10). 


Foreign Relations : The Spratlys 
Indonesia offers a new initiative on 
resolving South China Sea territorial 
disputes, but China is unlikely to give up 
its sovereignty claims 11 


Taiwan : Politics 

President Lee outlines constitutional 
reforms but hedges on political changes, 
while Prime Minister Hau takes centre 
stage on law-and-order issues 12 


Bangladesh : Campaign Violence 
An upsurge of armed violence 
marks the beginning of the electoral 
campaign 13 


the play’s failure to go to Japan. 

Observers, who said Japanese officials 
rarely comment on issues of domestic 
sensitivity in Indonesia, note Japanese 


diplomats recently began making contact 


with dissident groups in Jakarta and have 
been expressing more concern over the 
human-rights situation in Indonesia. 


Farewell to Arms 
A direct, though minor, impact of the fall 


of Bangladeshi president H. M. Ershad is 


bound to be felt by China. While in 
power, Ershad had visited China every 
year and developed close ties with the 
People’s Liberation Army (PLA). In 
addition to economic aid, China had 
helped rebuild ordnance factories in 
Bangladesh and provided other military 
assistance at so-called “friendship” prices. 
Ershad, who had been planning to raise a 
new infantry division last year, had asked 


the PLA to provide conventional weapons 
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a Vietnam : Health Care 


Hanoi encourages private medical clinics 
to overcome major shortcomings in the 
health system 16 


Philippines : Politics 

Eduardo ‘Danding’ Cojuangco, former 
Marcos associate and President Aquino’s 
cousin, is expected to announce his 
candidacy for the 1992 presidential 
elections soon 17 


Japan : Radicals 

The decline of the formerly powerful 
leftwing student movement reflects the 
transition from radical to conservative 
politics over the past two decades 18 


Foreign Relations : Moscow-Pyongyang 
Ties between Moscow and Pyongyang 
are increasingly strained, with the latest 
row sparked over North Korea’s decision 
to withdraw accreditation from three 
Soviet news organisations 18 


Arts and Society 


Hongkong : Refugees 

The fate of the die-hard Kuomintang 
supporters at Rennies Mill, the Nationalist 
enclave, remains uncertain with the 
approach of 1997 22 


Ladakh : Tribalism 

Windswept Ladakh is being seen by 
tourists as an alternative to Kashmir 
but there too secession rears its 
head 22 


for the new formation. Peking had 
managed to fend off the request 
temporarily, pointing out that Dhaka had 
not fully utilised military credits already 
pledged. However, plans for the new 
division have since been scrapped, and 
China is unlikely to get any orders for 
military equipment from Dhaka until a 
new regime has at least made a start on 
solving the country’s other myriad 
economic problems. 


Cory’s Moles 


The arrest of four alleged saboteurs at 
Basa airbase in central Luzon (see BRIEFING) 
has brought perhaps the first solid 
confirmation that Philippine military 
intelligence has succeeded in placing deep 
penetration agents in the ranks of the 
rebel Reform the Armed Forces 
Movement and the Young Officers 
Union. The REVIEW has learned a trap 
was set for the four on information 
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received from a government agent who 
had infiltrated the underground. 


Poles Apart 
North Korean 
President Kim I 
Sung belatedly sent 
his message of 
congratulation to 
Poland's President- 
elect Lech Walesa on 
9 December, almost 
two weeks after the 
election results but 
pointedly omitted the 
phrase about “reinforcing the traditionally 
friendly relations" between the two 
countries he used in an earlier message of 
ongratulation to Gen. Wojciech Jaruzelski 
ily last year. The chill reflects 

ang's continuing anger over 

w’s opening of relations with 

-as well as its disapproval of 
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Kim li Sung. 
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political and economic reforms intended 
to replace communist doctrine with a 
greater emphasis on free-market policies. 


Foot Dragging 

US cigarette companies have yet to take 
advantage of the opening of the Thai 
market in November because they see the 
local tariff structure too onerous to beat 
the price of smuggled foreign cigarettes. 
Smuggling, meanwhile, continues 
unabated with few complaints, least of all 
from the foreign cigarette producers who 
enjoy an “illegal” 5% market share. 


Future Commodities 

North Korean Premier Yon Hyong-muk 
has succeeded in securing a pledge from 
Peking that China would supply 
increased amounts of crude oil and grain 
to Pyongyang this year. The commitment 
was made during Yon's six-day visit to 
China in late November, sources said. 
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Pyongyang urgently needs both 
commodities as a result of substantially 

reduced supplies from the Soviet Union 
and bad weather, they added. 
















Tipped for Washington 
Although President Corazon Aquino sa 
she has no immediate plans for him, 
sources in the Armed Forces of the 
Philippines’ Camp Aguinaldo 
headquarters believe retiring g chief of staff 
Gen. Renato de Villa is the most likely 
replacement for Emmanuel Pelaez as the 
new Philippine ambassador to 
Washington. Palaez, a former vice- 
president in the Macapagal administ ti T 





years, is apparently anxious’ 
down. The appointment wot 
Villa to be near his wife, who: 
undergoing prolonged cance 
in the US. 




































By Tai Ming Cheung in Peking 


fter months of protracted debate 
over the thrust of economic re- 
forms, China's leaders finally 
- -MÁ.agreed on proposals for drawing 
up the 8th Five-Year Plan and a 10-year de- 
velopment strategy at the 7th Plenum of 
the communist party’s central committee 
held from 25-30 December. 
.. Profound disagreements between re- 
ormist and conservative elements, as well 
S between central and provincial leaders, 
Owever, produced a tame, non-committal 
statement whose rationale was more a 
aper exercise in public unity than a dear- 
cut direction for policies. 
-= Policymakers agreed on the need for 
deepening economic reforms and con- 
_finuing the country's open door policy, 
but there was no consensus on specific 
. mechanisms to achieve this. Although the 
proposal is only a general statement of 
| principles to guide the detailed drafting of 
the plan that is officially left to the State 
. Council to carry out, its meaning was so 
_ vague that "it could easily be interpreted as 
either a manifesto for reform or tighter cen- 
tral control, depending on where you sat," 
said one diplomat. 
— Indeed, the plenum seems to have been 
little more than a sideshow as the real 
truggle to hammer out the main details of 
the plan takes place out of public view. This 
; likely to produce more intense bargaining 
ver the next few months before the final 
ersion of the plan is submitted for ap- 
oval at the next session of the National 
eople’s Congress (NPC), usually slated for 
te March or early April, though this might 
ll be delayed if leaders are still unable to 
on details. 
- The plenum's lack of substance under- 
nes the present paralysis gripping the 
olicymaking process. Reformist and con- 
servative elements have repeatedly clashed 
n the direction of economic policies in re- 
ent years, especially as the rapid growth of 
ie early 1980s has run into the problems of 
rious overheating in the past couple of 
ears. | | 
The purge of party chief and reform 
ampion Zhao Ziyang and his supporters 
June 1989 allowed hardliners opposed to 
an increasingly market-oriented economy 
lo regain the ascendancy temporarily. The 
Sth Party Plenum in November 1989 adopt- 
. an uncompromisingly hardline docu- 




















Jeng’s cameo fails to tilt the delicate balancing act 


olicy in paralysis 


ment calling for greater central planning. 

Since then, however, pro-reformist ele- 
ments have gradually found their voices 
again and have generally managed to hold 
back the conservative backlash. As the 7th 
Plenum reflects, the balance now between 
the different wings appears to be finely 
poised. 

Even the cameo appearance of patriarch 
Deng Xiaoping in Peking during the ple- 
num appears to have had little impact in 
tilting the political stalemate. Deng has 
been rumoured to have resisted efforts in 
recent months to push through a more con- 
servative plan. 

The key priorities in the 8th Five-Year 
Plan and 10-year blueprint focus on boost- 
ing investment in agricultural production, 
infrastructure, and other basic industries; 
reorganising and improving the efficiency 
of the processing industry; and upgrading 
the educational, scientific and technological 








River is one of the new projects included in 
the next plan. Modemisation of national 
defence is also to be stepped up, with a 
greater share of resources being made 
available to boost the development and ac- 
quisition of new weapons, according to 
Sources. 

Other important reforms include the 
need to overhaul enterprises, prices, taxa- 
tion, banking, labour, wages and invest- 
ment. Public ownership, however, con- 
tinues to be stressed. 
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In recent months, Chinese leaders 
have come to accept that price reforms 
are necessary to help ease financial burdens 
on the central government as it tries to 
tackle a budget deficit that threatens to 
get out of control They will proceed 


carefully, however, on cutting price 
subsidies for fear of provoking public 
unrest. 3 


The plan to reform the tax system fo- 
cuses on ensuring that a greater proportion 
of the nation's taxes goes into central rather 
than local coffers. This has proved to be a 
serious bone of contention between Pek- 
ing and the provinces, and was one of 
the reasons behind the delay in opening 
the plenum, which was scheduled for Oc- 
tober. 

Economists say that despite a number of 
major work conferences in the past few 
months between central and provincial 
leaders to try and reach a compromise on 
the sharing of tax revenues, differences 
remain intractable. Consequently, the ple- 
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authorities.” 
While the open door policy was. reaf- 
firmed, the overarching importance of self- 
reliance was also emphasised. "China must 
base economic construction on its own 
efforts. The use of foreign capital and 
technology must go along with the efforts 
to develop China's economy and enhance 
its ability to self-reliance,” the plenum 
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communique spelled out in the starkest 
terms 


There was little mention of the role of 
the special economic zones and coastal re- 
gions, beyond calling for improving their 
management. This suggests that these 
areas will no longer receive the priority 
treatment accorded to them in the 7th Five- 
Year Plan. 

The focus has instead been changed to 
emphasising a product-based investment 
policy, rather than one based on proximity 
to foreign markets. 

The plan calls for continued rectification 
for 1991. If this follows the course of policies 
undertaken in 1990, which saw the govern- 
ment pumping out huge amounts of credit 
just to keep many loss-making state plants 
from closing and maintain an artificial ap- 
pearance of economic growth, it could bring 
the economy to its knees, with inflationary 
and other pressures building up again. 

Indeed, analysts say, the deliberations 
on the plan are largely an academic exercise 
given the more immediate problems of the 
economy. 

While the plenum was vague on eco- 
nomic policy, it was decidedly conservative 
on political reform, calling for expanding 
“socialist democracy with Chinese charac- 
teristics.” Cosmetic changes already hinted 
at by officials include revamping the NPC 
and upgrading the role of the country’s 
nine token democratic parties. 

The importance of promoting socialist 
political education, particularly among party 
cadres, was also stressed. While the need to 
oppose bourgeois liberalisation was reiter- 
ated, analysts noted that this was only re- 
ferred to in passing. 

As an indication of this increased atten- 
tion being paid to orthodox Marxist teach- 
ings, the media has begun to highlight the 
thinking of Mao Zedong again. The docu- 
ment stressed that the death of socialism 
elsewhere in the world had little impact on 
China. 

As expected, no personnel issues were 
addressed. The topic obviously remains too 
sensitive for discussion. A couple of min- 
isterial changes were announced, however, 
at a meeting of the NPC held back to back 
with the plenum. 

Wang Fang, public security minister, 
was replaced by Tao Siju, a former vice- 
minister of public security, and Zheng 
Tuobin, minister of foreign economic rela- 
tions, was also replaced by one of his de- 
puties, Li Langing. 

Wang’s departure is seen as a continua- 
tion of the overhaul of the internal security 
apparatus following its ineffectual perform- 
ance during the 1989 public protests. The 
Public Security Ministry is responsible for 
the police and the paramilitary People’s 
Armed Police. Tao is also believed to have 
taken over Wang’s concurrent post as poli- 
tical commissar of the People’s Armed Po- 
lice. A 
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Indonesia proposes talks on South China Sea 


Maritime hegemony 


By Michael Vatikiotis in Jakarta and 
Tai Ming Cheung in Peking 


ndonesia is leading a new initiative to 
| resolve territorial and sea boundary dis- 

putes in the South China Sea — chief 
among them the various claims on the 
Spratly and Paracel islands. The task in- 
volves knitting together the conflicting in- 
terests of China, Vietnam and the six Asean 
states, in an area increasingly regarded as 
the region’s most volatile flashpoint. 

The Indonesian Foreign Ministry began 
last January by hosting an informal Asean 
workshop in Bali. The next stage, ministry 
sources said, would be to hold another 
meeting, again informally, but this time to 
invite China, Vietnam — and possibly 
Taiwan — to participate. “The idea is to talk 
informally, not to negotiate anything,” a 
senior Jakarta official said. 

During recent visits to both Vietnam 
and China, Indonesian Foreign Minister Ali 
Alatas secured the agreement of officials 
from both countries to attend such a meet- 
ing. But analysts in Peking said if so- 
vereignty was on the agenda, China was 
likely to refuse the invitation. While Alatas 
was publicly floating his proposal, Peking 
reiterated its claim to virtually the whole of 
the South China Sea, in a predictable re- 
sponse to Hanoi's reassertion of its own 
claim to both the Spratlys and the Paracels. 

“The Vietnamese must withdraw from 
the islands and reefs of China’s Nansha 
[Spratlys] islands which it has illegally oc- 
cupied," Chinese Foreign Ministry spokes- 
man Li Zhaoxing said on 27 December. 
China seized the Paracels from the then 
South Vietnamese government in 1974 and 
took a few of the Spratly reefs from Hanoi 
in 1988. Peking claims sovereignty over the 
Spratlys archipelago and has adamantly re- 
fused to entertain competing claims from 
Vietnam, Malaysia and the Philippines. 

Jakarta believes a move on the disputed 
territories is timely. Addressing the January 
workshop, Alatas painted a picture of the 
South China Sea as an arena of potential 
conflict. The expected potential from oil, 
gas and mineral resources in the area is also 
a potent ingredient of conflict. A senior Sin- 
gaporean official recently expressed fears 
that the discovery of major mineral de- 
posits in the area could draw outside pow- 
ers into the dispute. 

Indonesia clearly wants to be the first to 
help defuse the situation, citing its past 
mediation experience in such issues as the 
Cambodian conflict. An Indonesian mili- 
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tary official argued that Indonesia had the 
least interests in the region, and was there- 
fore in the best position to act as a 
mediator. That said, there seems little 
doubt of the Indonesian military's concern 
about Chinese military expansion in the 
South China Sea. 

Indonesia and its neighbours have 
watched the military build-up in the South 
China Sea with growing alarm. There are 
around 200 islands in the area, most of 
them uninhabitable but strategically impor- 
tant. The Paracels, claimed by China and 
Vietnam, are in the north; the main claim- 
ants of the more southerly Spratlys are 
Vietnam, Taiwan, the Philippines, Malay- 
sia and China. 

Singapore has been proposed as a possi- 
ble venue for the s 
regional meeting. i. S 
But Asean dip- e. f. 
lomats say the ini- Fx 3 
tiative is still in its : 
infancy. To begin 
with there is as yet 
no common Asean 
position on the 
South China Sea. 
In addition, the 
Chinese are un- 
likely to commit 
their future in- 
terests in the re- 
gion to any Asean- 
driven framework. 

If the next seminar were to focus on 
non-political issues, including joint deve- 
lopment of the islands, Peking may be will- 
ing to attend, Chinese sources say. Last 
August, Chinese Premier Li Peng for the 
first time hinted that China might be in- 
terested in the idea of joint development 
of the Spratlys while temporarily putting 
aside the question of sovereignty. Among 
the ideas the Chinese are studying is a pro- 
posal for the pullout of military forces. 

By emphasising diplomatic rather than 
military solutions, Peking may be looking 
to defuse growing Southeast Asian con- 
cerns over the build-up of Chinese military 
capabilities. In the past year, Peking has in- 
creased its efforts at improving its diploma- 
tic relations with Southeast Asian states. 
What will ultimately determine the pros- 
pects for a resolution of the Spratlys, how- 
ever, is the state of Sino-Vietnamese rela- 
tions, Chinese officials said. A thaw is now 
under way, but it remains tentative and 
hinges on a satisfactory settlement to the 
protracted Cambodian conflict. E 
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y Julian Baum in Taipei 


timer trenes tie rrt mmm metn e AA erii bia antri tthe e em t aana taba s 


aiwan is entering another year of 
high political tension as the Kuomin- 
ML tang (KMT) tries to engineer a transi- 
ion to democracy which neither violates 
constitutional procedures nor endangers its 
one-party rule. 

- In a Constitution Day speech on 25 
December, President Lee Teng-hui an- 
ounced a two-step process for constitu- 
onal reform and reconfirmed his timetable 
o implement the changes by mid-1992. He 
also reiterated his intention to lift before 
‘May emergency provisions which have 
_kept Taiwan in a technical state of war with 
‘the communist government in Peking. 
But Lee has refrained from announcing 
What political reforms he favours and the 
process itself has been widely 
ebated within the KMr. The 
freewheeling debate at a na- 
«tional conference which met 
last summer to discuss the is- 
ues has given way to back- 
toom decision-making, leaving 
unresolved questions about 
the president should be 
ected and how to perpetuate 
KMT's claim to govern all of 
‘hina through legislative rep- 
resentation. 

.. According to the constitu- 
tion, amendments to it should 
be approved by the national 
ssembly, a body whose other 
nary role is to elect the pre- 
dent. Since most of the as- 
ibly's 693 members have 
ot stood for election since 


iésentatives have been ordered by the 
Court to retire by the end of this year, 
KMT members advocate by-passing 
embly in the early stages of constitu- 
“reform. This could avoid criticism 
the opposition that the reforms lack 
nacy and avert a repeat of the street 
gainst the assembly which rocked 


pei last spring. 





ot, he would be open to criticism from 
MT conservatives that he was violating the 

stitution. At a special meeting in April, 
assembly will be asked to approve a 
stable for their replacement with new 
tions in December, and to take the first 
y: towards reform by abolishing the 
cy provisions. Approval of sub- 


g the show 


stantive changes to the constitution, now 
being drafted by a KMT commission, will 
await the new assembly. 

But Taiwan's day-to-day politics do not 
turn on such lofty matters. Rather, the 
economy, law and order, and the govern- 
ment's general effectiveness at implement- 
ing policy hold public attention. At centre 
stage on these issues has been — not an 
equivocal president as he wrestles with op- 
ponents inside the KMT and studies the 
puzzle of constitutional reform — but the 
strong-man image of his controversial 
Prime Minister Hau Pei-tsun. 

since assuming office last June, the 
former military chief has emerged as an ex- 
pectedly popular leader whose energy and 
resoluteness distinguish him from his pre- 
decessors. He has kept a high public iid 
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with campaigns to fight crime, galvanise 
the administrative machinery of govern- 
ment, and promote a US$200 billion eco- 
nomic development plan which aims to 
bring Taiwan to the level of advanced in- 
dustrialised countries by 2000. 

Since the 7l-year-old Hau began to 
show his decisiveness in making public po- 
licy and intensified an anti-crime campaign 
last summer, his public approval rating has 
remained well above 80%, according to 
Ting Tin-yu, former chairman of the Public 
Opinion Research Foundation. In opinion 
surveys, Hau has consistently outpolled 
Lee and some press commentators say he 
has upstaged the president. 

“Some people worry about Hau’s strong 
leadership,” said Ting. “But a majority are 
tired of a government over the past four or 
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five ye 10 efficiency and lack o 
determination to carry out policy. Hau's ef- 
ficiency and determination are welcome." 

The popular admiration of Hau stands 
in sharp contrast to the violence that 
erupted last May when Lee surprised 
everyone by nominating the former four- 
star general and ex-military chief of staff to 
administer the government. Hau's photo- 
graph appeared on wall-posters outside 
the legislature with Chinese obscenities 
scrawled across his face and anti-Hau pro- 
testers vandalised a hotel and tossed 
Molotov cocktails at riot police in one of the 
most violent political demonstrations in 
Taipei since the 1940s. 

A mainland Chinese from Zhejiang pro- 
vince, Hau is well known for his opposition 
to Taiwan independence and he is closely 
identified with the conservative wing of the 
KMT which openly challenged Lee's presi- 
dential nomination last year. Hau's op 
nents asserted he was illiberal, inflexible 
and lacking in political experience and 
knowledge of economic policy. They ob- 
jected to a military man leading a govern- 
ment committed to shedding the legacy of 
authoritarian rule only three years after 
martial law was lifted. 

If Hau has not entirely won 
over his critics, he has earned 
their grudging respect. His 
cool performance under some- 
times hostile interpolation in 
the legislature has impressed 
and intimidated the opposition 
Democratic Progressive Party 
(DPP), though it has not deter- 
red the opposition from rough 
tactics. 

The ppr’s filibuster of legis- 
lative proceedings to protest 
against an unusually severe 10- 
year jail sentence for indepen- 
dence advocate Huang Hwa, 
has sometimes reduced DPP 
and KMT Eaten ete 
to fist-fights. In one particu- 
lady violent session, the 
speaker called in Taipei city 
policemen while the ruling party broke the 
filibuster and rammed through votes on 
three bills. 

The final session of the year on 28 De- 
cember ended with a free-for-all as opposi- 
tion legislators hurled orange peel and 
smashed furniture while the speaker push- 
ed through the KMr's general clemency 
bill which the DPP had opposed because it 
did not include Huang and those jailed for 
violence during: political protests. In the 
first major political demonstration- since 
Hau took office, some 4,000 marchers 
peacefully protested against Huang's S sen- 
tencing on Christmas Day. 

Whether in opposition “to violence on 
the street or on the floor of the Legislative 
Yuan, Hau’s law-and-order policies have 
set the tone of his premiership and raised 
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questions about his role during the political 
transition of the next several years when 
Taiwan's social peace could become even 
more fragile. 

"People want a stable legislature and a 
stable society," said KMT legislator Yok Mu- 
ming. “But who will lead them? They ex- 
pect Hau will lead them." Yok and other 
Hau supporters in the legislature discount 
his becoming a strongman in the tradition 
of the late Chiang Kai-shek. Taiwan is be- 
coming democratic, they say, and even 
Hau cannot turn back the clock. 

But some academics argue that political 
tension could increase under certain cir- 
cumstances and open the way for Hau to 
assert his leadership with less restraint. 
Such circumstances could include an in- 
creased military threat from Peking, a more 
aggressive Taiwan independence move- 
ment, or a general breakdown in relations 
between the KMT and DPP, said National 
Taiwan University's Yang Kuo-shu. 

“Its premature to say that Hau is 
only a transitional figure, said Yang, 
a social psychology professor who led 
a university faculty campaign last May to 
oppose Hau's nomination. Yang insisted 
that the concerns of more than 1,000 uni- 
versity teachers who signed a petition op- 
posing Hau's nomination remain justified. 
“We were right six months ago," Yang 
said. “Hau does not have a broad 
political, economic or social perspective. 
What ideals does he have for Taiwan's fu- 
ture?” 

If there is ambivalence about Hau's 
strong leadership, it is not apparent in 
Taiwan's business community, which is 
especially concerned about the law and 
order problem. A Gallup poll taken in early 
December showed that 90% of business- 
men from small and medium-sized com- 
panies approved of Hau’s anti-crime efforts 
and 80% said that social order had im- 
proved since he took office in June. But 
55% were still dissatisfied with the current 
order and nearly two-thirds said they wor- 
ried about being kidnapped or robbed. 

Hau recently commended the police for 
the prompt arrest of five suspects in a kid- 
napping case that has underscored such 
worries. The kidnap victim, Wu Tung- 
liang, was the son of the founder of 
Taiwan's third-largest conglomerate, Shin 
Kong Synthetic Fibre Co. Police captured 
the leading suspect, a 28-year-old univer- 
sity graduate named Hu Guang-Pao, only 
three days after he and others released Wu 
unharmed on payment of NT$100 million 
(US$3.7 million). Wu's kidnapper was a 
mass communications graduate and upon 
his arrest told reporters his group had also 
targeted a member of the legislature who is 
the son of another Taiwan tycoon. Hu said 
he resented the unfair distribution of 
wealth in Taiwan and friends said he was 
having trouble helping his girlfriend meet 
mortgage payments on a new house. m 
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BANGLADESH 


Election campaign starts off with violence 


Arms in wrong hands 


By S. Kamaluddin in Dhaka 


ven as political parties begin choos- 
E ing their candidates for the 27 Feb- 

ruary general elections, the spectre 
of campaign violence has raised its ugly 
head. Party leaders are busy arranging 
campaign finances and fine-tuning their 
election manifestos, but their hot-headed 
followers appear to be flexing their muscles 
for street fights. 

Sheikh Hasina, leader of the Awami 
League, the country's premier political 
party, has promised to follow the ideals 
laid down by her father, the late president 
Sheikh Mujibur Rahman. Khaleda Zia, 
widow of late president Ziaur Rahman and 
leader of the Bangladesh Nationalist Party 
(BNP), has reiterated her husband's deve- 
lopment policies. But both have also had to 
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Sheikh Hasina: urging peaceful polls. 
publicly urge their followers to shun vio- 
lence and help the caretaker government to 
hold “free and fair” elections. Observers be- 
lieve that unless the authorities are able to 
recover the large number of illegal arms in 
the hands of the activists of most political 
parties, the prospects of peaceful polling 
are remote. 

In early December, soon after taking 
over power from the ousted president 
H. M. Ershad, the interim regime promul- 
gated an ordinance requiring all those in 
possession of unlicensed arms to surrender 
them. But by 26 December, the deadline 
for handing in such weapons, only a little 
more than 300 arms and some ammuni- 
tion had been turned over the police. The 
caretaker regime has also announced cash 
rewards to any information leading to re- 
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covery of illegal arms and stiff jail terms for 
the holders of such weapons. But whether 
these measures will have the desired effect 
remains uncertain. 

Instead, the authorities got a taste of 
things to come. At a year-end rally in 
Dhaka, supporters of the Awami League 
clashed with those of the rival Freedom 
Party, even as senior leaders of both parties 
looked on. The Freedom Party has been 
formed by the leaders of the August 1975 
coup in which then president Mujib was 
murdered. Inevitably, there were charges 
and countercharges as to who provoked 
the recent clash. Activists of the BNP have 
also come to blows with those of the 
Awami League in several places outside the 
capital in recent weeks. 

The leaders of All Party Student Unity, 
who played a crucial role in toppling 
the Ershad regime last month, have urged 
the government to take strong action 
against hooliganism and anarchy. But unity 
among students has proved to be fragile. 
On New Year's eve, two armed youths, 
probably belonging to a rival student 
union, attempted to murder Amanullah 
Aman — a prominent student leader of 
Dhaka University. Aman escaped unhurt, 
but the incident highlighted how volatile 
the situation in the Dhaka campus has be- 
come. 

Similar clashes between the activists of 
Islamic Chatra Shibir — the student front of 
the fundamentalist Jamaat-e-Islam — and 
the student bodies of anti-Jamaat parties 
took place in a number of places, killing 
two and injuring many others. A Dhaka- 
based observer told the REVIEW that such 
incidents may force further political polari- 
sation even before the February polls and 
may influence the formation of new politi- 
cal alliances. 

The country's jails have not been im- 
mune to the socio-political unrest in the 
country. Rioting in the Dhaka Central Jail 
following an attempt by the prisoners to es- 
cape late last month resulted in four deaths 
when the police opened fire on the in- 
mates. This was quickly followed by a simi- 
lar incident in a Chittagong prison on 1 Jan- 
uary, when two inmates were shot dead by 
the police. The Dhaka prisoners believed 
that with the toppling of the Ershad gov- 
ernment, the prisoners, especially those 
who were convicted by martial law courts, 
should be freed. Some leftwing political pri- 
soners who felt that the new government 
should announce some kind of amnesty, 
seem to have provoked the jail riots. #& 
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South Korea’s President 
Roh reshuffles cabinet 


P South Korea's President Roh Tae Woo, 
anticipating a series of crucial elections 
over the next three years, tightened his 
control over the administration in a 27 
December cabinet reshuffle by appointing 
his chief of staff Ro Jai Bong as prime 
minister to replace veteran diplomat Kang 
Young Hoon. Ro, a 54-year-old academic 
with little experience in government, has 
gained a reputation for stirring up 
controversy with statements belittling the 
role of parliamentary figures. Other 
changes in the extensive reshuffle involved 
moving personnel in 10 politically sensitive 
posts. Foreign Minister Choi Ho Joong has 
been elevated to the newly created second 
deputy premiership, formed to deal with 
North-South talks, and has been replaced 
by Lee Sang Ok, a career diplomat. A key 


. change on the economic side involved the 


replacement of Park Pil Soo as trade and 
industry minister, under whose 
stewardship trade frictions with the US 
worsened. He has been replaced by Lee 
Bong Suh, a former energy minister said to 
be well connected in Washington. 


Taiwan set to free Henry 
Liu’s jailed killers 


_ & Taiwan released 5,567 prisoners on 1 


January under a clemency law 
commemorating the 80th anniversary of 


the founding of the Republic of China. 


Several thousand more prisoners are 
expected to be freed in the next few 
months as their prison sentences are 
reduced and they become eligible for 
parole. The second category of prisoners 
include the trio sentenced to life 
imprisonment for the murder of the 
Chinese-American writer Henry Liu in San 
Francisco during October 1984. The three, 
former director of military intelligence, 
Vice-Adm. Wong Hsi-ling, leader of the 
Bamboo Union gang, Chen Chi-li and 
fellow gang member Wu Tunn, had their 
life terms commuted to 15 years under a 
previous act of clemency. i 


Apparent sabotage attempt 


foiled in Philippines 


P Philippine air force security personnel 
foiled what they said was an attempt by a 
renegade army captain and three other 
men to blow up fighter aircraft and fuel 
dumps at Basa airbase in central Luzon. 
The intruders, posing as guests at a 
Christmas party for airmen’s families, were 


arrested on the base on 21 December with 


nine bundles of dynamite and a bag of 
drug-laced beef stew. One of the suspects, 
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Capt. Reynaldo Ordonez, had only 
recently been sentenced in absentia to a 
heavy jail term for his involvement in the 
August 1987 coup attempt. Although there 
was little other evidence to substantiate it, 
authorities claimed the attack would have 
been the signal for a new revolt against 
President Corazon Aquino's government. 


Soviet-Japan meeting off 

after Shevardnadze resigns 

> A planned early January meeting in 
Moscow between Japan's Foreign Minister 
Taro Nakayama and Soviet Foreign 
Minister Eduard Shevardnadze has been 
postponed following Shevardnadze's 
resignation announcement. The Japanese 
Foreign Ministry said on 26 December the 
postponement had been agreed after talks 
between officials from both sides and a 
date for a future visit would be worked out 
through diplomatic channels. Nakayama 
had been due to visit Moscow from 2-5 
January to prepare for the planned visit to 
Japan by Soviet President Mikhail 
Gorbachov in spring 1991. The two 
countries' foreign ministers were to have 
met last month, but the meeting was 
postponed at the request of the Japanese. 


Social indicators 


Hospital services in Asean: 
populat 
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Sri Lanka’s Tamil Tigers 
call unilateral ceasefire 


> A unilateral ceasefire called by the 
Liberation Tigers of Tamil Eelam (LTTE), the 
main Tamil separatist guerilla group, on 1 
January has halted — if only temporarily 
— six months of often intense fighting 
between government forces and the LTTE. 
Colombo, with the memory of the LTTE's 
surprise offensive against government 
forces on 11 June 1990 that ended 14 
months of peace talks still fresh, reacted 
cautiously by saying the “genuineness” of 
the LTTE's initiative must be closely 
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assessed. Nevertheless, government 
offensive operations against the LTTE have 
been suspended and President Ranasinghe 
Premadasa has consulted all political 
parties on the surprise move, which 
follows pressure from New Delhi on the 
Tamil Nadu government to act against the 
LTTE operating from the state. Fighting 
since June 1990 has claimed more than 
5,000 lives, including nearly 900 troops. 


Former South Korean leader 
Chun ends internal exile 

> Former South 
Korean president 
Chun Doo Hwan 
and his wife ended 
25 months of self- 
imposed internal 
exile at a remote 
Buddhist monastery 
on 30 December and 
returned to their 
private residence in 
Seoul. While the number of supporters 
gathered to welcome Chun back indicated 
he could become at least a symbolic 
rallying point for hardline politicians active 
under his administration, neither he nor 
his supporters have any significant chance 
of making a political comeback in view of 
their widespread unpopularity. The 
government said Chun will receive a 
pension and retain his basic rights as a 
citizen. 





Chun. 


Japanese Government orders 
extensive cabinet shake-up 

> A reshuffle of Japanese Prime Minister 
Toshiki Kaifu's 10-month-old cabinet on 29 
December left the major portfolios in 
foreign affairs and finance — plus the 
position of cabinet secretary — unchanged 
but saw 18 posts in the 21-member cabinet 
reallocated. These include changes in the 
key areas of trade and industry and 
agriculture, which are likely to be at the 
centre of international attention in 1991. 
Eichi Nakao, former director of the 
Economic Planning Agency, becomes 
international trade and industry minister 
while veteran politician Motoji Kondo 
takes over the agriculture portfolio. 
Preserving a "clean" image was one of 
Kaifu's priorities in the shake-up following 
the financial scandals affecting his 
immediate predecessors, and the reshuffle 
maintains virtually the same factional 
balances within the ruling Liberal 
Democratic Party as existed under the 
former cabinet. Former actress Akiko Santo 
becomes the only woman member of the 
cabinet, taking over as director-general of 
the Science and Technology Agency. 
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VIETNAM 


Prwate clinics introduced for flagging health system 


The cost of care 





By Murray Hiebert in Hanoi and 
Ho Chi Minh City 


anoi's Ly Nam De Street, often re- 

ferred to as "army street" because 

of its concentration of military of- 
fices and housing for officers' families, is 
rapidly gaining a new reputation for its 
quality private health care. In the past few 
months, five private clinics have opened for 
business along this crowded street in the 
capital of Vietnam, whose ruling com- 
munist party long held free, state-supplied 
medical care as a central plank of its domes- 
tic policy. 

The hundreds of private medical 
facilities which have opened across the 
country in the past year are part of a series 
of reforms instituted by the Vietnamese 
Government to breathe new life into a de- 
teriorating health system which 
is suffering from shortages of 
medicine and declining morale 
among its doctors and nurses. 

Some of the small private clinics 
are run by people like Le Van 
Hien, a 65-year-old doctor, who re- 
cently retired after serving in the 
army for 40 years, including a stint 
with Vietnamese troops in Cam- 
bodia. Others are known as “after 
hours” clinics because they are 
staffed by doctors who first put in 
eight hours in government hospi- 
tals. Both types of clinics require li- 
cences to operate and the Ministry 
of Health has set maximum fees 
which they can charge patients. 

“Two kinds of people come to 
see me,” said Hien, who examines 
patients on a couch in the living 
room of his tiny house in an army officers 
compound just off Ly Nam De Street. 
“Some people have gone to a state hospital 
but didn’t get good service, so they come 
here to get diagnosed,” he said. “Others 
don’t want to travel so far from their 
homes.” 

Most medical experts give Vietnam’s 
communist government high marks for its 
success in improving health care after the 
deféat of French colonial rule in 1954, when 
the country had only 51 doctors to serve a 
population of about 20 million people. It 
mounted a mass vaccination campaign 
against epidemic diseases such as typhoid 
and cholera, and urged people to dig lat- 
rines and wells, drink boiled water and im- 
prove village hygiene and sanitation. Hanoi 
began training large numbers of health 
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workers, and by 1965 roughly two-thirds of 
the villages in the northern provinces had 
trained assistant doctors. 

Today's health care crisis began not long 
after the communist north's victory over 
the US-backed south in 1975. Within four 
years, the country faced severe food short- 
ages and its economy was on the brink of 
collapse because of the party's rapid drive 
to implement socialism and the cut-off in 
foreign aid following Hanoi's 1979 invasion 
of Cambodia. 

The country's economy has improved 
since free-market reforms were introduced 
in 1986, but health care has continued to 
suffer due to shortages of medicine and 
foreign exchange with which to import 
supplies. The southern capital Ho Chi 
Minh City, the best-supplied area of the 
country, has two drug factories — joint 
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ventures with Roussel and Rhone Polenc 
from France — which produce about 40% 
of the city’s needs, according to Duong 
Quang Trung, the city’s director of health 
services. 

The city imports medicines worth US$5 
million, but this is only a fraction of the 
US$80 million imported by the US-backed 
southern government in the early 1970s, 
Trung said. He estimates that the nearly 
2 million overseas Vietnamese, most of 
whom had fled the country since the com- 
munist victory 15 years ago, send their 
families back home another US$15-20 mil- 
lion worth of medicines each year. Most of 
these drugs are sold to the city’s 1,300 
licensed private pharmacies, whose num- 
bers have exploded since they were 
legalised in 1989. 
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Hanoi's Ministry of Health has achieved 
impressive results in the past three decades 
by establishing over 9,000 communal health 
stations throughout the country and train- 
ing over 23,000 doctors, or about 3.4 per 
10,000 people compared to an average of 
1.8 per 10,000 in other low-income coun- 
tries. But foreign observers claimed these 
figures were misleading: few health work- 
ers are at their jobs full time and many 
of the local clinics are empty shells with 
meagre medical supplies, limited budgets, 
high rates of staff absenteeism and few pa- 
tients. 

The Phuoc Long health station, located 
about 10 km east of Ho Chi Minh City, has 
a staff of eight trained medical workers, but 
only treats an average of 10 patients a day, 
according to its director Le Minh Ky. Ky 
said most of his staff have to supplement 
their salaries of roughly Dong 50,000 (about 
US$7) a month by setting up small shops, 
raising pigs or farming. 

"If you go to a health clinic in a com- 
mune you have to make an appointment in 
advance or else nobody will be there," said 
Nguyen Thi Ngoc Phuong, director of the 
Tu Du Women's Hospital in Ho Chi Minh 
City. "The staff spend one or two hours in 
the clinic each day and then they go 
to the rice fields to raise money to 
feed their families." 

"Vietnam's health system is great 
on paper — there are health stations 
in most communes and there are 
personnel in place," said one foreign 
relief official who provides aid to the 
health sector. "But there's a serious 
lack of basic medical supplies. If 
dinics have nothing to offer, people 
don't expect anything and stop com- 
ing” 
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Health care services in poor, re- 
mote areas of the country are even 
more limited than those in urban 
areas. A women’s health survey 
conducted by the Swedish Interna- 
tional Development Agency (SIDA) 
in 1989 in Ha Tuyen province, along 
the Chinese border, found that 76% 
of farming women and 40% of women 
working in forestry had not gone anywhere 
for health treatment the last time they were 
ill. More than two-thirds of the women said 
they had to travel more than one hour for 
ante-natal care. 

The government's legalisation of private 
health care was an attempt to resuscitate 
the country’s flagging medical system. 
“The advantage of the new regulation is 
that it allows us to set up a network of first 
aid health care in many neighbourhoods,” 
said Nguyen Ba Kinh, the head surgeon at 
Bach Mai Hospital, the capital’s largest 
medical facility. 

But Kinh said he was worried that the 
policy change would cause further deterio- 
ration of services in state hospitals, be- 
cause doctors would leave their govern- 
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ment jobs early and put more energy into 
private practices, where in a few hours they 
could earn two or three times their state 
salaries. 

The government has also introduced a 
system of hospital fees in an effort to sup- 
plement its health budget, which is esti- 
mated at US$142 million, roughly 3.7% of 
total state spending or just over US$2 per 
person, according to a January 1990 eco- 
nomic report prepared by the UN Develop- 
ment Programme and Vietnam’s State Plan- 
ning Committee. 

The fees are low — a normal birth in 
Ho Chi Minh City costs Dong 5,000 and 
stomach surgery in Hanoi costs Dong 
30,000 — and several categories of people, 
including civil servants and war veterans, 
are exempted from paying. But the new 
charges have contributed to hospital bed 
occupancy rates falling from 100% to 
roughly 60-80% in the past two years, ac- 
cording to Vietnamese doctors and foreign 
medical experts. 

Observers are still uncertain whether 
the introduction of fees is forcing many sick 
people to go without treatment, or whether 
they are going to private doctors. “I fear the 
poor will lose access to health care,” said 
Phuong of Tu Du Hospital. 

Fred Abbatt of Britain’s Health Man- 
power Systems, who carried out a study of 
Vietnamese health care for SIDA in 1989, 
concluded that the demands on hospitals 
have also decreased because of the wider 
availability of drugs on the free market, 
the impact of the government's child 
immunisation programme and improving 
nutrition. With assistance from Unicef 
and the UN’s World Health Organisa- 
tion (WHO), Vietnam has launched a mas- 
sive immunisation drive in the past five 
years which increased the immunisation 
coverage for children under one year to 
70% by the end of 1989, according to the 
WHO. 

Although many foreign observers be- 
lieve these figures are overly optimistic, 
they do agree that the government's recent 
efforts to control infectious diseases played 
an important role in reducing infant mortal- 
ity to about 50 per 1,000, according to a 1988 
demographic and health survey conducted 
with assistance from the UN. 

Increasing food production has also con- 
tributed to the decreasing demand for hos- 
pital beds. But while more rice is available, 
the lack of adequate nutrition continues to 
plague a large number of people, according 
to a recent study by Tu Giay, the director of 
the National Institute of Nutrition in Hanoi. 
Giay found the average Vietnamese still 
gets only 1,932 calories per day — or 
roughly 15% less than the WHO-recom- 
mended level of 2,300 — with nearly 25% 
of those surveyed getting less than 1,800 
calories. Roughly half of Vietnam’s children 
are undernourished, with over 14% suffer- 
ing from severe malnutrition. LI 
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PHILIPPINES 


Cojuangco prepares for the 1992 presidential polls 


Ready to run 


By John McBeth in Manila 


uring the so-called “First Quarter 

Storm” demonstrations of 1970, 

University of the Philippines’ Stu- 
dent Council chairman Gerry Barican 
would never have dreamed of becoming a 
political ally of Ferdinand Marcos associate 
and arch-capitalist Eduardo "Danding" 
Cojuangco, the estranged cousin of Presi- 
dent Corazon Aquino. But time and cir- 
cumstances have a strange way of chang- 
ing political perspectives. 

"| didn't sell out, I bought in,” says the 
Harvard-trained lawyer. “I didn’t support 
Danding suddenly. It took me six months 
to be morally certain I was doing the right 
thing. I think we all went through that. We 
all thought the country was in such a mess 
we had to clear the decks, re-think every- 
thing and set aside personal differences.” 

Barican is currently applying to the 
Commission on Elections to register the 
Partido Pilipino (PP), a newly formed party 
which Cojuangco is widely expected to use 
as a vehicle in his bid for the presidency in 
1992. Sources close to him expect he will 
formally announce his candidacy between 
March and May. 

Although he suffered like many others 
under the martial-law regime, Barican 
traces his disillusionment with the Left back 
to 1978, when he and other opposition 
leaders unsuccessfully ran for the newly 
conceived national assembly. He says he 
was disappointed the National Democratic 
Front went back on its word and did not 
support the electoral challenge to Marcos. 

Barican spent the next three years in the 
US, obtaining his master’s degree in law at 
Harvard and then serving as a congres- 
sional fellow with Republican congresswo- 
man Millicent Fenwick. He returned to 
Manila in 1981 to take a job as vice-presi- 
dent for corporate planning with the Bank 
of the Philippine Islands, but later moved 
over to join Ayala International. 

He says he first came into contact with 
Cojuangco in a professional capacity in 
1983 when Ayala’s Enrique Zobel sold his 
shares in the San Miguel Corp. to Marcos’ 
powerful associate — a move that earned 
him the ire of his cousin and fellow share- 
holder Jaime Zobel. Their next meeting was 
to be six years later, after Cojuangco made 
his secretive November 1989 return from 
US exile and the idea to form PP was in its 
planning stage. 

Apart from Barican, who now acts as 
party president, PP's other founders in- 
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cluded political risk analyst Antonio Gat- 
maitan, business consultant Antonio Val- 
dez, a long-time friend of Cojuangco's 
brother Henry, and former beauty queen 
Gemma Cruz. All are members of a circle of 
young professionals known as Group 40, 
which for the past two years has been 
studying ways to get the Philippines back 
on track. 

One indication Cojuangco has finally 
made up his mind to run is the mansion he 
has rented for the next three years in 
Quezon City, near his mother's house. Al- 
though he still declines formal interviews 
with journalists, he now accepts public 
speaking engagements and early in De- 
cember used a Manila business forum to 
deliver his strongest attack yet on the gov- 
ernment's handling of the economy. 

Cojuangco also recently attended a 





meeting in Quezon, a coconut-growing 
province south of Manila, where he spent 
three hours answering a stream of barbed 
questions from hundreds of small farmers 
representing the coconut industry over 
charges that he enriched himself at their ex- 
pense while administering the notorious 
1974-78 coconut levy. 

It was the first time he had directly con- 
fronted the farmers on an issue his oppo- 
nents will almost certainly focus on during 
the presidential campaign. Whether he 
convinced many in the audience of his in- 
nocence is not clear, but aides said he came 
away pleased with the outcome. “I think if 
he can answer these charges he is home 
free," one said. "It is the only area where he 
has to clear his name." 

Cojuangco still faces a series of levy- 


17 










‘civil ch 





‘criminal anc rges, most of 
filed after his from the US 
vere he fled on the same aircraft as Fer- 
and and Imelda Marcos. But those 


around him say he feels they are more a 








he is persisting in legal efforts to lift the 
sequestration on the shares of companies 
he owns. 
= Cojuangco has given no indication 
whom he will choose for a running mate 
for the presidential race. Cebuano senator 
ohn Osmena acknowledges the two have 
n talking, but also agrees they have one 
us difference: the Osmenas are vocal 
ates of federalism, while Cojuangco 
ls such a move could lead to secession 
1 the country's fragmentation. 
Nevertheless, conventional wisdom 
ong political analysts is that any candi- 
e from Luzon will probably select a run- 
mate from either the Visayas or Min- 
- This is based largely on the theory 
aat the vote on the biggest and most 
populous island — particularly in the cor- 
dor between Pangasinan and Laguna — 
ld be badly split, leaving the central 
id southern Philippines as the deciding 
ictor. 














^W ojuangco's greatest support is in the 
Marcos heartland of Northern 

A Luzon, where he is remembered for 
maining loyal to the former president 
itil his death in September 1989. He 
also has a strong following in Pangasinan 
id in the northern part of neighbour- 

g Tarlac, Aquino's home province, 

id also in Negros, Iloilo and parts of 

avao. 

. Elsewhere, whatever backing he can ex- 
pect may depend to a large extent on his 
success in drawing sitting congressmen 
away from the ruling Lakas ng Demok- 
.. ratikong Pilipinas (LDP) and the Liberal and 
Opposition Nacionalista (NP) parties. Be- 
. cause there are still advantages to staying 
with the ruling coalition, most of the major 

litical realignments are not expected to 
come apparent until later in the year or 
rly in 1992. 
Analysts are also still unsure about the 
lidity of claims by estranged vice-presi- 
nt and NP chairman Salvador Laurel that 
opposition Sen. Juan Ponce Enrile and 
angco had agreed there would be only 
e opposition contender. Enrile has al- 
ady declared his candidacy, as has House 
eaker Ramon Mitra, who is seeking to 
1 under the LDP banner. 
PP strategists cannot say how much the 
ming presidential campaign will cost, but 
y estimate they will have to spend P1 
or every P10 spent by the administration 
candidate. "The reso 
tration's dis 

























JAPAN | 


Decline of the extremist Left reflects conservative shift — 


Rout of the 


By Louise do Rosario in Tokyo 


apan's once-powerful radical student 

movement has shrunk into a handful 

of tiny terrorist groups, which pose 
more of a danger to their own members 
from murderous factional infighting, than 
to the social order they rocked in the 1960s 
and 1970s. While the radicals are still able to 
cause a headache for police on occasions 
such as last November's enthronement of 
the emperor, they no longer represent any 
political threat to the establishment. 

The rise and fall of the idealistic mass 
movement reflects Japan's evolution from 
shades of radical politics to overwhelming 
conservatism in the past 20 years. The is- 
sues for which university students once 
took to the streets have become state 
policies or arouse little public interest. The 
radicals won greater control over the run- 
ning of universities, while issues such as 
social welfare are a relatively low priority 
for the generally affluent population. 

The radicals oppose US military bases in 
Japan and daim the US-Japan Security Pact 
is unequal; they are fervently against the 
imperial system and anti-big business, yet 
they have failed to take account of public 
interest in more pressing current issues, 
such as high land prices. In any event, the 
radicals’ tactics and reputation have re- 
sulted in their being rebuffed by citizen 


groups. 






















FOREIGN 


North Korea's recent decision to effec- 
tively close the bureaus of three Pyong- 
yang-based Soviet news organisations fur- 
ther demonstrated the quickening erosion 
of the Pyongyang-Moscow alliance. Ap- 
parently enraged by South Korean Presi- 
dent Roh Tae Woo's mid-December visit 
to Moscow, the North Korean Govern- 
ment stopped accrediting Pyongyang- 
based Soviet correspondents from the 
Tass and Novosti newsagencies and the 
Soviet party's Komsomolskaya Pravda youth 
newspaper. 

Whether this will lead to retaliatory 
measures against Moscow-based corres- 
pondents from North Korea's Rodong 
Shinmun party newspaper and the official 
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radical 

However, those former radicals who re- 
main active believe that the revolution is 
unfinished and still resort to violence on oc- 
casions to attract public attention. During 
the enthronement, they claimed responsi- 
bility for 84 instances of arson, bombing 
and other violent attacks. Leftist activists 
tum out for violent protests whenever the 
police move in to evict dwellers to secure 
land for expansion at Japan's international 
airport at Narita, whose construction has 
been resisted by residents for two decades. 

The estimated 13-14,000 radicals in some 
25-27 groups are mostly in their late 30s and 
40s and tend to work in small firms. The 
groups they belong to have limited incomes 
gleaned from publications and membership 
fees. Most of the radical groups ding to 
Marxism despite the recent changes in the 
socialist world, having no other ideology to 
fall back upon. 

The largest group is the Chukakuha 
(Middle Core Faction), with an estimated 
3,000 members, 500 of whom are operat- 
ing underground, according to police esti- 
mates. Its 400-member guerilla terrorist 
squad, the People’s Revolutionary Army, is 
in charge of planning terrorism and pro- 
ducing small home-made weapons. The 
other major groups are the Kakumaruha 
(Revolutionary Maxists), the Daiyo Inta 
(Fourth International) and the Kaihoha 
(Liberation Faction), each with member- 
ships ranging from 1-4,000. All were former 


RELATIONS 


Detente’s orphan 


Central News Agency remains unclear, 
but the extraordinary development un- 
derscores the strains taking over bilateral 
of South Korea on 30 September. Intelli- 









gence analysts in Seoul al o no | 
signs of strain are spreading elsewhere, 


including once-close military ties. | 

Despite the North's crucial depen- 
dence on the Soviet Union for military 
and. economic aid over the past four dec- 
ades, Radio Pyongyang has recently taken 
to criticising anonymous “revisionists” 
and "reformists," an apparent reference to 
Soviet President Mikhail Gorbachov who 
is urging North Korea to adopt his pere- 
stroika and glasnost policies. In October, 

















members of the now-defunct Zengakuren 
(National Students Association). 

Most operate from a university base, be- 
cause police powers are restricted on the 
campuses. The Chukakuha is well known 
for its stronghold at Hosei University in 
central Tokyo, where former classmates are 
now teachers. Daiyo Inta is active in 
Kyushu University, while Kaihoha oper- 
ates from Meiji University. 


ut the radicals have little appeal to 
B today’s pragmatic Japanese youth. 

“They have approached me to join 
them, but I turned it down, because they 
only know how to destroy and not con- 
struct,” said a student involved in student 
council work. The radical groups have re- 
portedly only 200-300 university student 
members out of the 2.1 million nationwide 
— a far cry from the days when they 
mobilised up to 80% of all university stu- 
dents. 

The origins of Japan’s leftist student 
movement go back to 1918, when the first 
communist-slanted independent student 
body was set up at Tokyo Imperial Univer- 
sity. It remained under the strong influence 
of the Japan Communist Party until a split 
in 1955. Radical university students, un- 
happy that the communist party had re- 
nounced the use of violence, set up their 
own group, Zengakuren. 

Japanese intellectuals over 40 recall with 
nostalgia the “romantic” period of the 1960s 
and 1970s, when idealistic students were 
at the forefront of the leftist movement 
characterised by anti-Americanism and 
anti-big business campaigns. The memora- 
ble events of the age of student power in- 
cluded surrounding the parliament in 1960, 
the 1968-69 “capture” of parts of Tokyo 
University by groups of radical students, 


shortly after an article signed by Soviet 
Foreign Minister Eduard Shevardnadze 
appeared in the newspaper Izvestia ex- 
plaining Moscow’s reasons for normalis- 
ing relations with Seoul, Rodong Shinmun 
ran a sharp article denouncing “[socialist 
countries] lusting for US dollars and 
openly joining in the basic US strategy of 
overthrowing the socialist system in our 
country.” 

President Kim Il Sung has no reason to 
doubt relations could worsen with Gor- 
bachov. The annual naval exercise the two 
countries have held in the September-Oc- 
tober period since 1986 in the Eastern Sea 
off the Korean peninsula is unlikely to be 
held in 1991, according to intelligence re- 
ports, mainly due to Soviet reluctance. 
This exercise was intended to match the 
annual US-South Korean military “Team 
Spirit” manoeuvres, which are designed 
to test the two allies ability to meet a sur- 
prise attack from the North. 


10 JANUARY 1991 


and the frequent battles at 
Narita. 

But the mass student 
movement was marked by 
factionalism from the begin- 
ning. In 1960, when the 
powerful opposition move- 
ment against the US-Japan 
Security Pact began, student 
leaders argued over 
strategies, objectives and 
ideological issues. The Zen- 
gakuren front initially split 
into two groups and had 
fragmented into 10 factions 
by the end of the year. 

Since then, these factions 
have continuously been en- 
gaged in revenge killings, purges and other 
forms of infighting, with former comrades 
turning out to be their most fearful 
enemies. According to one estimate, there 
have been 86 such inter-group murders 
since 1970. As hatred for each other 
mounts, these extremists led an increas- 
ingly secretive life, suspicious of any new- 
comers or outsiders. 

While student activists fought against 
each other and the establishment, the rest 
of the country sought compromises amid 
growing prosperity. Labour unions cooper- 
ated with employers, while most former 
student activists joined big companies or 
the government, as youthful idealism gave 
way to pragmatism. As one university pro- 
fessor commented, Japanese society has 
become increasingly conservative with little 
distinction between traditional leftist and 
rightist political groups. “Extremists have 
no place in this society now: rightwingers 
and leftwingers are social dropouts.” 

However, the extreme Right has been 
having the better time of it recently. The 





Although the Soviets continue to de- 
liver the latest version of MiG29 combat 
aircraft previously ordered by the North, 
the future of military aid is uncertain as 
Moscow now maintains an even-handed 
approach on the Korean question. This 
formal Soviet commitment to a policy 
of detente, and eventual North-South 
reunification, in effect obviates Pyong- 
yang’s 1961 treaties of mutual defence 
with Peking and Moscow. Although their 
joint communique said the Soviet Union's 
treaty with North Korea remained intact, 
the reference appeared to be largely in- 
tended as a signal to Pyongyang that Mos- 
cow still remembered its interests. 

The imminent passing from the politi- 
cal scene of Soviet conservative Prime 
Minister Nikolai Ryzkov could deepen 
Pyongyang’s estrangement, as the ailing 
premier — in addition to KGB chairman 
Krychkov — have been the mainstay of 
North Korea’s dwindling list of influence- 
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Radicals in decline. 


wielders within the 


|» Right is numerically 
stronger, with an estimated 
120,000 members spread 
over 980 groups, many of 
which regularly extort 
money from businessmen 
through harassment at an- 
nual company meetings. In- 
dividual politicans who 
need mass support on sensi- 
tive issues such as the impe- 
rial system and militarism 
also provide financial back- 
ing for the groups. 

Takagi Masayuki, who 
has written several books on 
the subject, said he had 
more sympathy for the left- 
ists because they were at least ideologically 
and not financially motivated. However, 
the increasing use of violence since the 
early 1970s has alienated many supporters 
of the Left. That trend was marked by 
the emergence of the notorious United 
Red Army (Rengo Sekigun) in 1971. Hijack- 
ings, shootings and other terrorist actions 
in Japan, North Korea, the Middle East 
and elsewhere, made world headlines. 
But the violence achieved little politi- 
cally and the police claim that interna- 
tional cooperation has limited the Red 
Army's effective membership to a handful 
of activists. 

Takagi believes these radicals will disap- 
pear in another 10-20 years, though he ex- 
pected they would escalate their violence 
before then. His bigger fear, however, is 
that, while the current generation of stu- 
dents is not interested in leftism, spiritual 
emptiness amid growing affluence might in 
future lead them to embrace virulent 
ultra-nationalist movements and religious 
cults. s 






Kremlin. Radio 


Pyongyang on 21 December gave promi- 
nence to Ryzkov's attack on perestroika, 
while saying nothing about the counter- 
attack from liberal-radicals such as Rus- 
sian President Boris Yeltsin's group. 
However, Kim’s clear identification 
with reactionary forces did not prevent 
him from hurriedly sending an economic 
delegation to the Russian Republic in De- 
cember, apparently to negotiate for oil 
supplies under more lenient terms. North 
Korean officials were told in Moscow early 
last year that starting this month they 
would have to pay for all Soviet imports in 
hard currencies, and the policy of giving a 
“friendship discount” ranging from 50- 
75% on goods, oil and other commodities 
would end. This could further erode the 
country’s foreign-exchange reserves, as 
North Korea often resold some of this oil 
on international markets and pocketed the 
difference. m Shim Jae Hoon 
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uccessive regimes in Bangladesh 
have traded populism, violence 
and repression for gaining absolute 
power. The regimes of late presi- 
ents Sheikh Mujibur Rahman and Ziaur 
ahman — both of them independence 
eroes — met their bloody nemesis in 1975 
and 1981 respectively. In the event, they 
ft behind a grievously fractured polity, an 
ievable economy and an unwhole- 
ome legacy of authoritarianism. 
This legacy gradually rendered civil so- 
and representational politics a virtual 
ate to institutionalised authoritarian 
power that survived its own creators. 
ublic memory nevertheless upholds Mujib 
id Zia in their glories and fatal tempta- 








| Enter antichero Gen. H. M. Ershad, 
0 rode to power in the early 1980s in the 
ne of the military, Allah and the people 
in that order. But in his case the story is 
different, and perhaps the unkindest of all. 
His rule was the longest in the country's 
brief history. He personalised the adminis- 
tration to the limit, ignoring most state in- 
stitutions while creating a "Marcos" syn- 
drome of abundant but selective patronage 
Without any qualms of accountability. 
‘Here was a regime given to unabashed 
immorality in respect of money, power and 
flesh, expropriation of scarce internal 
resources as well as foreign aid, and above 
all a total disregard of legitimacy and ac- 
countability. The regime cleverly avoided 
rt violations of fundamental human 
ts — unless compelled at times by its 
cerises — thrived on the negative as- 
ects of conflict-ridden politics and erected 
civilian facade to mask military rule. 

It beat the political parties in the game of 
stitutional continuity and the military 
the game of coups. It perfected the 
que of dividing the opposition by 
g official largesse whenever the 
'ement for civil freedom gained mo- 
itum. The military was kept in place 
1 countervailing command postings and 
ethora of privileges. The original thesis 
-permanent role for the military in af- 
“of state was by-passed through a 
ate, if indiscriminate, policy of mili- 
penetration of civilian institutions — 
olitics, business, ‘industry, public-sector 


This selective patronage in favour of the 
ilitary gave rise to civil-military contradic- 
ons, and gradually brought fhe issue of 
il society to the fore of political struggle. 
fragile alliance of Vicus generals, a 
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lurdles to democracy 


By Enayetullah Khan 

select group of crony capitalists, some 
bureaucrats and political associates under 
Ershad’s over-personalised rule could not 
withstand the shock-wave of a movement 
for civil freedom launched on 10 October 
last year. The crunch came as the newly 
formed students’ umbrella organisation, 
the All Party Student Unity (APSU), forced a 
joint declaration on the three mainstream 
political alliances which range from the 
Right of Centre to the Left. 

A sated military stood aside when the 
slogan of "no election under 
Ershad" became the protes- 
ters' cry and the modalities 
of an interim government 
were agreed upon by the 
three alliances in their joint 
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by early September when direct presiden- 
tial elections will have to be held under the | 
existing system. 
How the political leaders maintain their | 
unity despite partisan interests in electoral | 
contests in the 27 February parliamentary 
polls, and negotiate the hurdles to es- 
tablish the supremacy. of representational 
politics, crucially depends on the actions of 
the Awami League and the BNP. : The major 
contenders currently se seem 
partisan advantage in pa rhame 
tests, rather ‘than seeking 
the two-thirds majority 
based on a joint platform. 
Thus, the unity of purpose 
true representational 
politics would be subordi- 






declaration of 10 November. contract nated to partisan interests 
Ershad had to leave in utter while remaining within a 
disgrace to await trial and among constitution that only admits | 
verdict. However, the social T real power to the president. 
contract among politicians, politicians, The absence of prior con- 
students, and professional sensus on the future shape 
and cultural groups hs Students and 
been victorious in eliminat- > jeopardise the very objective 
ing only one element of au- professionals of establishing the supre- 
thoritarianism, namely per- macy of representational 
sonal rule. The supremacy has been politics. The campaign state- | 
of representational politics : : ments of the principal con- 
over authoritarian state pow- victorious tenders so far do not reflect 
er remains a far cry. E any concrete thinking on | 
The evolution of a n constitutional questions. So 
Bangladeshi polity govern- ae : the present constitution re- 
ed by democratic norms s eliminating mains a roadblock to rep- 
therefore fraught with at resentational politics. 
least three major problems. only one The leftist five-party al- | 
First, the acute conflict liance, one of the signator- 
among contending political element of ies to the joint declara- 
forces — particularly the tion, appears to be the only | 
rivalry between the Awami [state group to take up the issue of 
League led by Sheikh this important question of 
Hasina, Mujib’s daugh- power]... prior consensus on the fu- 


ter, and the Bangladesh 
Nationalist Party (BNP) head- 
ed by Khaleda Zia, widow 
of the late president. Sec- 
ond, the amending or redrafting of the pre- 
sent constitution in order to return to what 
the anti-autocracy movement calls a 
sovereign parliament. Third, the smooth 
transfer of power from the caretaker regime 
of acting president Shahabuddin Ahmed to 
the majority in the next parliament. 

Until the transfer of power, the acting 
chief executive and the next parliament will 
have to cooperate. But if the next parlia- 
ment fails to transform the current presi- 
dential form of government into a par- 
liamentary one, that cooperation will end 
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of the constitution may | 
| 
| 
| 
| 
| 
| 
| 
| 
ture constitution. While 
Khaleda’s BNP would. not. 
dismiss the suggestion out | 
of hand, the Awami League | 
would. These factors alone would ensure | 
that post-Ershad political developments are | 
unlikely to proceed smoothly. Already the: 
revanchist politics of religious fundamen- | 
talism and old-style authoritarianism are | 
raising their ugly heads. One hopes the | 
APSU can remain a potent factor in smoo- 
thing the rough edges of partisan interests 
and advance the cause of a fledgling demo- 
cratic order to its logical enc. E 
Enayetullah Khan is editor-in« -chief 

a Dhaka-based pa newspaper. 








' pare a thought, however uncharita- 
a! ble, for the dictators who still litter 
| the Asian scene and who must re- 
«7 gard the prospects for 1991 with 
vay mixed feelings. 







































Deng, for example, lying awake at night 
in the Zhongnanhai, must reflect uneasily 
on how much freedom of action he, like 
China itself, has forfeited over the past year 
and a half as the hardliners go on systemat- 
ically erasing all he achieved over the pre- 
“vious decade. His recent reappearance after 
a long absence to refute the rumours about 
..his health and to demonstrate that he is still 

at least nominally in charge must have been 
an unwelcome reminder of the years of 
Mao Zedong’s dotage, when the Old Man 
-was wheeled out time after time to prove 
-that the ricketty emperor still sat on his ric- 
Ketty throne. 


0 Up in Pyongyang, Kim Il Sung must won- 
^. | der whether the new year will deprive him 
| of even more allies — if not of foreign 
_ | friends (for that is hardly possible), then of 
domestic supporters. Even a monomaniac 
must see the signs of his kingdom slipping 
from his ageing grip. Like Lee Kuan Yew, 
the only other remaining proponent of 
the virtues of a Confucian transference of 
power, Kim must wonder whether he will 
be able to hang on for long enough to hand 
over the throne to his son. 
Who can tell what 1991 will hold for the 
tyrant of Burma, Ne Win. For the moment, 
like Deng, he has defied the winds of 
change and slammed the lid of repression 
back down on the unfortunate Burmese. 
His 1988 crackdown was graphically re- 
counted by Bertil Lintner in the book pub- 
lished by the REVIEW the following year, 
Outrage: Burma's Struggle for Democracy. 
Now I welcome the appearance of his sec- 
ond book, Land of Jade. It is the story of the 
illegal safari Lintner and his Shan wife, 
Hseng Noung, made back in 1985 through 
the remotest hills and forests of India, Thai- 
land, northern Burma and southern China 
on wheels, by river boat, by elephant and 
on foot, a journey he reported in two major 
feature articles in the REVIEW in May 
1987. 
Land of Jade concerns the four-decade- 
long revolts against Rangoon's rule by the 
country’s hill peoples and the time the in- 
'epid couple spent in their midst. Four 
s after the journey, these assaults from 
phery were matched by an explo- 
from the country's core. Now Lintner 
told both stories from the unique posi- 
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Travellers Tales 


tion of authority his travels, studies and 
work as a journalist have earned him. | 
hope 1991 will bring the success this books 
deserves, and no luck or happiness at all to 
Ne Win. 


Another strongman who must be regarding 
the new year with trepidation is former 
president of Bangladesh, H. M. Ershad, 
who faces the rest of a six-month detention 
While the new powers-that-be decide 
what to do with him. I must confess I have 
more sympathy with Ershad than with the 
other tyrants, partly because I shudder to 
comtemplate some of the likely alternatives 
to his rule and partly because he was gen- 
tle, courteous and restrained in the three 
meetings I had with him. Of course, ap- 
pearances can deceive, though dictators 
rarely bother to act out benevolence to the 
odd journalist and many hidden aspects of 
his rule remain to be dragged out into the 
light. 

Ershad was a great man for patriotic 
fervour though the sentiments were 
expressed restrainedly, and he often spoke 
with feeling of “his country and his 
ae ta " But then so did that old tyrant, 
the late president 
Sheikh Mujib Rah- 
man (father of 
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Hasina, now leader 
of the Awami Lea- 
gue and top con- 
tender for post-Er- 
shad power). When 
I interviewed Pru 





15 porn 1975. 
He was suspicious 
and heavily guard- 
ed inside his Dhaka citadel. Nonetheless, 
Mujib had convinced himself he was the 
incarnation of Bangladesh and spoke 


to me of "his" country, "his" people, 
"his". cities, "his" village and “his” 
ricefields. 


Ershad, by contrast, was not an obses- 
sive leader and seemed genuinely desirous 
of getting back to some sort of civil, repre- 
sentative government (if only because he 
wanted res both at home and abroad). 
But he shrank back from a double night- 
mare — from the trauma of forfeiting his 
own personal power and from the abyss of 
extremist politics and violence which the 
country is contemplating with his depar- 
ture. 

Again from my narrow viewpoint, Er- 
shad was a man of his word. On a couple 


| FAR. EASTERN. ECONOMIC REVIEW 







of occasions, I had challenged him a 
the reports of atrocities perpetrated b» 
Bangladeshi army in the Chittagong 
Tracts against the hill peoples w 
si iu n out of igor lands » 
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had allege major massacres by troops. —— 
We found evidence of violence perp 
rated by both sides — mostly attacks by 
Shanti Bahini and bloody reprisals by 
Bengalis — with the admittedly. partis, 
y largely performing a thankless: task : 
attempting to maintain something like law. 
and order in a wild and remote terrain (ver- 
dicts predictably denounced by the sp p 
agandists). Our private contacts will 
sympathisers in Dhaka led to promi 
documentary “proof” of their. & g 
which never materialised. Where 
truth lies, Ershad kept his pron Y 
c od I | doubt whether t e 
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1997 dooms KMT’s Hongkong ‘favela’ 


Flags furled at last 


By Ute Dickerscheid in Hongkong 


he ferry sails through the strait of 

Lei Yu Mun (Carp Gate). The last 

tower blocks of urban Hongkong 

slip from sight. Ahead, just bleak, 
unforested headlands. The boat rounds 
another bluff and Rennie’s Mill (Tiao Keng 
Leng) appears. 

It is just a cluster of tinplate shacks nes- 
tled at the foot of a craggy ridge. The roofs 
are held down with stones. Sewers wind 
their way along the metre-wide “streets.” 
Garbage piles up in drifts. It could be mis- 
taken for a Brazilian favela — except for the 
ubiquitous red-white-and-blue flags of the 
Kuomintang (Nationalists, or KMT), losers 
in the Chinese civil war four decades ago. 

Those flags will have to come down 
with the handover of Hongkong in 1997 to 
the civil war victors, the communist regime 
in Peking. As for the flag-wavers — some 
70,000 KMT refugees who call Rennie’s Mill 
home — their fate remains up in the air. 
Two years ago, the government announced 
plans to level the slum for highrise develop- 
ment. But residents are in the dark about 
just when the bulldozers will roll. 

Whenever they do, they will flatten th 
last Nationalist enclave on the China 
mainland. Many KMT die-hards at Rennie’s 
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fate up in the air. 


Mill are considering emigration to the 
Nationalist’s offshore stronghold of Tai- 
wan. Other, younger residents, profess not 
to care about 1997. A few old-timers re- 
signedly hope to die before the issue comes 
to a head. “We are an embarrassment to 
the government,” sighs a KMT veteran. 
Rennie’s Mill was first settled by relics of 
Chiang Kai-shek’s defeated army who 
straggled into Hongkong in 1949 — low- 
ranking, non-commissioned soldiers aban- 


Fracas in Shangri-la 


In many ways, Ladakh is like a reverse 
image of Kashmir, the verdant vale on the 
other side of the 13,479-ft Fotu La Pass. 
Here, Kashmir's lushness gives way to an 
awesome bleakness — 45,000 sq. miles of 
windswept emptiness, where yaks graze 
and ancient monasteries emerge from the 
living rock of sentinel outcrops. 

The political landscape provides an 
equally stark contrast. Just as Muslim 
militants in Kashmir seek to secede from 
the Indian union, so do activists from 
Ladakh's Buddhist majority demand to 
break with Muslim Kashmir. Instead, 
they want Union Territory status under 
the direct control of the federal govern- 
ment in New Delhi. 

Violent riots last summer in Ladakh's 


small, dusty capital of Leh further ravelled 
the ethnic skein, whose strands include 
the Mons, the Dards, the Baltis and the 
Tibetans. These races were brought to- 
gether over the centuries when Leh was a 
pivotal point on the silk route between 
China and India. 

But they have not cohabited easily. 


Simmering discontent reached a flash- ` 


point in 1989 when a minor scuffle esca- 
lated and claimed four lives in police fir- 
ing: three Buddhist demonstrators, and a 
Muslim villager hit by a stray bullet. 
Overt violence has ebbed since then. 
But unrepaired broken glass panes in Leh 
bazaar identify the still-closed Muslim 
shops, while Buddhist shops now display 
their names in Tibetan and Roman script. 
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doned to shift for themselves in squatter 
settlements while their officers headed off 
for comfortable resettlement in Taiwan or 
the US. Now the old non-coms spend their 
days dacking mahjong tiles in the back- 
rooms of the shantytown. 

En route to his afternoon mahjong 
game, 70-year-old Zhu Bin might stop for a 
chat with the woman who sells fruit at the 
ferry pier. Or he might vary his routine 
with a trek up the hill to see a wheelchair- 
bound friend. 

Although Zhu has no relatives at Ren- 
nie's Mill, he turns for company and a meal 
a day to the family that runs the little res- 
taurant next door. "He always comes to 
have his lunch and then talks to us for an 
hour or so," says the 33-year-old restaurant 
owner. "For our three children he has be- 
come another grandfather." 

Zhu recognises that this connection 
makes him luckier than most of his contem- 
poraries at Rennie's Mill. Still, his entire 
world is contained within a 500 m ambit. 
The tedium makes the days seem long, 
even though bedtime is shortly after din- 
ner. 

This life is a far cry from how Zhu had 
imagined he would end up when he joined 
the KMT army as a 16-year-old boy from Si- 
chuan province "full of love for my coun- 


Much of Ladakh's current trouble is a 
result of the tourism bonanza brought on 
by the Kashmir problem. Tourist estab- 
lishments were among the prime targets 
in the rioting, with several shops and 
hotels stoned and forcibly shut down. 
Refugees from Muslim-Buddhist strife in 
the neighbouring villages have sought 
sanctuary in the Tourist Bungalow in 
Leh. 

Once, almost the only outside visitors 
to this remote wilderness were the Indian 
and Pakistani troops. But, as tourists find 
themselves obliged to forgo embattled 
Kashmir, Ladakh has won a place on 
more and more itineraries. 

The main beneficiaries of this windfall 
— until last year’s turmoil, at least — have 
been the hoteliers and tour operators of 
Leh’s Sunni Muslim community, with its 
Kashmiri connections. “The majority of 
Muslims in Ladakh are Shias. But we've 
all been tarred with the same brush," says 
a Muslim resident of Leh. 


10 JANUARY 1991 


a 


try.” At least he joined voluntarily. Others 
among Rennie’s Mill's KMT veterans were 
barely in their teens when they were 
dragooned from their fields. 

But Zhu is convinced he will yet reap 
the reward of his loyalty to the KMT. After 
1997 he wants to spend his old age in 
Taiwan, where he expects everything to be 
provided for the "freedom-fighters." 

For now, he makes do on a Hongkong 
welfare pension of HK$400 (US$51) a 
month. The Taiwan Government stumps 
up an additional HK$5 million annually for 
public services, rather than individual up- 
keep, at Rennie’s Mill. But after 1997, Zhu 
is counting on a “good pension and a de- 
cent place” in Taiwan. 

No hurry to move there, though. “I am 
used to this place,” Zhu explains, “and if I 
die before 1997 all the trouble of having 
emigrated would have been in vain.” 

Modern Taiwan poses a dilemma for the 
die-hard KMT loyalists of Rennie’s Mill. 
Chiselled into the hillside above the slum in 
two-storey high Chinese characters is the 
inscription “Long live the president!” The 
head of state referred to, though, is Chiang 
Kai-shek, dead these 15 years, rather than 
Taiwan’s current president Lee Teng-hui. 

The reform-minded Lee, according to 
Zhu, “is not even a real Chinese.” The old 
KMT veterans suspect that Lee, the first 
Taiwan-born leader of the Nationalist “Re- 
public of China,” is more interested in pre- 
serving the de facto independence of the 
offshore island than in reunification. 

To 68-year-old Wang Shan, this is sheer 
betrayal of everything he and his fellow- 
veterans have given their entire lives for. 
He sees himself as still fighting the civil 
war, and insists on calling himself a “politi- 
cal refugee.” 


The continuing social 
and economic boycott of 
the Muslims by the 
Ladakh Buddhist Asso- 
ciation has even split 
families with matri- 
monial links across the 
communal divide. "My 
mother was Buddhist be- 
fore she converted to 
Islam to marry my father 
when she was 19,” says a 
senior spokesman for 
Leh's Muslim commun- 
ity. “But recently when 
she was sick, her Buddh- 
ist brother couldn't visit 
her for fear of the 
boycott." 

In Ladakh's "Little Tibet," it is getting 
hard to tell whether religion has appro- 
priated tourism or vice versa. Visitors 
are warned to make sure they ride in 
Buddhist-driven taxis, or the lamas will 
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Monk at Spituk gompa. 


NN 






Young residents of Rennie's Mill identify with Hongkong Chinese. 


“We were forced to leave our homes be- 
cause of the communists and at our age we 
will never be able to go back,” he declares. 

Younger residents of Rennie’s Mill can- 
not quite figure out what all the shouting is 
about. “I do not understand the old people, 
they live a different life,” says an 18-year- 
old girl. She identifies herself as a “Hong- 
kong-Chinese,” and speaks Cantonese by 
preference. The generation gap is further 
widened by differences in dialect. Manda- 
rin is only spoken among the old. 

Wang, for instance, has to resort to non- 
verbal sign language to play with his eight- 
year-old grandchild. 

Hongkong high fashion has even found 
its way to Rennie’s Mill, looking oddly in- 
congruous amid the shanties. At a recent 





not let them into the 
gompas (monasteries). Be- 
sides bigotry, bad taste 
abounds. 

At Thiksey monas- 
tery, the dim interior is 
lambent with the glow of 
butter lamps, like a living 
carpet of fireflies — until 
a helpful monk dispels 
the magical effect by 
throwing a switch to dis- 
play by glaring neon light 
a Polaroid snapshot of 
the Dalai Lama on the 
altar. In Spituk gompa, an 
exquisitely sculpted Tara 
smiles enigmatically at a 
votive-bowl full of cel- 
lophane wrapped Indian Airline toffees. 
On a wall, a chrome-plated clock partly 
obscures a timeless fading fresco. 

Such are the pitfalls of tourism. Avoid- 
ing them, without at the same time 
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wedding reception there, the menu fea- 
tured a glistening, Cantonese-style roast 
suckling pig. Flashy dresses and three- 
piece suits made the friends of the newly- 
weds look as if they had just stepped out of 
one of Hongkong’s glossy magazines. They 
cheerfully chatted in Cantonese while the 
bride’s Mandarin-speaking relatives sat on 
the sidelines, a quiet minority. 

Whatever their mainland antecedents, 
such young people as still remain in Ren- 
nie’s Mill have come to embrace the get- 
rich-quick ethos of Hongkong. And as for 
emigrating to Taiwan, the restaurant owner 
responds with hardly a moment's reflec 
tion: “That place is backward,” he says, 
surprised even at the suggestion. “Our fu- 
ture is here.” ” 





turning Ladakh into a solipsistic “living 
museum” is the goal of a couple of non- 
governmental organisations here. The 
Students’ Educational and Cultural Move- 
ment sponsors regular cultural shows to 
keep Ladakhi folkways alive, while the 
Ladakh Ecological Development Group 
promotes environmentally sound energy 
and irrigation systems. 

From the environmentalists’ stand- 
point, it is not just Ladakh's economic dli- 
mate that is changing due to outside influ- 
ences. Even the weather is reportedly un- 
dergoing subtle transtormations. 

The Indian army has planted trees and 
vegetation throughout the area in order to 
oxygenate the thin air for the 150,000 
defence personnel stationed here. Now, 
Ladakhis say, these plantations have in- 
creased the area's scant rainfall — a clima- 
tic aberration which could disturb farming 
practices and architectural designs estab- 
lished over the ages, traditionalists warn. 

m Jug Suraya 


— 
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Tour of the troves 


OO OE Au ee 
Museums of India: an Illustrated Guide 

by Shobita Punja. The Guidebook Co. HK$149 
(US$19). 


In a way, India itself is one enormous 
museum. Its art and architecture span 
thousands of years, and represents a wide 
range of cultures. Relics of earlier civilisa- 
tions still survive in everyday objects, too. 

For instance, the voluptuous earthen- 
ware water pots still used in villages — 
identical to those shown in 18th century 
miniature paintings. Or the wrist-to-armpit 
Stacks of bangles worn by some tribal 
women, echoing the adornment of a bronze 
dancing-girl figurine from the Indus Valley 
period (2500 BC). Or the unwavering con- 
tinuity of religious iconography, such that 
Hindu deities in second century AD stone 
carvings are as readily recognisable as the 
figures in roto-gravure calendars today. 

Comparing the past with living reality 
makes India’s museums a particular treat 
for tourists. But, in the Subcontinent, few 
museums, apart from those actually 
housed in palaces or at archaeological sites, 
receive the attention they deserve. 

Part of the problem is that, since much 
of what they display is instantly recognisa- 
ble to local visitors, often very little explana- 
tion is offered — which can be off-putting 
for Westerners who are accustomed to hav- 


ing things spelled out for 
them. This book is an 
antidote to such frustra- 
tions. 

The introduction is 
designed to steer the 
general reader towards 
an appreciation of Indian 
art. The most important 
landmarks in its develop- 
ment are summarised in 
the next section, Some As- 
pects of the Cultural History 
of India. With this sound 
base, one is equipped to explore a selection 
of museums scattered around the country. 

As the author explains, the idea of dis- 
playing things in a museum is a foreign one. 
In India, it was the British who systemati- 
cally began amassing works of art and 
artefacts for display. Museums established 
by them before independence are still of 
great interest. Other museums, of later vin- 
tage, are based on the collections of indi- 
viduals. Still others, often located in former 
palaces open to the public, house ar- 
chives, treasures and memorabilia which 
once belonged to the estates of maharajas. 

Most Indian museums boast enormous 
collections, and with such a vast choice of 
subject matter Shobita Punja had to be 
selective. She picked some of the museums 





Singin’ in the rain 


Chasing the Monsoon by Alexander Frater. 
Viking. £14.99 (LIS$29). 


Before cheap air travel and expensive 
advertising created the modern mirage of 
an Asia of palm-edged beaches and trans- 
luscent seas, one abiding Western image of 
the Far East was tropical rain — torrents of 
it, enough to induce introspection, melan- 
cholia and madness in the isolated and be- 
leaguered Europeans who lived and died 
on the fringes of empire and society. 

The works of Conrad, Maugham and 
others dripped with precipitation, their 
characters moodily watching the incessant 
downpour — a stengah usually near to 
hand. But Asians themselves have all along 
welcomed monsoon rains as the herald of 
another life-giving season and marked the 
end of the summer's heat. 

Alexander Frater, in a celebration of the 
latter view, sets himself the task of pursu- 
ing the entire course of the Indian mon- 
soon. It initially "bursts" upon the Subcon- 
tinent near Trivandrum in southern Kerala 
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state during early June. Its apogee comes 
a few weeks later in Cherrapunji in the 
Assam hills — the wettest recorded spot on 
earth. 

Frater begins with a wistful panegyric 
of his early childhood years in the New 
Hebrides (now Vanuatu), where his father 
worked as a missionary doctor. The Pacific 
War saw the young Frater evacuated to 
Australia. In his homesickness, he pined 
for the dramatic and vivid weather of the is- 
lands and doted — perhaps oddly — upon 
a painting hung in his New Hebrides bed- 
room depicting a rain-lashed landscape in 
Cherrapunji. 

The core of Chasing the Monsoon is his 
journey to this sodden spot in fulfilment of 
a rhetorical dare by the shade of his wea- 
ther-wise father. Fraters writerly exuber- 
ance matches the extraordinary effect that 
the monsoon’s passage has on all it engulfs 
as it rumbles steadily through India to- 
wards the Himalayas. 

Starting in Trivandrum — which be- 
comes the focus of attention in the days be- 
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Radha and Krishna, 18th century. 


because they concentrate 
on a particular period, or 
are located at a site of his- 
toric importance. Others, 
like the Utensils Museum 
and Calico Museum of 
Textiles were selected be- 
cause they have espe- 
cially fine collections fo- 
cused on a specific sub- 
ject. 

She gives us a general 
overview of the sort of 
objects each museum 
houses, and describes a 
few of the most impor- 
tant exhibits individually. 

The informative text is 
complemented by an ex- 
cellent reference section, 
which includes a chronology with details of 
historical sites and related museums, as 
well as a state-by-state list of museums. 
Particularly useful is the iconographic glos- 
sary, which explains Buddhist and Hindu 
religious terms and introduces the various 
deities. 

Shobita Punja’s knowledge of Indian 
culture and history, and the enthusiasm 
with which she shares it, make this a very 
special book, clearly a labour of love, de- 
spite the daunting amount of travel and re- 
search involved. The combination of an ex- 
ceptionally readable text — scholarly with- 
out being highbrow — and sensitive colour 
photographs of some outstandingly beauti- 
ful objects, makes Museums of India a small 
treasure in its own right. m Sue Earle 





fore the monsoon is officially “declared” by 
the local meteorological observatory — he 
travels ahead, within and occasionally be- 
hind the rains. His relatively easy passage 
up the Malabar Coast, on to Goa and through 
Bombay grinds to halt in New Delhi. 

There he needs to secure permission to 
visit Cherrapunji — no easy matter, with 
Assam under a virtually permanent state of 
emergency due to ethnic unrest. Frater 
comes near to explosive apoplexy in his ef- 
forts to navigate through the fathomless 
ooze of India’s bureaucracy. 

What follows is a detailed, and occasion- 
ally epic, description of his pilgrimage, 
often very funny and always elegantly ob- 
served. The story packs a serious message, 
too: the monsoon’s complex origins and 
mechanics, despite centuries of study, are 
still far from fully understood. What is 
known, though, is that a combination of 
industrialisation, rapid population growth 
and deforestation appear to have made the 
monsoon increasingly fickle and more 
prone to fail. 

And if the monsoon begins to falter, so 
will India, as well as much of Southeast 
Asia and, very likely, the world beyond. 

m Gavin Greenwood 
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HEN you first handle a Patek Philippe, you 
become aware that this watch has the presence 
of an object of rare perfection. 

We know the feeling well. We experience it every time 
a Patek Philippe leaves the hands of our craftsmen. 
You can call it pride. For us it lasts a moment; for you, 
a lifetime. 

We made this watch for 
you -to be part of your 
life — simply because this 
is the way weve always 
made watches. 

And if we may draw a con- 
dusion from five genera- 
tions of experience, it will 
be this: choose once but 
choose well. 

A Patek Philippe - 
because it's for a lifetime. 
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YOUR MONEY 


Caution is the watchword for investors in the year ahead 


Sheep and goats 


AS THE STORM PASSED? Or is the 
eye of it now overhead? It is not 
just the professional optimists — 


the brokers and fund salesmen 
— who look at the year ahead as one of op- 
portunity in equities. With many investors 
carrying the bruises of Kuwait and the Nik- 
kei index into 1991, any enthusiasm is 
going to be subdued and caution will re- 
main the watchword. But it is possible to 
make out a much better case for equities 
now than a year ago, particularly in Asia. 
The Japanese market is down about 
38% from a year ago, to what pessimists 


. then would have been described as a 








"realistic" level. The same is true of Taiwan. 
Thailand, perhaps the most soundly based 


of the late 1980s bull markets, has fallen 


31% in the same period, but has neither 
discredited itself nor frightened away the 


_ punters. 


South Korea rediscovered self-doubt as 
well as economic fundamentals. Hongkong 
pioved it had the resilience to offset its un- 
derstandable fears of the future. Malaysia 
was reined in by the Gulf crisis in time to 
prevent excess enthusiasm, and Indonesia 
was astute or lucky enough to let foreigners 
absorb much of the pain of the abrupt end- 
ing of its first-ever bull market. Manila was 
trying to dig a hole to hide in. 

Elsewhere in the world, most markets 
can be assumed to have absorbed the im- 
pact of higher interest rates, and the short- 


. term consequences, at least, of the Gulf and 


(in the case of Germany) the shift in percep- 
tion of Eastern Europe and the Soviet 


. Union from lands of opportunity to founts 


of instability. 

New York, Toronto, Sydney and Lon- 
don may already have discounted the re- 
cessions in which their economies have ef- 
fectively sunk. They may thus be able to 
look to 1991 as a year when interest rates 


. continue to fall and equities presage a re- 


sumption of economic growth by the end 
of the year or early 1992. 

However, there are a number of reasons 
to believe this is an excessively optimistic 
view. Pessimists could claim that the situa- 
tion now is comparable to the beginning of 
1974: equities were down heavily from their 
1972-73 high but that was nothing com- 
pared with the 1974 collapse induced by the 
oil crisis. Even without a Gulf conflict or 


— civil war in the Soviet Union, 1991 could be 


gz 


By Philip Bowring 


very difficult. 

For Asian markets, the cyclical factors 
are likely to be mostly unfavourable. Japan, 
Taiwan, South Korea, Singapore and Thai- 
land are, to varying degrees, past the peaks 
of their economic growth cycles. Malaysia 
and Indonesia are close to their peaks. Al- 
though there are some mildly bullish new 
factors, such as the partial opening of the 
Taiwan stockmarket to foreigners, the un- 
derlying monetary and economic condi- 
tions are not encouraging. 

Opinions are mixed about the strength 
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The AMM index is published by Asian Markets 
Monitor, a weekly Review newsletter on Asian stock- 
markets excluding Japan. The index is composed of 
nine stockmarkets (South Korea, Taiwan, Hongkong, 
Thailand, Malaysia, Singapore, India, Indonesia, 
and the Philippines) and is weighted by market 
capitalisation as of end-September 1990. 


of Japan’s economy over the next 12 
months. But it is hard to believe that the 
collapse of property prices and the squeeze 
on corporate liquidity have worked their 
way through the financial system. This fac- 
tor will continue to be a major constraint on 
Japanese capital flow to Asia. 

Meanwhile, the impact on Japan and on 
other East Asian exporters of a sustained 
downturn in US import demand has yet 
to be fully factored into most calculations. 
South Korea and Taiwan can hardly view 
the prospect with equanimity. Japan is less 
dependent on the US, but already its cur- 
rent-account surplus has withered to only 
about one-third of its peak. 

In Thailand and Malaysia, meanwhile, 
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companies may have trouble keeping up 
with the earnings expectations put on them 
by brokers extrapolating prodigiously from 
GNP growth figures. In some industries, 
margins could come under pressure as 
more capacity comes on stream and interest 
rates and overheads rise sharply. Where 
privatisations have been in vogue, the qual- 
ity of recurrent earnings may also come in 
for scrutiny. 

Earnings quality may, on the other 
hand, aid the Hongkong market, where 
high yields of many blue chips are well 
supported and dividends will look attrac- 
tive as inflation falls. 

Short-term cycles apart, long-term trends 
may be at work. For almost a decade 
equities outperformed almost all other 
investments. Values tended to outrun 
growth in nominal GDP, spectacularly so in 
some cases. Perceptions may have changed 
as the recovery from the October 1987 crash 
was reversed and the heroes of the 1980s, 
from Alan Bond to Michael Milken, turned 
to anti-heroes. 

In Asia, enthusiasm for equity markets 
is still generally high as investors in grow- 
ing countries still look for opportunities to 
get rich, whereas those in more mature 
economies are concentrating on wealth pre- 
servation. However, older economies, par- 
ticularly the US, offer defensive strength 
and relatively low price-earnings ratios. 
Meanwhile, some high-risk areas, Latin 
America and the Philippines for example, 
offer potentially large rewards. 

This is likely to be reflected in the 
medium term in preference for bonds and 
cash at the expense of equities and prop- 
erty. Inflation is falling in the US and other 
English-speaking countries, is on a plateau 
in Japan and is still rising in Germany. 

However, with the yield on the 10-year 
US T-bond down to 8.05% compared with 
8.79% on the Deutschemark and 7.06% on 
the yen, there is clearly more prospect of 
gains from eventual falls in yen and 
Deutschemark interest rates given their 
greater commitment to stable prices. But in 
the short term, there is still room for further 
equalisation in inflation as the full conse- 
quences of monetary growth in Germany 
and Japan have still to materialise. 

The US dollar could be perceived to be 
vulnerable to lower interest rates, war and 
the domestic debt crisis. But the size of the 
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US trade deficit overstates its payments 
problem, particularly if the billions to be 

paid by allies to support Operation Desert 
Shield are added to the current account. 
The dollar's day may be near. 

Japan has its own, if different, debt crisis, 
and Germany has the economic albatross 
of reunification. Both weigh on currencies 
which on the basis of purchasing power 
parity are significantly overvalued. The 
same applies to the European currencies, 
now including sterling, which cling to the 
Deutschemark’s coattails. 


ee kr | m ^H A ERE ds 







i+ 4 


: "ae i E -i 9 e's I" y é A * 


DA A: Un ate et 

Precious metals are likely to continue to 
disappoint, war or no war. Amid all the 
discussion about gold as a safe haven or an 
inflation hedge, there is scant discussion of 
the relationship of price to production cost. 
Most mines are still highly profitable at cur- 
rent prices. Many commodities other than 
energy and metals are selling at or below 
production cost. 

The prospect of an inflation-driven flight 
into commodities looks non-existent, and 
weakening world growth may push indus- 
trial commodities lower. But wheat, sugar, 





CURRENCIES 


Symbols of strength 


By Anthony Rowley in Tokyo 


HE DEUTSCHEMARK AND THE YEN seem 

set to become the axis powers of the 

foreign-exchange markets in 1991, as 
perhaps befits their status as symbols of 
em regional blocs. Meanwhile, effec- 
tive dollar devaluation appears to be the 
only viable policy option open to the US. 

Only a major conflict in the Gulf can 
upset this scenario by exposing Japan's vul- 
nerability to energy-supply interruptions 
and by briefly enhancing the dollar's attrac- 
tions as a refuge currency. 

The Gulf situation will need careful 
. watching, but at least the uncertainty, one 
way or another, is finite. In the run-up to 
the 15 January UN deadline for Iraq to pull 
out of Kuwait, a short-term position 
in dollars — at least a call option — 
seems advisable. 

As Robert Feldman at Salomon 
Brothers Asia in Tokyo points out, 
just about any rumour out of the 
Gulf can shift the dollar by several 
cents either way against the yen. 
The dollar could easily shoot past 


tion threatened. 

But for a longer-term all-round 
hedge, the Deutschemark appears 
to be the best bet. If war were to 
break out in the Gulf, Germany 
would be able to obtain more oil 
from the Soviet Union, paying for it 
with money which would otherwise 
flow to Moscow as aid. 

This is not the reason, however, 
why the Deutschemark has been at- 
tracting the greatest attention among 
the major currencies in the foreign- 
exchange markets. The currency is 
firmly underpinned by the fact that 
three-month (and longer) Eurocur- 
rency rates for the Deutschemark are 
comfortably ahead of those for the 
yen, which in turn are higher than 
those for the dollar. 
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German long bond rates have lately 
been higher than rates for US 10-year gov- 
ernment bonds and a whole two percen- 
tage points ahead of Japanese benchmark 
bond rates. German rates seem likely to 
move higher during the early part of 1991 
as the Bundesbank seeks to avoid the in- 
flationary side-effects of absorbing the 
former East German economy and im- 
ported inflation via higher energy prices. 

As Richard Woodworth at Merrill Lynch 
in Tokyo notes, the rise in German interest 
rates has also boosted the Deutschemark 
within the EC exchange-rate mechanism 
(ERM) to the point where it is now at the top 
of the European currency heap after being 


Currency forecasts 
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vegetable oils, coffee and rubber are all 
dose to long-term lows and could respond 
either to short-term shifts in the demand- 
supply relationship or, in some cases, any 
global reductions in subsidies for agricul- 
tural exports. While the collapse of the 
Uruguay Round of Gatt trade talks has con- 
centrated attention on the dangers to world 
trade, any agreements on cutting subsidies 
could bring surprises to the price of farm 
commodities. It is in such obscure areas 
that investors looking for big returns - 
have to search in 1991. 


at the bottom of the mechanism in July. 

An ERM realignment, formally revaluing 
the Deutschemark against other European 
currencies — including sterling these days 
— could be in the offing fairly early in 1991 
though it may come disguised as a further 
reform in European monetary cooperation. 

The yen seems likely to continue being 
underpinned by interest rates which are at- 
tractive relative to those for the dollar, even 
if they are lagging Deutschemark rates. 

Determined to purge the Japanese eco- 
nomy of asset inflation, and "e 
the threat of wider price inflation, the 
of Japan continues to edge short-term rates 
higher and long-term rates are likely to take 
the hint, thus keeping the yield curve rela- 
tively flat. 

The other principal factor favouring yen 
strength is the turnaround on capital in- 
flows in Japan. What looked like a freak 
surplus on the long-term capital account in 
October is now beginning to appear a 
longer-term trend. Specifically, as Merrill 

Lynch notes, there has been a shift 
: to net inflow on long-term interest 
im $ rate-sensitive flows, mainly on bond 

and loan transactions. 

This has been more than enough 
to offset large outflows financing Ja- 
panese direct investments in over- 
seas manufacturing, and has more 
than compensated for sales of Japan- 
ese equities by foreigners in recent 
months. Given the relative weak- : 
ness of Japanese banks’ overseas | 
lending and the diminished attrac 
tion of the US Treasury market, 
these trends may well continue. 

The net outcome of relatively. 
favourable developments affecting - 
both the Deutschemark and the yen. 
will likely be to leave the cross-rate | 
between the two currencies rough- | 
y stable through much of 1991, 

ough both currencies could ap- 
preciate substantially against the US. 
dollar. This is especially true as con- 
sumer prices in both Germany 
and Japan are rising at be 
3% (measured for the to 
November), only half the Es in the. 
US. 
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Investors need to think through 
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the consequences of the influences cur- 
rently acting upon the US dollar. They 
lead inescapably to bearish conclusions. 
While recession will admittedly help 
shrink the US current-account deficit, the 
federal budget deficit is likely to be exacer- 
bated by the cost of the Gulf conflict, de- 
spite tax escalations and cuts in govern- 
ment spending. 

This means that the US will need to go 
on absorbing other countries’ savings at a 
time when its own interest rates are set on 
a downward trend — to alleviate the effects 
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of the recession that is likely to continue 
until the middle of next year. 

This is an impossible situation unless 
something gives. It could be a reversal in 
interest rates, but it is more likely to be a 
substantial dollar devaluation in order to at- 
tract capital inflows. Salomon believes this 
could push the dollar below ¥120 and to 
DM 1.37. The dollar's decline could be even 
steeper if it feeds upon its own momen- 
tum. 
Sterling is likely to benefit now that un- 
certainty over the leadership of the ruling 





ASEAN 


CURRENCIES 


Slaves to the dollar 


By N. Balakrishnan 


ITH ASEAN ECONOMIES heavily 
W dependent on overseas markets 

for their continuing growth, ex- 
change-rate fluctuations are managed to 
varying degrees by governments anxious to 
_ maintain the competitiveness of their man- 
ufacturers’ exports. 

The regional units are directly or indi- 
rectly managed against a basket of curren- 
cies to maintain a measure of stability and 
to keep the exporters’ currencies broadly 
aligned with those in their main markets. 
The US dollar is the main component 
of this basket, reflecting the US’ position as 
the principal destination for Asean ex- 
ports. 

Those countries with current-account 
surpluses or large capital in- 
flows, such as Malaysia, Singa- 
pore and Thailand, have a 
greater flexibility in manag- 
ing their currencies than the 
Philippines and Indonesia, 

which suffer from public-sector 
. deficits, small capital inflows 
and large external debts. 

The consensus view among 
analysts is that, taking the US 
dollar as the benchmark, the 
peso and the rupiah will de- 
preciate in 1991, the baht and 
the ringgit will remain stable 
and the Singapore dollar will 
appreciate. 
| Ranjan Pal, the Hongkong- 

based director of forecast- 
ing services at the Business 
International Asia-Pacific con- 
sulting group, says that in 
1991, most Asean currencies 
will follow the downward 
direction of. the, US dollar 
against the Deutschemark 
and the yen. The Singapore 
dollar will be the. exception, 
being revalut (i its govern- 
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ment as a counter-inflationary measure. 
Of the Asean currencies only the ringgit, 
the Singapore dollar and the rupiah are 
fully convertible. The baht and the peso are 
subject to various restrictions on remittance 
and ownership. While there are no ex- 
change controls on the Singapore dollar, 
the authorities actively discourage the offer- 
ing of offshore accounts in the currency. 
The peso and the rupiah are the 
weakest currencies in Asean. They saw a 
steady decine in 1990, a pattern that is 
likely to continue and may even worsen, 
particularly in the case of the peso, because 
of Manila's balance-of-payments problems 
and higher oil prices. The peso is expected 
to depreciate by about 11% in 1991 to end 
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Conservative Party has been resolved, pro- 
vided that Prime Minister John Major can 
prove his mettle. Inflation is perceived to 
have peaked at around 11% and is expected 
to fall far and fast enough for interest rates 
to decline by a huge 350 basis points in 
1991. 

Foreign-exchange market ions 
of sterling are likely to be largely neutral in 
1991 — certainly against the Deutschemark 
and the yen — though it could make head- 
way against the dollar and other (non-Euro- 
pean) currencies. = 


the year at about P31 against the US dollar, 
compared with the late December 1990 rate 
of about P28 and the end-1989 rate of about 
P22.50. 

Unlike the Philippines, Indonesia has 
no exchange controls, but the central bank 
has an informal target of depreciating the 
rupiah about 4-5% against the US dollar 
every year to make the country’s exports 
competitive. High domestic interest rates, 
currently at 19%, compensate to some ex- 
tent, but this is offset by an inflation rate of 
9.5%. The rupiah is expected to end 1991 at 
about Rps 2,000 to the US dollar against a 
late December 1990 rate of about Rps 1,895. 

The ringgit has recently moved in a tight 
range against the US dollar. Analysts 
believe that it is unlikely to weaken, but 
the central bank will ensure it does not 
strengthen too sharply against the US dol- 
lar and thus undermine Malaysia as a low- 
cost manufacturing base. At the end of 
1991, the ringgit is expected to be trading at 
about M$2.65 against the US dollar, com- 
pared with M$2.69 in late 1990. 

Since the Gulf crisis flared 
in August, the baht has 
strengthened about 2% against 
the US dollar. It has remained 
stable against the ringgit and 
the currencies of other coun- 
tries which compete with Thai- 
land for foreign investment. By 
December 1991, it is 
to be about Baht 25.50 against 
the US dollar, almost un- 
changed from its December 
1990 rate. 

Of all the Asean currencies, 
only the Singapore dollar ap- 
preciated significantly against 
the US dollar in 1990, posting a 
9.6% gain from early January 
to mid-December. As a city- 
state that imports almost all 
its necessities and luxuries, 
Singapore is alert to the dan- 
gers of imported inflation pro- 
duced by a weakening cur- 
rency. The currency is ex- 
pected to end 1991 at about 
S$1.65 against the US dollar, 
compared with the current rate 
of S$1.70. Li 
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Because experience has taught them that in the long run. In the current climate, therefore, 
equity investment is the best way to build it’s important not to be out of the markets. While 

real wealth over time. nobody can predict when the upturn w ill occur, 
| 8 who remain tot ity in i cash now will be 





Investing in equities may seem too aiy for many 
people in the light of market uncertainties spawned- 
by the Gulf crisis. But with recent price falls, many 
markets now offer excellent value — representing a 
real buying opportunity for long-term investors. 

Indeed, to be completely out of the markets during 
periods of volatility, could be the greatest risk. Past 
events have clearly shown that markets can turn fast: 


E At the end of 1974, the UK stockmarket was 
in the doldrums due to the “oil crisis”, but only 
three months later the FT: SE index had nearly 
doubled in value. ee 
E From October ’80 to July '82, the Us Stock- 
market suffered a continous downturn. Within 
the next 12 months, its value was up by 5696. 

E Closer to home, in © October 1985 just before 
the HK dollar was revalued and pegs shale to the US 
dollar, the Hang Seng Index stc 39 
fallen steadily since 1981 March 1984, 

market was up more than 65%, ONES way to five 
years of nearly uninterrupted growth. 
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Big rally in sight 


By Anthony Rowley in Tokyo 


HE PROSPECTS FOR the international 

bond market in 1991 look good. As 

Merrill Lynch puts it: "The prospect 
that the present global economic slowdown 
may turn into a worldwide recession ap- 
pears to be the major catalyst for the global 
bond-market rally.” 

Nowhere has this rally been more pro- 
nounced than in Japan. The yield on 
benchmark 10-year government bonds fell 
to 7.2576 in mid-December from 8.7% at the 
end of September, and prices strengthened 


. across the board accordingly. 








: 


But the overnight call-money rate, the 
short-term interest rate that is the nearest 
equivalent to the US federal-funds rate, 
rose steadily in the period, indicating that 


Japanese authorities wanted to see interest ^ 
rates go higher. Also, the government- 
bond market may have got ahead of itself 
in its eagerness to discount an expected 
 easier-money stance by the Bank of Japan. 


"Ihere will be better opportunities to 


buy Japanese bonds,” says Richard Wood- 


worth at Merrill Lynch's Tokyo office. He 
says investors should wait until the end of 
the first quarter of 1991, when interest rates 
will have peaked. 

German bonds face much the same kind 
of short-term uncertainty. Interest rates in 
Germany will probably peak before those 
in Japan, though this still might not be for 
a month or two. The Bundesbank has 
warned that unless significant fiscal spend- 
ing cuts are implemented, official interest 
rates will be raised further. The sheer de- 


Yields fall in debtor countries, rise in creditor countries 
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mand for government funds in the re- 
unified country means that yields on new 
bond issues will continue rising. 

Salomon Brothers takes a cautious at- 
titude on what could be an "explosive 
growth in the German public-sector defi- 
cit." Merrill Lynch believes that inflationary 
pressures may remain strong in Germany. 

Nonetheless, a rewarding strategy for 
investment in Germany could be to place 
money in a short-term, say three-month, 
Eurodollar deposits now, taking advantage 
of high interest rates and almost certain fur- 
ther Deutschemark strength. A switch to 
bonds could be made once it is clear that 
the German bond market has fully dis- 
counted the costs of unification. 

British gilts are also a safe bet if analysts 
are right in their view that inflation in Bri- 
tain will fall in 1991 to a point where in- 
terest rates could fall by several points. 
Moreover, the pound should remain rela- 
tively firm in the year. 

US interest rates could fall sharply in 
1991. The federal-funds rate is likely to drop 
a basis point from its mid-December 1990 
level of 7.25%. Rates may fall further if re- 
cession hits hard in the US during the year. 

The flip side of this coin bearing good 
news for US Treasury bond prices, how- 
ever, is that the US dollar will decline ac- 
cordingly. Given this risk and the relative 
reluctance of foreign investors to buy US 
Treasury bonds at current interest rates, 
there is probably little upside left in the US 
bond market until the American currency 
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declines to a level where assets are attrac- 
tive. 

Prospective currency weakness also re- 
mains an argument against investing in 
Australian dollar bonds, despite their nom- 
inally high yields. Canadian dollar bonds 
have some attraction, however, given the 
generous yield differentials against the US 
dollar, around four full points on anything 
from a three-month to one-year bills. 

Consequently, the best strategy in the 
international-bond market is probably to 
stay out of it until the course of interest 
rates is apparent and price rallies have un- 
wound themselves. Then move into Japan- 
ese bonds, German bonds and British gilts. 

The obvious caveat is what will be the 
outcome of the Gulf crisis. A peaceful solu- 
tion would leave the strategy above intact, 
while a major conflict would fuel inflation 
that could send interest rates soaring. Even 
assuming a neutral outlook for the Gulf, ar- 
guments for staying liquid in the short term 
centre on two points: 

P Japanese and German interest rates 
could rise further before a decline sets in. 
British rates will not fall immediately. 

P Eurocurrency deposit rates for Deut- 
schemarks, yen and pounds for anything 
from three-to-12-month maturity are cur- 
rently higher than those available even at 
the long end of their respective bond mar- 
kets. Yield curves may become even more 
inverted in the short term. 

For the investor prepared to go a little 
off the beaten track, there are always Por- 
tuguese bonds for the portfolio. These 
Euroescudo bonds are exempt from Por- 
tuguese withholding tax and, according to 
Deutsche Bank, are very liquid compared 
with the domestic Portuguese bond market. 

Their appeal of these bonds is based on 
the fact that they currently yield around 
15.576 for a five-year maturity. A 
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EQUITIES OVERVIEW 


Avoid the herd 


By Nigel Holloway 


HEEP MAY HAVE MANY admirable qual- 
ities cautiousness, sensitivity, 
determination — but intelligence is 
not one of them. There is a stirring passage 
in Thomas Hardy’s novel Far From the Mad- 
ding Crowd when the hero’s herd of sheep 
jumps over a cliff and he loses his liveli- 
hood. This episode carries a warning to 
those who bought stocks in the worldwide 
equities rally that occurred in 
the final quarter of 1990 after a 
dismal nine months. The worst 
may still be to come. 

Global equity values fell in 
1990 for the first time since 
1981, but they still look over- ; 
valued historically. The global | 
price-earnings ratio (excluding 
Japan) is 13.1 against a 20-year 
average of 11.7, and global di- 
vidend yields average 4% com- 

with a 20-year average 
of 4.5%. These figures suggest 
that shares still have 10% or so ? 
further to fall. 3 

Since 1960, bear bourses 
have tended to last for 18 
months, which suggests 
that equities should begin 
to recover by the middle 
of 1991. There are three im- 
ponderables likely to deter- 
mine whether this forecast 
proves correct: the Gulf crisis; 
the sharpness of the world 
economic slowdown; and the 





Ei 
E 


H 
; 
y 
p- nox j z 
4 
i 
` Ps 


| 
+ 
"d 


£e 
ma 
E La 


p 
S 


s, 
2 


LL A 
= 








MS Capital Int’! 


Bombay Stock Exchange 


$ 


" "E t- 
i - B 
f | 
T ? 
NM s [DU 
24 s 
ER * " 
nac 


KLSE Composite 


z 

2 
c 
a 


3 


eo unt A Maj, Son EH 
SY ce Pe af tie. th eee 
9 = 
— 
— 
— 
eo 
s 8 
3 
— 
w 
4. . IL LX ES = 
E MES. mM 74 
ES e - : M p 
- |« b M le 
x awe y e lune 
à E ^ = = E 
i leo i — C3 
ET — — [I 8 “4 a 


: 


liquidity tight until capital spending falls, 
probably by the middle of the year. By con- 
trast, German interest rates may stay high, 
unless Bonn decides to finance reunifica- 
tion by raising taxes. The US, however, ap- 
pears determined to expand liquidity. 
According to the International Bank 
Credit Analyst of Montreal, investment 
risks in 1991 could veer in one of two direc- 


How the markets moved in 1990 
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Germany. E 
Individual investors should 
take an extremely cautious 
view for the first half of 1991. 
Iraq's Saddam Hussein could 
be out of Kuwait by the end of 
this period, but it is probably 
safer to assume that oil prices 
are likely to go higher during | w. 
this time than their present 
US$25 a barrel. A further rise 
in oil prices will slow the world 
economy even more, particu- 
larly in the industrialised debt- | 
or countries, the US, Canada, 
Britain and Australia, which 
are already tasting recession. 
Whether interest rates edge 
lower will depend on the con- 
flict in the monetary policies of 
Germany, Japan and the US. 
The Bank of Japan will keep 
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tions. One possibility is that Germany and 
Japan will continue to push the debtor 
countries deeper into recession to the point 
where the slowdown hits the creditor coun- 
tries as well. This is bearish for stocks and 
bullish for bonds. 

The other prospect is that the liquidity 
squeeze is relaxed under political pressure 
from the high-debt countries. This trend is 
bullish for equities, but risks cutting short 
the bond rally, as fears of inflation are re- 
newed. 

Any general recovery in stocks is usually 
led by blue chips (big-cap counters in the 
US have outperformed small stocks in 
every year since 1983). In addition, hi-tech 
stocks in the US and in much of Europe 
have taken a battering over the 
past couple of years. They also 
look ripe for recovery. For the 
cautious, IBM fulfils both 
criteria. For those wishing to 
avoid the herd, Argentina and 
Brazil could achieve the 40096 
rise gained in the Venezuelan 
stockmarket in 1990, says 
Philip Gray, managing director 
of GT Management (Asia), 
whose group looks after US$10 
billion worth of funds. 

Of those countries already 
in a recession, equities in Aus- 
tralia and Britain appear 
likeliest to recover first. Austra- 
lia has purged itself of some of 
the biggest beneficiaries of 
the previously lax regulatory 
climate. Domestic interest 
rates have been falling for 
the best part of a year. Sure- 
ly, New Zealand's three-year 
bear market must be due 
for a reversal, on the basis 
that the economy and local 
stocks cannot deteriorate much 
further. 

British equities also look 
ripe for recovery on the back of 
5.5% yields and a likely halv- 
ing of inflation within the year. 
British mutual funds are ex- 
pected to be much bi 
buyers of local stocks in 1991 
than in 1989-90. 

German equities may con- 
tinue to be depressed by the 
country’s high interest rates 
and a significant increase in the 
number of shares outstanding. 
The sale of 50% of Lufthansa 
and 49% of Deutsche Telekom 
has been mooted. 

Profits in Europe are likely 
to continue being squeezed by 
the weak US dollar. The US — 
ran an annualised US$6.9 bil- 
lion trade surplus with the EC 
in the first nine months of 
1990. One notable exception to 
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. . the bearish forecast is Spain, says Salomon 
. Brothers, where earnings are likely to 
grow 876 in 1991. The US brokerage recom- 
mends a neutral weighting in France and 
reduced exposure to German and [Italian 
ities. 

Based on fundamentals, the US market 
is likely to face a further sell-off. Aside from 
the oil and export-based industries (exports 
comprise only 11% of US GDP), corporate 
profits may drop by as much as 20%, says 
Salomon. The main reason for this is weak 
demand and high corporate leverage — 
firms took on huge fixed-interest and em- 


ov RC burdens in the 1980s, which 
are difficult to shake off. There remains the 
spectre of a financial collapse at some large 
US corporations or perhaps the disappear- 
ance of a money-centre bank. 

Prospects in the world's second-largest 
stockmarket, Japan, are not rosy either. It 
fell further (more than 40%) than any other 
major bourse last year as the credit crunch 
started to bite, so a big question is whether 
interest rates there are likely to fall. 

As for smaller Asian stockmarkets, the 
most important point is that they are sensi- 
tive to a downturn in the global economy 
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EQUITIES 


The phantom rally 


By Anthony Rowley in Tokyo 


IKE THE JAPANESE BOND MARKET, the 

Tokyo equity market has rallied pre- 

maturely. A technical rebound may 
lift the Nikkei-225 average briefly back into 
the mid-20,000 range but it is an odds-on 
chance that the market will test levels 
below 20,000 again before embarking on 
any lasting recovery. 

Arguably, the stockmarket has not fully 
discounted the risk of war in the Gulf — 
and even if that risk abates, there are 
threats to the market from continuing up- 
ward pressure on domestic interest rates 
and the possibility of a decline in Japanese 
corporate profits next year. 

This is not to say that there is no money 
to be made in the Tokyo stock- 
market. Those prepared to forsake 
the familiar route of straight equity 
investment and to investigate equ- 
ity derivatives such as convertible 
bonds and warrant bonds could do 
well out of Tokyo in 1991. 

It might appear that a market 
which has fallen by about 3876 in 
less than a year, as the Tokyo Stock 
Exchange (TSE) has done, has dis- 
counted all the bad news there is 
to go round. Tokyo has not. For a 
start, TSE first-section counters are still sell- 
ing on an average price-earnings ratio three 
times the Wall Street multiple of 13, and 
they yield on average less than 1% com- 
pared with nearly 5% in New York. 

In addition, short-term interest rates are 


Still rising in Japan, in a continuation of the 


1990 trend away from easy money which 
killed the Tokyo bull market and turned 
investors sights back towards fundamen- 
tals. Corporate profits in Japan will show a 
fairly healthy trend for the financial year to 
March 1991, because the real economy con- 
tinued to grow strongly. In stockmarkets, 
however, it is future earnings streams that 
determine today's share prices. Profits 


might just manage a 2-3% rise in fiscal 1991. 
But if, as is likely, real growth in the Japan- 
ese economy slips to 3.576 or less next year, 
the portents for profits are not good. 

So why bother with the Tokyo market 
at all in 1991 — derivatives any more than 
straight equity? The reason is that, as 
Michael Remington at S. G. Warburg Sec- 
urities puts it, Japanese companies are cur- 
rently "giving away value because they are 
so keen on equity-linked issues." Now that 
the equity market as such has crashed, is- 
suers are having to offer much more attrac- 
tive terms on both convertible and warrant 
bonds. 

Convertible bonds (CBs), which formerly 
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could be issued at nominal interest rates 
(because investors were happy to secure an 
option to convert into the issuer's equity) 
are now offering much more tempting 
coupons. Yen CBs issued recently by the 
likes of Matsushita and Mazda pay around 
6-7% and issues typically offer the oppor- 
tunity to convert into underlying shares at a 
premium only marginally — say 2.5% — 
above current market price. In other words, 
take the yield today and wait for the Tokyo 
bear market to end before converting. 

The CB market has sprung back into life 
after a period in limbo following the stock- 
market crash early in 1990. New issues gen- 
erally have a four-year maturity, allowing 
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and the threat of a trade war if the Gatt’s 
Uruguay Round fails. The dependence 
on exports of their countries’ GDPs ranges 
from 25% (Indonesia and the Philippines) 
to around 130% (Singapore and Hong- 
kong). 

Another bearish factor, notes Richard 
Haw of Schroders Asia, whose group man- 
ages US$40 billion in funds, is that the 
“emerging markets” theme of the 1980s, 
has ended for a while. This perception will 
not change until a recovery in the major 
stockmarkets gives big institutions the con- 
fidence to invest in smaller markets. E 


ample time to convert into stock or put 
(sell) the bond back to the issuer at a pre- 
determined price. 

Japan is developing its own version of 
the US junk-bond market, too. Troubled 
property company Itoman, for instance, 
has CBs in issue which currently yield 16- 
17% and have several years left to run. - 

In the Swiss-franc sector of the Japanese 
CB market, there are also attractive yields to 
be had for those prepared to live with the 
additional credit risk of lower-quality is- 
suers than in the yen CB market. James 
Bush, at broker Barclays de Zoete Wedd in 
Tokyo, cites examples such as Daito, a con- 
struction firm which has a Swiss-franc CB in 
issue carrying a put option at 107.5 in 1993 
and a coupon of 6%, raising the yield-to- 
put to around 9%. 

Japanese equity-warrant prices have col- 
lapsed even more dramatically than values 
in the cash market, yet very few of the is- 
sues launched before the crash are cur- 
rently "in the money" — that is, have an 
exercise or strike price below even 
the currently depressed market price 
of the shares on which they repre- 
sent a call. However, David Stewart 
at Baring Securities in Tokyo argues 
that many investors are overlooking 
the good value still to be had in va- 
rious warrants that remain in the 
money and which are not due to ex- 
pire until 1992. 

The premiums that investors 
have to pay for the right to acquire 
the in-the-money value of a warrant 
are less demanding now than at the height 
of the bull market. Warrants represent a 
geared way into the Japanese stockmarket 
— usually in the ratio of 4:1 — so they en- 
able investors to own a given amount of 
equity at a quarter of the outlay for shares. 
The uninvested portion can then be put on 
fixed deposit, yielding some 875 in Japan, 
which repays the cost of the warrants. 

For those investors who want a position 
in straight equities, on the basis that in an 
economy as big and basically strong as 
Japan's the market must eventually come 
rght, the sectors to go for are probably 
public works, telecommunications and spe- 
cialist areas such as pollution control. m 
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So while you're sitting on the sidelines twiddling your thumbs, your competition is 
out there. Wheeling and dealing. 

But with Tokai Bank on your side, this problem simply does not exist. 

We're one of Japan's largest banks. With offices, affiliates and subsidiaries in 25 
countries. But for you, the important point is that each of our regional headquarters has 
great autonomy and local knowledge. 

So we can anticipate your every need. And respond. Just like that. After all, your 
goals are our goals. 
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By Revew Correspondents 


NCERTAINTY IN THE GULF has clouded 
- | the short-term outlook for all stock- 
W markets. While many appear 
o have already discounted a war, and 
may thus fall only modestly if shooting 
tarts, the longer-term consequences of a 


athom. What if damage to Middle East oil 
elds sends oil prices sky-rocketing again? 
. Irrespective of events in the Gulf, how- 
er, most stockmarkets face a difficult 
ear, with economic growth slowing, asset 
alues falling and liquidity tightening. A 
ey factor for many Asian stockmarkets will 
the course of the US economy, which 
bsorbs large amounts of the region's ex- 
ris. 
. Predictions of when US stocks will find 
eir bottom vary widely. Indeed, some ob- 
ervers believe the bottom has already been 
. reached. Others do not foresee the retum 
v of the bull until mid-1991 at least. 

| On fundamentals, there is a growing 
. consensus among economists that the US is 
. in recession, whether or not the adminis- 
.. tration insists on calling it a "meaningful 
.. downturn." Even so, economists tend to 
predict à fairly mild and short-lived reces- 
sion, given fairly low inventory levels, the 
_ Federal Reserve Board's gradual lowering 
of interest rates during 1990 (while watch- 
ing inflationary pressures) and an export 
- boom that is riding the still-dedining real 
ec value of the US dollar. 

s. The third quarter of 1990 saw GNP 
c growth. of 1.7%. Until fourth-quarter indi- 
. cators were released in early December, the 
outlook had been for negative growth of 
about 1.5% in the final three months, fol- 
ved by —0.5% in the first quarter of 1991 
moderate positive growth in the next 
































yitient, new jobs, consumer spend- 
construction and manufacturing sug- 
ed a more serious recession, forcing 
valuation. Stubborn optimists wel- 
[ the figures, arguing that they would 
> the Fed to ease more decisively and 
. speed recovery. (Aside from lowering 
eral Fund rates, the Fed did indeed cut 
‘s’ reserve requirements for certain 
S of deposits in early December.) 
'et, others doubt that the Fed can keep 
ering interest rates without causing 
or capital outflows and sharp down- 
d pressure on the US dollar. These ana- 
are pushing more sober projections for 
ties. Moreover, some argue that if a US 
ssion affects other world economies, 
ending oversupply of; goods will pre- 





vent the US from making an export-led re- 
covery. 

The sharply higher bill for imported oil 
— the most obvious result of the Gulf crisis 
— is dragging down US consumer and 
business demand. But this simply exacer- 


bated, rather than created, the weaker eco- 


nomic conditions, Thus a happy resolution 
in the Gulf will not alone reverse the eco- 
nomic tide, 

Among the causes of the US recession 
are an oversupply of real estate, falling cor- 
porate profits (which are expected to drop 
2.5-5%) and weakness in financial institu- 
tions. A credit crunch, resulting from loss 
of confidence in financial institutions and 
slowing recovery, is particularly worrying. 

Many market pundits, according to one 
survey, believe the US stockmarket hit bot- 
tom in early October, when the Dow Jones 
Industrial Average (DJIA) fell to 2,365. But 
others expect a final low (of say, 2 ,250) 
some months hence, with many now in- 
dined — in the light of December's figures 

— to think that the turnaround will come 
later than sooner. Extreme bears see the 
DJIA touching 1,200; far-out bulls forecast 
nearly 4,000 this year. 

In the same survey, the sectors expected 
to do best were technology, banking and fi- 
nance, utilities, drugs, consumer issues and 
health-care companies. Least popular were 
gold mining and energy. 


BRITAIN 

Strong opposing forces colour the British 
outlook. Inflation is certain to fall decisively, 
but the recession is going to be much more 
severe than many expected. Profit forecasts 
have been repeatedly downgraded. 

Following its entry into the European 
Exchange Rate Mechanism (ERM), Britain 
cannot substantially cut short-term interest 
rates to stimulate the economy without 
pushing the pound through the floor of its 
ERM currency band. 

Nevertheless, the certainty that rates 
will fall over time has raised the prices of 
gilts (British Government bonds), which in 
turn has bullish implications for shares. 
Stocks look cheaper now in relation to gilts 
than they have for a long time. 

The key question is to what extent di- 
vidends will be maintained. Utility com- 
panies should hold up well. They have al- 


ready outperformed the market but still 


offer good yields with relative safety and 
the prospect of further dividend increases. 
Water companies for example, are yielding 
an average 6.5%. 

Other companies worth considering are 
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those with al rge proportion of profits in 
the US. With the end of the American eco- 
nomic downturn in sight, the US dollar 
may well begin its recovery against Euro- 
pean currencies in 1991, 

The biggest British gains will be in firms 
that have been hardest hit by the recession 
and have seen their shares fall drastically. 
But it will not be easy to pick the survivors 
and avoid the future bankrupts. 


EUROPE 

Despite a still-growing economy, the out- 
look for stocks in newly united Germany is 
at best mixed. Interest rates are relatively 
high and have yet to reach their peak, 
which is not good for equities. 

The interest-rate problem is complicated 
by the cost of financing the former East 
Germany. Meanwhile, the high level of the 
Deutschemark is cutting into Somany, sin- 
ternational competitiveness. 

France is more attractive, with inflation 
expected to fall below Germany's in 1991. 
There is scope for more aggressive cuts in 
interest rates, though that may reduce the 
value of the franc (in that case, the disad- 
vantage of weak economic growth will be 
compensated for by an even better inflation 
outlook). Yields on some French blue chips 
are well over 676, while inflation is forecast 
at around 4.376. 

Switzerland, being outside the Euro- 
pean Exchange Rate Mechanism, can re- 
duce interest rates at will. After a year of 
punitive rates (by Swiss standards), the 
likely cuts in 1991 could be healing balm to 
the stockmarkets. The bourse has been one 
of the worst performing major markets 
over the past four years — and correspond- 
ingly it has among the most secure pros- 
pects in Europe. 

Spain, which is also emerging from a 
period of high rates, should begin to reas- 
sert its superior growth potential in 1991. 
Investment managers have PNE their 
Spanish shares already. | 











TAIWAN 

Aftershocks from the Taipei market's spec- 
tacular collapse in 1990, the Gulf crisis, and 
uncertainties over the island's economy 
have set a bearish mood for Taiwanese 
equities in 1991. 

Low prices have left some good buys 
among blue-chip stocks, anal (sts say, but 
confidence in the market remains weak. 
Poor company earnings are expected to 
perpetuate the bear market. Several foreign. 
fund managers predict that one-third of 
listed companies will report a loss for 1990. 
But company balance-sheets are not a 
major influence in Taipei's volatile bourse 
which is largely driven by liquidity and 






speculators. 
Government measures to stabilise the 
market should begin to take effect early this 







year as foreign. instituti 
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drawn to equities. The issue of government 
bonds and the possible opening of as many 
as 10 new private banks will soak up excess 
liquidity and help to avoid the extreme fluc- 
tuations seen in the past year. 

At year-end, the construction sector was 
posting strong gains. It promises continued 
high performance this year as large govern- 
ment infrastructure projects get into full 
swing. Niche-market, hi-tech companies 
are positioned to ride out the slump in ex- 
ports to the US; firms with strong Euro- 
pean business also are well placed. 


SOUTH KOREA 

Seoul stocks have more room to rise than 
fall. The composite index (near 700 in mid- 
December) is likely to trade in the 700-800 
range in the first half of the year, and may 
get a lift from the expected limited opening 
of the market to direct foreign investment 
in 1992. 

Corporate earnings are forecast to be 
mostly flat for the third year in a row, 
though a continued capital-spending boom 
— both in infrastructure and equipment — 
may yield higher profits than analysts ex- 


Even if sentiment does pick up in the 
second half, there is likely to be strong sell- 
ing pressure as the index nears 850 — the 
level around which many institutional in- 
vestors bought stock in late 1989 and early 
1990. Thus it will take a strong rally to clear 
that hurdle. 

A solution to the Gulf crisis would par- 
ticularly benefit South Korea, which im- 
ports all its oil. However, the effects on the 
nation's import bill and economy have so 
far not been great. A breakthrough in talks 
with North Korea would also be good 
news, though that prospect for the mo- 
ment looks dim. Soviet relations — a past 
theme — no longer seem to be a focus of 
investors. 

Among the negatives are the stagnation 
of South Korean exports, a growing trade 
deficit, persistent inflation (around 9.6%) 
and high interest rates. 


HONGKONG 
The territory's stockmarket is cheaply 
priced compared with its regional rivals, 
while its economy is likely to fair better over 
the coming year than most others in Asia. 

The final months of 1990 have seen a 
pronounced revival in re-exports from 
China through. Hongkong, which has pro- 
vided strong support to the territory's own 
domestic exports. While China will eventu- 
ally run into the obstacles posed by slack 
demand in the importing countries, for the 
time being it is enjoying strong export 
growth at the expense of higher-cost com- 
petitors such as South Korea, Taiwan and 
Thailand. 

Corporate earnings in Hongkong 
should grow by at least 12% in 1991, ac- 
cording to most analysts. This, combined 
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with an improvement in market sentiment, 
should help to push prices higher. The 
combination of quicker earnings growth 
and a better rating could see the Hang Seng 
Index rising up towards 4,000 by the end of 
1991. 

But there are political imponderables: 
China's pressure on the territory's govern- 
ment over a range of issues — a big air and 
seaport project, Hongkong Bank's change 
of domicile, and Vietnamese refugees, to 
name a few — may continue to dampen 
local confidence. 

Direct elections to the Legislative Coun- 
cil in September are certain to yield another 
round of acrimonious rhetoric from the 
mainland as it attempts to influence events 
ahead of the 1997 handover to Chinese 
rule. 


SINGAPORE 
Brokers believe the stockmarket has already 
discounted a Gulf war, but even optimists 
acknowledge that the US recession and 
instability in the Soviet Union will haunt 
the market for at least the first two quar- 
ters. 

Singapore's trade-driven economy is 
particularly vulnerable to the US slow- 





omba dealers: panes trend. 


down. This is the main reason it was los- 
ing steam even before the Gulf crisis. GDP 
growth is expected to be 5% this year, 
down from 9.2% in 1989 and around 7.5% 
in 1990. 

Although interest rates have peaked, 
they are still high. Property stocks are 
therefore an area to avoid. Retailers may 
also see a downturn. Construction activity 
remains healthy, but competition is fierce, 
putting pressure on earnings. 

The consensus among brokers is that 
while the market is unlikely to slide much 
further, a meaningful rally will not materia- 
lise until mid-1991 (peace in the Gulf would 
probably trigger only a short-lived up- 
swing). 

Their recommendation is to start nibbl- 
ing at the blue chips now and add to them 


as the year progresses. 

MALAYSIA 

The likelihood that Malaysia will continue 
to have one of the fastest-growing eco- 
nomies in the Asia-Pacific region this year is 
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a bullish indicator for local stocks. Real GDP 
growth in 1991 is expected to be about 8% 
despite a slowdown in the major industrial 
economies. This follows a 9.4% jump in 
GDP in 1990 — the highest since 1976. 

The Composite Index of the Kuala Lum- 
pur Stock Exchange (KLSE) reached an all- 
time high of 632.22 the day before Iraq's 2 
August invasion of Kuwait. Even if shoot- 
ing starts in the Gulf, construction, cement, 
steel and office property are likely to gain 
as the government escalates its domestic 
spending under the sixth Malaysia eco- 
nomic plan which is due to be released in 
February. Motor vehicle and consumer- 
oriented stocks, however, are believed to 
have peaked. 

The KLSE's January 1990 split with the 
Stock Exchange of Singapore has been 
good for the Malaysian market. The daily 
value of shares traded has periodically 
surged well past M$100 million (US$37 mil- 
lion). Higher turnover has created a bo- 
nanza for broking houses, though it tem- 
porarily produced settlement problems. 

The government plans to list national — 
electricity provider Tenaga Nasional and 
car maker Proton this year under its privati- 
sation programme. The sales are likely to be 
popular with investors but may temporarily 
soak up liquidity. 

Finance Minister Datuk Paduka Daim 
Zainuddin's December budget was broadly 
bullish for stocks. 


THAILAND 

Although forecasts put Thai economic 
growth as low as 4.5% in 1991 — down 
from 9-10% in 1990 — the Thai stockmarket 
was looking oversold as it touched its Nov- 
ember lows. Having started 1990 above 
900, the Stock Exchange of Thailand (SET) . 
index hit 544 on 30 November (represent- 
ing a prospective price-earnings ratio of less 
than 10) before recovering 21% in one 
week. 

Most brokers saw an SET index below 
650 as buying territory. Moreover, most of 
those who foresee growth falling below 696 
this year also expect it to rise again in 1992 
— a very short bottoming-out. 

But the slowdown's sharpness, higher 
local interest rates, the instability of the Thai 
Government and unpredictable external 
events — chiefly in the Middle East — may 
give the market a rough ride. Recovery to . 
the 1990 index high above 1,100 is unlikely; — 
the SET's moving average is likely to go no 
higher than 800 and mostly trade in the 
650-750 range. 

Illiquidity will be a drag on the market. 
Thai companies are still thirsty for funds 
and dozens of small firms are planning to 
tap the market for capital as bank-lending 
rates shoot up. This will absorb speculative 
money, while the government is unlikely to 
spend its way out of the slowdown for fear 
of stoking inflation. The private sector is 
also facing difficulties in the real-estate sec- 
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tor as property values come off their peaks. 

Nonetheless, as the early December 
rally showed, there are sufficient funds 
around to power a periodic bounce. These 
will focus on small companies, real-estate 
developers and the finance and securities 
sector, all speculators’ favourites. 

Meanwhile, the beneficiaries of con- 
tinued economic growth, albeit at a slow- 
er pace, will be construction-materials and 
consumer-goods companies. The latter will 
be helped by rising spending power as 
wages increase under the impetus of short- 
ages of skilled labour and professionals. 
Construction-materials counters are under- 
pinned by tight supplies, a backlog of in- 
frastructure projects and residual real-estate 
activity. 


INDONESIA 

Jakarta’s punters would like to think that 
1991 will be more like the first half of 1990 
than the second. Having risen more than 
70% by July, the composite index lost all of 
that and more by mid-December. Many 
brokers feel the index could slip further, to 
around 350, before strengthening. 

Foreign investment and global economic 
developments will help determine when 
the Jakarta Stock Exchange (JSE) can escape 
its slump. In addition, Indonesia’s mone- 
tary squeeze has pushed up interest rates, 
diverting funds from equities into bank de- 
posits. The tight-money policy is likely to 
continue at least through the first quarter. 

However, trading on the JSE is likely to 
benefit from December's capital-market re- 
forms and from plans to privatise the ex- 
change. This brings nearer much-needed 
improvements to its clearing and settle- 
ment systems. 

Foreign investors nevertheless remain 
wary. A slew of companies which listed 
shares in 1990 have failed to hit profit 
targets. New listings, which tailed off in the 
last four months of 1990, are likely to pick 
up again, but there is little sign that firms 
have learned from 1990's roller-coaster ride; 
earnings projections still appear high and 
price-earnings ratios are aggressive. 

Until the JsE's clearing system shows im- 
provement, foreign investors will tend to 
stick with bigger issues whose liquidity is 

ter. Long-term investors, however, can 
still do well with stocks of smaller com- 


panies. 


PHILIPPINES 

December's announcement of an important 
oil find off Palawan offered virtually the 
only ray of hope for stocks amid a pall of 
economic gloom that is unlikely to go away 
soon. 

News of the substantial oil discovery in 
the West Linapacan prospect roused the 
near-moribund oils sector, whose stock 
index hit 11.12 on 13 December, breaking 
the previous record high of 10.775 in March 
1987. Oil issues riding high on the Linapa- 
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can news are Alcorn Petroleum & Minerals 
Corp., Oriental Petroleum, Basic Petroleum 
& Minerals Corp. and Philippine Overseas 
Drilling & Oil Development Corp. 

In the short term, these may be the only 
counters worth looking at in Manila. In the 
longer term, though, blue chips such as 
San Miguel Corp., Philippine National 
Bank, Philippine Long Distance Telephone 
and Sanitary Wares Manufacturing will 
continue to draw interest to the commercial 
and industrial sectors. 

Activity in these sectors may perk up 
later in the year as the country gears up for 
the May 1992 elections. If previous polls are 
anything to go by, injections of stashed 
cash into the economy by political campaign- 
ers may generate a consumption boom. 


AUSTRALIA 
Although economic recovery is unlikely 
to take place by the mid-year deadline that 
the government forecast in August, the 
full impact of 1990's six-percentage-point 
fall in official interests rates should be felt 
soon. 

Hopes are that the housing market will 
lead the recovery as inflation abates and 





Tokyo exchange: bracing for coming year. 


rates fall further. Resource stocks, which 
did well in 1990, are losing favour because 
of the global slowdown. But bargains are 
emerging among industrials. Bearing in 
mind recent corporate collapses, however, 
the view is very much to stick to blue chips. 

The half-yearly reporting season in Feb- 
ruary-March is likely to see another round 
of disastrous earnings figures. But once it 
looks as though companies have put the 
worst behind them, re-rating of their stocks 
can be e 

The major exception is the banks, which 
are expected to report increasing bad loans. 
Some may have trouble maintaining their 
high dividends during 1991. 

Given the recession, plans to float new 
domestic airlines to take advantage of dere- 
gulation have been shelved. However, 1991 
should see the first of several major privati- 
sations, starting with 30% of the federally 
owned Commonwealth Bank around mid- 
year. 

Other sales on the agenda are 49% of 
national carrier Qantas and possibly 100% 
of the domestic Australian Airlines. 
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NEW ZEALAND 
The economy is in recession, compounded 
by rapidly deteriorating terms of trade, and 
is forecast to stay flat or contract further in 
1991. That suggests, at best, a slow reco- 
very in shares. 

A fall in managed retirement funds has 
limited institutional stockmarket activity, 
while another bailout of the Bank of New 
Zealand and fears about the biggest prop- 
erty company, Robt Jones Investments, 
have added to negative sentiment. 

New Zealand firms, including well 
known names like Fletcher Challenge, have 
lean price-earnings ratios of around 6, but 
high debt. Market-watchers advise focus- 
ing on the degree to which companies have 
restructured and improved productivity 
(some have managed gains of 5096), and 
the extent to which they have found niche 
markets or diversified their products. 

.. 4 small band of optimists foresees a rise 
in stocks, probably from about mid-year, 
on the grounds that only a small improve- 
ment in the domestic economy would 
greatly help restructured companies' bot- 
tom lines. They argue that if the market re- 
covers, it will do so quickly — and that as- 
sets are now so cheap they are good long- 
term buys. 


INDIA 

The Bombay stockmarket — India's largest 
— is one of the few in Asia that ended 1990 
higher than it began. A modest upward 
trend will probably continue in 1991, de- 
spite deep uncertainties caused by com- 
munal violence and a national economy 
that is teetering on the edge. 

The reasons behind this faintly optimis- 
tic outlook have to do with supply and de- 
mand factors. A burgeoning unit-trust in- 
dustry sucked in Rs 60 billion (US$3.3 bil- 
lion) in savings from 2-3 million new share- 
holders last year and looks to be holding its 
head of steam. The trusts, controlled by 
state banks, have few choices about where 
to put their money. 

India's primary market for stock and de- 
bentures, though more active than ever, is 
struggling to meet demand in the face of 
government inaction on new approvals. 
Government bond and money-market in- 
struments, though attractive, are also limit- 
ed. Thus, the secondary market will proba- 
bly still get a good part of the unit-trust 
money. Bombay brokers believe the BSE 
Index will, at the very least, hold steady in 
the 1,200-1,300 range for the early part of 
the year, before moving slowly up. 

Liquidity aside, however, the picture is 
less rosy. Sharply higher oil prices are ex- 
pected to take some of the stuffing out of 
corporate profitability in the second half of 
the fiscal year, ending on 31 March. DSP Fi- 
nancial Consultants reckons that the stun- 
ning unadjusted net-profit growth of 59% 
for the half-year to September will dwindle 
to a full-year result of 30-35%. * 
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If you’re looking to invest in Asia, look no further than Jardine Fleming. 

Established in Hong Kong in 1970, Jardine Fleming was the territory’s first 
merchant bank, offering a full range of investment and securities services. But 
that was just the start. 

In Tokyo, we were one of the first foreign companies to establish investment 
management operations and to gain a seat on the stock exchange, so when the 
world woke up to Japan's potential, Jardine Fleming was already there. Now we're 
Japan's largest active foreign investment advisory company. Jardine Fleming 
recently became one of only two foreign companies in the world to be granted a 
licence by the Japanese Ministry of Finance enabling it to manage investment 
trusts for sale throughout Japan. 

And it's been a similar story in our 11 other offices throughout the Asia Pacific 
region, including Taiwan, Thailand and Korea. 


So when you decide to get the most out of the world's fastest growing region 
and strongest emerging markets, contact the company that's been growing with 
Asia from the beginning. 


And profit from the Jardine Fleming edge. 


a 


Jardine Fleming 
NP The leading edge in Asia. 


Jardine Fleming Holdings Limited, 46th Floor, Jardine House, 1 Connaught Place, Hong Kong 
Telex: 75608 FLEDG Fax: 845-1651 Tel: 843-8888 
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SHORT-SELLING 


The naked lunch 


By Ed Paisley in Hongkong 


n East Asia’s bear stockmarkets, the 
[s strategy of short-selling could 

have turned stock price declines into 
handsome profits. But it remains illegal in 
most of them. 

An investor could have made a tidy sum 
last year by selling short (borrowing and 
then immediately selling) Hongkong & 
Shanghai Banking Corp. shares at their 
peak 1990 price of HK$7.50 (96 US cents) on 
16 February, and then covering the short 
(repurchasing the stock to return to the 
lender) on 16 November, when Hongkong 
Bank shares had plummeted to HK$4.60. 

This would have been illegal in Hong- 
kong, and also impossible due to the dura- 
tion of the short position. But it could have 
been executed in the US, where the bank’s 
American depository receipts (ADRs) trade 
actively on the over-the-counter market. 
Short-selling is legal in the US, though re- 
restricted by the “uptick rule,” whereby an 
investor going short can do so only when a 

rises. 

Many Asian blue chips that cannot be 
sold short in their home markets are avail- 
able in the US through ADR listings, which 
are share certificates held in custody by US 
banks. There are close to 200 shares from 
the region listed in the US via ADRs, though 

ers are from Japan and Austra- 

lia, where short-selling is legal under cer- 

tain conditions. Hongkong is the next 

largest, with 23 listings, followed by Singa- 

pore (11), and Malaysia (9), according to 

_ Morgan Guaranty Trust of New York. The 
_ three latter markets prohibit short-selling. 

There are at least 15 Hongkong stocks 
with sufficient trading volume for short- 
selling via ADRs in the US, along with three 
Malaysian counters and four from Sin- 
gapore, according to Autex, the Mas- 
sachusetts-based financial-information net- 
work. Investment banks active in the ADR 
. market are Merrill Lynch, Smith New 
.. Court, S. G. Warburg, Salomon Brothers 
and Goldman Sachs. 

Stockmarket regulators in Hongkong, 
Kuala Lumpur, Bangkok, Singapore, Seoul 
and Jakarta argue that their bourses are 
either too illiquid or too young to allow 
brokers and investors to sell short. 
Nonetheless, the practice is common in 
Thailand, Malaysia and Hongkong, where 
regulators may legalise it later this year. In 
Singapore, tough regulations limit short- 
selling opportunities, while Indonesia suf- 
fers from thin liquidity. 

Illegal short-selling is usually done by re- 
tail brokers holding large amounts of stock. 
They sell short for their own book and for 








their larger clients, using the three-to-five- 
day period between the time of the stock 
transaction and the settlement date. 
. Most institutional investors, however, 
hedge their portfolios by short-selling some 
stock while going long, or buying, other 
stock in an effort to achieve a neutral 
portfolio. In the Asian time zone, most of 
this activity is restricted to Japanese and 
Australian securities, where short-selling is 
legal and where there is no stamp tax or 
other charges involved in transactions, ac- 
cording to John DiRocco, head of London 
Global Securities, a securities loan broker. 
Although it is regarded as highly risky, 


Liquid foreign stocks 


Turnover of selected American 
Depositary Receipts (Jan.-end-Sept. 1990) 
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many investors have profited handsomely 
picking market trends or investigating indi- 
vidual companies ripe for a fall. As Marc 
Faber, a noted bear-market pundit, says: 
“More stocks go to zero than to the sky, 
even in a bull market.” An additional at- 
traction is that short-sellers can invest their 
cash elsewhere, since they have borrowed 
and not purchased the stock. 

Stock lenders such as the Boston-based 
State Street Bank — a leading custodian 
bank for stock lending — require that short- 
sellers post hefty collateral, though the bor- 
rower is usually paid interest on these de- 
posits. Custodian banks charge stock bor- 
rowers from 2-5% annual interest, depend- 
ing on the duration of the loan, and require 
that all dividends accrue to their clients. 

Naked short-selling is a method of pick- 
ing a stock set for a fall before other invest- 
ors catch on by looking for bearish sector 
trends or individual company woes. Short- 
selling stock on the basis of sector trends is 
perhaps the riskiest method, according to 
Faber. His advice: “look for investments 
that the Japanese have just piled into and 
then short these, such as US Treasuries in 
1988 or emerging market country funds in 
1989.” 

Taking that cue, short-selling Hongkong 
utilities shares might prove tempting, as Ja- 
panese interest has been strong this year. 
Or Japanese retail companies that have 
expanded in Thailand, Singapore and 
Malaysia — counting on a continued boom 
that could wane with the slowdown in 
their principle export market, the US. 

Faber declines to say what companies 
he is short-selling, but he points to the real- 
estate sector in Thailand as being weak. He 
also suggests that an investor should expect 
manufacturing stocks to decline in the 
event of a global recession. 

Japan remains the focus of short-selling 
in East Asia, according to short-sellers in 
New York and Hongkong. In Japan, short- 
selling is legal for Japanese and resident for- 
eigners, but not non-residents. In addition, 
short-selling is restricted to six-month 
periods, after which the seller must close 
his position. 

But Japan can be a difficult market to 
short-sell. “The odd thing about Japan is 
that institutional investors, like individual 
investors elsewhere, never sell losers, only 
winners,” says Jardine Fleming’s senior 
analyst, Robert Zielinski. He notes, how- 
ever, that the Japanese market could 
“prove to be a bloodbath, leaving fantastic 
room for selling on margin buying.” 

Another method of short-selling is a re- 
cently launched fund by Ursus Interna- 
tional, a Cayman Island-registered fund 
managed by the New York investment firm 
Kynikos Associates, which is run by a 
noted naked short-seller, James Chanos. 
This is one of the few international funds 
whose principal aim is to sell short interna- 
tional equities. n 
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From bad to worse 


By Review Correspondents 


EAL ESTATE IN JAPAN, which has been 

one of the pi of asset inflation 

there, is beginning to wobble, and 
most analysts expect a major shock to hit 
the market. 

Developers used easy credit in the 1980s 
to embark on developments priced far 
beyond the means of many buyers or ten- 
ants. Consequently, rising interest rates 
and contracting credit are likely to take a 
savage toll in the market. 

According to Michael Remington at 
S. G. Warburg Securities in Tokyo, risk in 
the real-estate sector extends throughout 
the industry. Only Mitsubishi Estate and 
Mitsui Real Estate Development, the coun- 
try's two largest property companies, ap- 
pear to be in a position to escape a collapse 
in the market. Since the companies are rela- 
tively debtless, they should be able to take 
advantage of falling property prices to ex- 
tend their diverse portfolios. 

Analysts caution that it is better to hold 
off on any equity investments until April or 
May, when the Japanese bond market will 
likely have bottomed. They point out that 
property-company valuations are linked to 
the yield on long bonds. As rates fall, the 
discount at which companies’ portfolios are 
valued by the market will decline and valu- 
ations will rise. 

Real-estate company Itoman has already 
made the headlines because of its inability 
to service debt, and banks are assisting 
Maruko and Minowa Real Estate to divest 
developments in a bid to cut debt. 

Investors should stay out of this mine- 
field until signs appear that interest rates 
are falling. They should also wait until 
land values have fallen 20-30%, yields on 
commercial property are higher and resi- 
dential-property prices bear a more realistic 
relationship to incomes. 

The long-term prime rate is currently 
around 8%, compared with an average 
gross yield of 4% for new commercial prop- 
erty and 2% if overheads are deducted. 

Foreigners can buy condominiums and 
other residential units in Japan, though at 
current prices, they would be unwise to do 
so. Much the same applies to commercial 
developments, though there are relatively 
few cases of foreigners buying. 


SOUTH KOREA i 

In South Korea, property prices increased 
sharply in 1990, despite a government 
crackdown against real-estate speculation. 
But the boom shows signs of abating as 
apartment prices level off and, in some 
areas, fall for the first time in five years. 
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The cost of a 102-m? apartment in the 
middle class area of un has tripled 
since 1988 to Won 130 million (US$734,500). 
A similar apartment in the Kangnam dis- 
trict, where the best schools are located, 
sells for more than Won 270 million, up 
from about Won 47 million in 1988. 

The market, however, is flattening out 
as more housing units are constructed. 
About 2.5 million units are expected to be 
built in the four-year period ending in 1992. 
A satellite city in Pundang, south of Seoul, 
is already starting to have an effect on the 


New supply of prime office 


capital’s housing market. Owners who are 
trying to sell their apartments to move to 
the new city are finding few takers. 

Moreover, if the government adopts a 
more contractionary monetary policy, as 
the IMF has recommended, property prices 
could fall sharply. 


TAIWAN 

Investment opportunities in Taiwan's prop- 
erty market are limited because of a slug- 
gish economy and a glut of prime office 
space in Taipei, Kaohsiung and Taichong, 
according to analysts. But for investors will- 
ing to take a three-to-five-year outlook, op- 
portunities are opening up as the govern- 
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ment begins its satellite-city programme on 
the outskirts of Taipei and Kaohsiung. 

The government plans to open about 
28,000 ha for residential, industrial and in- 
frastructure development by 1996. About 
13,000 ha will be earmarked for mid-income 
housing and infrastructure projects such as 
parks and small shopping malls. 

While market prices are weak, prime 
property sites are attracting buyers. For 
residential pro , this means prices of 
up to NT$126,200 (US$4,640) a m?. 

One brake on Taiwan's property market 
will probably be a steady increase in 
government-announced property values, 
which are published annually in July. In 
Taiwan, when a property title changes 
hands, the government's transaction tax is 
based not on the sale price of the property 
but on the government-announced value. 

The tax is levied on the seller. In July 
1991, the government-announced value 
was set at about 40% of market prices, up 
from about 25% a year earlier. 

Analysts say government-announced 
values will get closer to market prices in the 
next few years. In July, the government's 
announced prices could reach 50% or more 
of market prices, which would considerably 
increase the taxable base on property sales. 


HONGKONG 

There is good news and bad news for 
Hongkong’s landlords and developers. The 
good news is that the property market 
could have been worse in 1990. The bad 
news is that it will almost certainly get 
worse this year. 

Prices of small and medium-scale apart- 
ments rose in line with wages in 1990, and 
demand for industrial properties was solid. 
With wages still rising and a 1990 squeeze 
on bank lending relaxed, there is no reason 
why prices should not continue to rise in 






1991 for these sectors of the market. There . ; 


is also a large amount of luxury-residential 
property coming on the market, underpin- 
ned by the territory's shift to service indus- 
tries from manufacturing. 

The victims of the property slump have 
been in the luxury retail and Grade-A office 
sectors, where rents have slipped 10%. Lo- 
cation mattered, however, with landlords 
in the Central business and Tsimshatsui 


tourist districts generally holding out until — 


September 1990 before lowering rents. 
Rents in  Tsimshatsui East declined 
throughout the year, as they did in the 


Hongkong Island districts of Wanchai and 


Causeway Bay. 
There have been numerous attempts to 
calculate how much office space will hit the 


market in the next two years, with the con- _ | 


sensus standing at 1.3-1.4 million mv. 
Levett & Bailey 540,000 me of office 
supply in 1991, followed by 930,000 me in 


1992. First Pacific Davies estimates 560,000 - 


m? next year and 840,000 m? in 1992. 
First Pacific Davies calculates that Hong- 
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990. resident investors and foreigners will no 





m? of Grade-A space. © = oo 

- The outcome of the glut is clearly going 
to be a rental war preceded by a sharp rise 
in vacancy rates, perhaps in some places to 
the 20% levels seen in the 1983 property 
slump. 





THAILAND 

The property market peaked in 1990 chiefly 

because of the possibility of over-capacity in 

the next few years. But demand should 

absorb supply through 1991, and prices 

should be steady. 

. Analysts say it will take the completion 

of numerous residential towers in the sec- 

ond half of this year before the shape of the 
| market is known. 

- Many planned residential, commercial 
_ and hotel projects that threaten to flood the 
.. market, however, may never be started be- 
|. cause of the markets potential problems, 
,, according to analysts. So a glut and bar- 
..gain-buying opportunities might never 
|... materialise, they say. 

_ Meanwhile, demand is strongest for of- 
fice space. An oversupply in this sector is 
-likely in 1992, though no one forecasts fire 
|». sales of buildings. 
|... Thailand does not permit foreigners to 
_ buy local property — though such pur- 
|... chases are, in fact, common. To skirt the 
... law, foreign investors often acquire prop- 
erty with 49-5196 joint ventures with Thai 
investors or set up ownership arrange- 
ments with Thai friends. A common, legal 
_ Option is to purchase property through a 

_ long-term transferable lease to Thai in- 
. . ferests. | 


















MALAYSIA 
.. The property sector will continue to pro- 
_ vide investors with opportunities despite 
(government moves to curb real-estate loans 
|... to foreigners. Prime office space and luxury 
|. condominiums are likely to provide the 
. main focus for investors. 
... In November, city authorities lifted 
a five-year freeze on the construction of 
high-rise buildings in the capital. The move 
5 sure to spark a boom in the construction 
residential and office complexes. 
Monthly rental prices in Kuala Lum- 
48.40 (US$15.90) a m2, up more than 
rom a year ago. 
emand for condominiums command- 
rices of M$500,000 or more is also ex- 
jump as expatriate managers rush 
ountry in the wake of an unpre- 























But the attitude of the government to 
property buying from foreign investors is 

iving investors some cause for worry. 
k Negara said in November that non- 








longer be allowed to obtain domestic 
financing for property acquisitions. 

The central bank ruling reflects growing 
concern that foreigners have reduced the 
amount of property that can be purchased 
by Malaysian-owned companies. 


SINGAPORE 

Because of high rental yields and low vac- 
ancy rates, Singapore's property market 
should be healthy. The market, however, is 
in the doldrums, and it is not expected to 
improve in the short term because of com- 
mercial and residential development com- 
ing on-stream in the next two years. 

The oversupply will be acute in the of- 
fice sector, which is preparing for an addi- 
tional 1.4 million m? of new space to be 
available by 1993. The picture is equally 
alarming in the retail sector. 

According to the Urban Redevelopment 
Authority (URA), prices of office space de- 
clined 876 in the second quarter of 1990, the 
sharpest decline since 1986. Analysts say 
that when the prices are calculated for the 
second half of 1990, they are likely to show 
a decline of another 5%. 

URA price figures for residential property 
in the second quarter of 1990 were stable, 
but analysts estimate prices declined 5-10% 
in the second half of the year. 


INDONESIA 

A central bank-induced liquidity squeeze 
has provoked a lull in the feverish growth 
of Indonesia’s real-estate market. But the 
ensuing capital shortage may create new 
opportunities for foreigners. 

“Indonesian developers are looking for 
foreign partners to rescue some projects 
that are stalled because of funding prob- 
lems,” says Michael Williams of Procon 
Indah. 

Despite the construction boom in Jakarta 
and other cities in recent years, property 
developers believe there is plenty of growth 
ahead. And while rents on prime locations 
have jumped 120% in the past two years, 
monthly rents are still lower than in most 
neighbouring countries. 

A Procon Indah report predicts that 
in 1991-94, 800,000 m? of new office space 
will become available in Jakarta, a jump of 
70%. 

The government has proclaimed 1991 as 
Visit Indonesia Year, and the hotel industry 
should be an early beneficiary. Three five- 
star hotels will open in Jakarta in 1991, add- 
ing 1,100 new rooms. A steady rise in busi- 
ness travellers is expected to keep average 
occupancy at Jakarta hotels above the 75% 
mark for the next five years. 

Indonesian investment regulations pre- 
vent foreigners from buying property, But 
foreigners may establish joint ventures with 
local companies to buy and develop prop- 
erty. Maximum foreign ownership initially 
is 80%, but the local partner must become 
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AUSTRALIA 

The Australian property market should de- 

liver some bargains in 1991, but investors 

should hold off from buying in the first half 

of the year to get a better hedge on looming . 
oversupply problems. 

Many cities are suffering from a glut of 
office blocks as the building boom of the 
late 1980s collides with the country’s reces- 
sion. Analysts say the commercial-property 
sector will be one of the weakest links in the 





The only sector expected to chalk up a 
recovery in the first half of 1991 is the resi- 
dential market. With interest rates down by 
six percentage points in 1990, the market is 
expected to be one of the first to come out 
of the recession. 

Foreign investment in residential prop- 
erty is controlled. All real-estate sales worth 
more than A$5 million (US$3.8 million), for 
example, must be referred to the Foreign 
Investment Review Board. Also, in theory 
at least, foreigners are meant to buy only 
residential real estate that is being de- 
veloped or is in the process of construction. 


NEW ZEALAND 
Three news stories summed up New Zea- 
land’s property market in 1990: shares of 
Robt Jones Investments, the country’s 
largest property company, fell to 30 NZ 
cents (18 US cents) in mid-December from a 
1990 high of NZ$1.21 because of investor 
wariness of property; Kupe Group sold a 
development site in Auckland for NZ$9 
million after spending five times that 
amount to assemble it; and Government 
Property Services Corp. (GPSC) obtained 
NZ$240 million backing on its portfolio of 
office blocks worth NZ$500 million. 

GPSC highlights commercial property 
owners’ plight. In September, 25% of the 
company's rental space was empty, up 
from 20% in March. As a result, property 
days, discounts of up to NZ$1 milli 
other inducements to renters an 
tive tenants. Vacancy rates i 
business districts have climbe 
But there is good news. 
























sector, for which the government intends 


to increase overseas promotion. — > m 








sia, the world’s most 
dynamic market place, 

is home to more than half of 
mankind. Every day events occur 
here which not only shape the 
destinies of its more than 4 billion 
people but affect the entire world 
as well. 

The Asia 1991 Yearbook does 
more than just cover these events 
— it compiles, analyses and 
interprets them for the reader. No 
business executive or scholar can 
afford to miss it. 

Decide for yourself whether 
any other single medium puts the 
social, political and economic 
realities of Asia at your fingertips 
as does the 240-page Asia 
Yearbook. 





SOME OF THE FEATURES 

YOU'LL FIND... 

The Asia 1991 Yearbook covers the 
year’s most important events in Asia. 
You will find chapters and features 
such as: An Overview of the Year; 
Population & Food; Development 
Banks; Asian Finance; Asian 
Investment; Commodities; Energy; 
Aviation; Shipping; Fishing; Trade & 
Aid; Asia-Pacific Organisations; and 
much more. 

The Asia 1991 Yearbook has an 
abundance of photos and charts, 
tables and graphics to illustrate the 
material. 

The main body of the book 
contains chapters on 31 countries, 
ranging from Afghanistan to 
Vietnam, from the vastness of China 
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and India to the minute specks of the 
Maldives and Pacific Islands. 


NOW IN ITS 32ND YEAR... 

Matching the rapid pace of Asian 
development the Asia Yearbook 
provides detail and insight. It’s a 
book for everyone who needs to 
know about Asia. Now in its 32nd 
year, the Asia 1991 Yearbook is more 
thorough and comprehensive than 


. ever. 
| COUNTRY-BY-COUNTRY 


ANALYSIS... 


| Each country is discussed with up-to- 
_ date reviews of its Politics and Social 
|! Affairs, Foreign Relations, Economy 
|^ and Infrastructure, complete with a 
? map, a potted history and a govern- 

, ment list. The Asia 1991 Yearbook 


gives you first-hand information on 


| everything from trade patterns 
| and population trends to foreign 
} investment and social and cultural 


developments. Each country chapter 


` has a Databox full of essential vital 
|. statistics. 


HOW IT IS DONE... 
Published by the Far Eastern 


! Economic Review, the Asia 1991 


Yearbook is the result of thousands 
of hours of work during the year. 
Every week, the Review's corre- 


| spondents file on-the-spot reports 


from major Asian capitals and other 
areas of interest throughout the 
world. This leading team of writers, 
analysts, experts and research staff 
keep the Asia 1991 Yearbook on top 
of events. To give you Asia minus the 
mystery, minus the myth. To give 
you Asia as only the Far Eastern 
Economic Review can. Order your 
copy today. 


Mail or fax to: Publications Division, Review Publishing Company Ltd., G.P.O. Box 160, Hong Kong. 
Tel: (852) 8328338 Fax: (852) 572 2436. 


Please rush me copy/copies of the Asia 1991 Yearbook. 


C] I enclose a cheque/postal order for 


O Or, please charge my credit card (tick one) 


Visa O MasterCard O Diners Club O American Express O 
Card? No.: Expiry Date: 
Signature: 
Address: 
City: Postal Code: Country: 
Asia 1991 Yearbook (Soft Cover) Asia 1991 Yearbook (Hard Cover) 


No. of copies 





| 
| 
| 
| 
| 
| 
| Name: 
| 
| 
| 
| 
| 


O by surface O by airmail* No. of copies 


* For airmail delivery, please add: HK$55/US$7/£4.50/S$15.50/M$20/¥ 1,000 per copy. 
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COMMODITIES 


Further to fall 








prm 


By James Bartholomew 





HE OUTLOOK IN 1991 for the prices of 
industrial commodities such as cop- 

and tin, aluminium and lead, 
rubber and oil, is bleak. Production capacity 
will continue to increase while consump- 
tion stagnates. 

On the production side, the strong and 
prolonged economic growth of the 1980s 
gave rise to higher prices late in the decade. 
This, in turn, encouraged the development 
of more capacity, which will take time to 
come on stream. As a result, excess capa- 
city will cloud the prospects for industrial 
commodities in 1991. 

On the consumption side, the rate of 
economic growth in the developed world is 
expected to tail off in the year ahead, which 
will brake the growth in demand. In the 


= three years to 1990, the OECD countries 


grew at 4.5%, 3.3% and 2.3%. But in 1991 
the growth rate could be only 1%, accord- 
ing to National Westminster Bank. 

As production continues to grow but 
consumption reaches a standstill, surpluses 
are likely to develop which may send com- 
modity prices lower. Prices of many com- 
modities have already fallen substantially in 
anticipation of the coming surpluses. 

But there is likely to be scope for 
further falls. The dire economic prob- 
lems of Eastern Europe and the Soviet 
Union also keep on appearing in the 


PRECIOUS METALS 





Copper bottomed 


Changes in non-socialist world stocks 





analysis of individual commodities. 

Against all this, there is one factor that 
may help to support the prices of several 
different commodities: greater demand 
from the newly industrialised countries, or 
NICs, and near-NICs of East Asia. These 
economies have reached a size where they 
are important in the global supply-demand 
balance. 

Shearson Lehman, for example, sug- 
gests that the 1991 slowdown in the 
aluminium market will be less severe than 
in 1979-82 partly because of continued 
growth in demand from NICs, which now 
account for 17% of world demand instead 


Unvieldingly bleak 


THE GLOOM IN THE PRECIOUS METALS market 
could hardly be deeper. According to 
contrarian theory, then, precious metals 
make an attractive investment, though 
there are few fundamental grounds to 
support that argument in the silver, 
platinum or gold markets. 

For gold believers, one of the most de- 
pressing aspects of 1990 was the way in 
which two of their articles of faith were 
destroyed. The first — that major crises 
propel gold forward — was undone by 
the Persian Gulf crisis. The potential for 
war, caused the price of the metal to rally 
— and then fall below the level at the be- 


ginning of 1990. 
The second article of faith — that gold 


responds to high oil prices — was simi- 
larly destroyed by the Gulf crisis. While 


42 


oil soared, gold blipped. 

That leaves two other tenets of the 
gold market still intact. The first is that 
gold responds to inflation; the second is 
that gold hates high real interest rates. 
Both factors were consistent with the 
weak performance of gold in 1990. And 
neither will help gold much in 1991. 

Inflation will be the least helpful since 
it is likely to fall worldwide. Interest rates 
present a more mixed influence since in- 
terest rates in the US are weak while those 
in Europe and Japan may peak during the 
course of 1991. A modest optimism on in- 
terest rates is about as cheerful as it gets 
for gold. 

Platinum has been, if anything, an 
even bigger disappointment. Its premium 
to gold has dwindled, the problem being 
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of only 10% previously. The metal is still 
gaining market share in such areas as cans 
for drinks and for the manufacture of cars. 
In Japan, for instance, the weight of alu- 
minium per car is in the process of rising 
from 5% to 10%, according to metal brokers 
Rudolf Wolff. 

But even the price of aluminium has 
taken a turn for the worst amid increasingly 
gloomy economic forecasts. Production is 

ed to rise 2.1% in 1991 but consump- 
tion only 0.8%. This could give rise to the 
largest surplus of production since 1984. 

The prospects for copper are even 
poorer. One important source of new pro- 
duction will be the massive new Escondida 
mine in Chile, which has eventual capacity 
of over 300,000 tonnes per year. 

Moreover, strikes and other problems 
affected production in South America in 
1990, notably in Peru. If they are less severe 
in 1991, then production will rise all the 
more. As for consumption, copper is used 
in the production of vehicles and in house- 
building. Both of these sectors are facing a 
worldwide slowdown. 

The downturn in car production affects 
demand for lead even more severely, since 
60% of lead production goes towards the 
manufacture of batteries. The poor outlook 
for lead on the demand side is made worse 
by expected increases in production in 
Peru, India and South Korea. The market is 
expected to return to surplus in 1991 after 
two years of deficit. 

Tin has been in a bear market for 10 
years and so there is scope for hoping the 
bottom is in sight. But a large overhang of 
stock inherited from the failed attempt to 
keep the metal's price up in the mid-1980s 


increased production looming over the 


US 






hd 


horizon. In 1990, major producers an- 


nounced that capacity will increase even 
more than previously planned. 

The rise in the use of platinum in 
catalysts by the world's auto industry, 
does not seem likely to be enough to save 
the metal. Still, demand will fall well short 
of 1.5 million oz, with a possible surplus 


Platinum’s lure 
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remains, so tin is unlikely to pick up very 
ly. Eventually, the price must respond 
to this deficit though perhaps not in 1991. 

Rubber is expected to be hit by the in- 
creasing weakness in the automobile mar- 
ket. However, like tin, rubber has been 
such a weak market for so long that a sub- 
stantial percentage fall seems unlikely. 
Moreover, it could benefit from the rise in 
the price of oil, which undermines the com- 
petitiveness of oil-based synthetic rubber. 

Oil, of course, is by far the most impor- 
tant industrial commodity, and is obviously 
subject to immense political and military 
uncertainties in the Persian Gulf. If peace 
prevails — or alternatively, if the conflict is 
short with no damage to the Persian Gulf 
fields — then the medium-term outlook is 
for a significant fall in the price of oil to 
below US$18-20 per barrel. 

In the short term, if war breaks out the 
immediate effect is likely to be a spike in the 
price of oil. After that, everything would 
depend on the extent to which the produc- 
tion and transport of oil was disrupted by 
the fighting. 

So far, increased production of oil by 
Saudi Arabia especially, but also by other 
countries, has already almost entirely com- 
pensated for the loss of supply from Iraq 
and Kuwait. Total world production in the 
fourth quarter was down only 1% on the 
equivalent period in 1989. 

Production could actually exceed con- 
sumption in 1991 because consumption 
might fall about 2% in response to the 
higher price levels. Against this back- 
ground, a lower price seems very probable, 
particularly if Iraqi and Kuwaiti oil some- 
how returns to the market. a 
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of about 132,000 oz in 1990 to over 800,000 
oz in 1994. 

Apart from auto catalysts, the other 
major growth area for platinum in recent 
years has been jewellery in Japan. De- 
mand for the metal in auto catalysts, jewel- 
lery and elsewhere accounts for almost a 
half of total world platinum demand. It is 
not surprising, then, that platinum prices 
fell in tandem with the Japanese stock- 
market and the rise in Japanese interest 
rates. Unless there is a reversal of those 
trends in 1991, platinum looks likely to fall 
further this year. 

The bear market in silver is the longest 
and deepest of the precious metals. To- 
wards the end of 1990, silver dipped 
below US$4.00 per oz for the first time 
in 15 years, from a high of over US$20 per 
oz in late 1979 and early 1980. Silver is a 
by-product of the mining of other metals 
and thus is recovered regardless of price. 
One year silver will rise again, but 1991 
does not look like being the year of silver 
— or indeed any of the precious metals. 

m James Bartholomew 
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FOODSTUFFS 


Cheaper eats 


By James Bartholomew 


AN PRICES OF FOODSTUFFS go any 
lower? In the last nine months, 
Barclays foodstuffs index fell another 

10% amidst a continuous bear market 

stretching back to early 1984 with only a re- 

latively modest rally during 1988-89. 

The scale of this downturn has been lit- 
tle noticed by those not directly involved. 
But it has been massive. The Barclays 
index, denominated in SDRs and composed 
of all the major soft commodities from cere- 
als to edible oils, cocoa to coffee, reached a 
peak of 130 in 1984 and is now down to 55. 
Even this does not reflect the full extent of 
the collapse, since the value of SDRs has 
been reduced by inflation. 

Adding that in, the fall in real terms has 
been well over 60%. The price of interna- 
tionally traded food may be lower now 
than at any time since the depression of the 
1930s, according to Barclays Economics De- 
partment. The length and severity of this 
phenomenal bear market, though, give 
rise to the hope that 1991 might see the be- 


ginning of its end. 
Soft commodities have had such a bad 


time in the past seven years primarily be- 
cause governments attempt to control the 
markets. Production of certain vegetable 
oils, cereals and other produce is heavily 
subsidised by the EC, the US, Japan and 
elsewhere. While production has been sub- 
sidised, the international price has suffered. 

The time may be close when advanced 
countries cut back their manipulation of ag- 
ricultural production and prices in the same 
way as developing countries have done. 
A successful condusion to the Uruguay 
Round of the Gatt is crucial, though that 
prospect grows dimmer by the day. 

But there is litle doubt the developed 
nations down the road will reduce these 
subsidies — if only because the cost has be- 
come so great. In the short term, subsidy 
reduction could mean further falls in the 
relevant prices as stocks are unloaded. But 
the medium and longer-term prospect is for 
higher international prices as subsidised 
capacity is taken out. 

In any one season, though, the weather 
is the dominant factor in the price of 
foodstuffs. The rally in prices in 1988-89 
was largely based on adverse weather con- 
ditions. Of course, it is impossible to predict 
the weather for 1991. 

Several commodities hardest hit by 
the slump, though, are showing signs of 
slowly responding to persistently low 
prices. Supply is stagnant or falling while 
consumption is rising more quickly than 
before. Cocoa is a case in point, with fore- 
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cast production for the 1990-91 season only 
fractionally above the previous year and 
about 2% down on the peak year of 1988- 
89. 

Cocoa consumption, meanwhile, has 
continued to grow steadily at between 2% 
and 3% a year. The brokers E. D. and F. 
Man forecast that in the 1992-93, the cocoa 
market will finally move into deficit again 
after being in surplus since 1984-85. 

The price of sugar fell in the second half 
of 1990 despite the reduction in supply 
from the Philippines due to Typhoon Mike 
and the drought in Queensland. Poland 
sold more sugar than previously, probably 
for the grim reason that the country became 
too poor to consume the sugar itself. 

The Soviet Union worries the market by 
its apparent problems paying for some 
shipments of sugar. Overall, the market is 
in surplus, but a key factor will be whether 








or not the EC cuts back on subsidising 
sugar production. 

The coffee market is now more or less in 
balance, but it is still suffering from a large 
overhang of stocks released into the market 
in 1989, when producers' export agreements 
ended. It will take time for this stock to be 
dispersed, since the response of suppliers 
and consumers to low prices is sluggish. 

Basically, farmers do not cut down their 
coffee trees when prices are bad. But a re- 
sponse to oversupply is gradually coming 


through, with farmers applying less fer- í 


tiliser and less labour for harvesting, in turn 
bringing production to a standstill. Con- 
sumption in some countries is increasing — 
notably South Korea — which is making 
overall consumption rise at about 2% a 
year. The market's long climb back may not 
come in 1991, but the recovery will be soon 
thereafter. w 
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BROKERS’ 


A stock for all seasons 


HE YEAR OF THE HORSE was unkind to 

the world’s stockmarkets. Yet while 

most brokerages’ stock picks just 
managed to outperform falling market in- 
dexes, there were some stellar choices. 

W. I. Carr's Hongkong selections man- 
aged to outperform a rising Hang Seng 
Index by 5.8%. Even more impressive, 
Rashid Hussain Securities’ 1990 Malaysia 
portfolio rose 25.7% in value as the Kuala 
Lumpur Stock Exchange index dropped 
11.6%. Also in a falling market, James 
Capel’s selection of French equities lost 
only 1% of its value as the CAC General 
Index plummeted 20%. 

Brokers approached this year’s stock 
picking exercise with some trepidation, 
ever aware that developments in the Per- 
sian Gulf, the Soviet Union and the US 
economy were not on their side. The brok- 
ers’ recommendations that follow have 
been prepared for informational purposes 
only. They do not constitute an offer or in- 
ducement to any person to buy or sell any 
stock. Before taking action on any informa- 
tion, investors are strongly advised to seek 
professional advice. Prices quoted are for 
the close of trading on 13 December. 


JAPAN 

Kokusai Electric (¥3,180) is a bubbling 
mobile-communications concern with an 
attractive balance sheet and semiconductor 
production equipment operations. 

Matsushita Communication Industrial 
(€ 3,230) will benefit hugely from the intro- 
duction of digital cordless telephones and 
liberalisation of the cellular phone market in 
1994. 


TERN 


Nintendo (X20,600) is still recording 
strong family-computer sales in the US and 
is bolstering its arsenal with the handheld 
Game Boy and the new 16bit Super 
Famicom. It also has mountains of cash. 

Kajima (¥1,610) can expect operating 
profit to grow 25% in the year to March 
1992, has the strongest financial balance in 
the construction sector and usually gets the 
juiciest private contracts. 

Toyo Information Systems (13,800) is 
the best managed software development 
company in Japan and will generate aver- 
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SELECTIONS 





age earnings growth of at least 3076 over 
the next five years. 

Ito-Yokado (X3,750) is set to acquire 
70% of 7-Eleven owner Southlands of the 
US, making it the largest convenience-store 
operator in the world. Earnings are ex- 
pected to grow by an average 2076 annu- 
ally. W. I. Carr 


BRITAIN 

Pilkington (171p), a world-class glass 
maker, offers tremendous potential for cap- 
ital gain either from expectations of a 
takeover or from economic recovery. 


Britain 
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ADT (112p), with a steady business in 
car auctions and security, has weathered a 
book loss on a stake in Christie’s and is 
likely to gain from a US dollar upswing. 

Racal Telecom (254p) is involved in cel- 
lular telephones, a long-term growth indus- 
try. Now is an excellent time to buy on 
weakness. 

SmithKline Beecham (618p), a global 
leader in pharmaceuticals, has strong earn- 
ings growth, with plenty of scope for cost 
savings following its merger. 

BAT Industries (608p) has shed most of 
its cyclical operations, is unlikely to repeat 
its portfolio losses in Eagle Star and has a 
rock-solid earner in tobacco. 

British Gas (237.5p) is a solid and reli- 
able utility with 14-15% annual dividend 
growth. Lehman Brothers International 


US 

American Cyanamid (US$53) continues 
its transformation from a chemical com- 
pany to a pharmaceutical concern, and will 
raise its p/e along the way. 

USX (US$30.75) will probably have 
another proxy fight with raider Carl Icahn; 
management likely to spin off the steel divi- 
sion, allowing the remaining oil and natural- 
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gas business to raise its p/e. 

Quaker Oats (US$50.75) will spin off 
Fisher Price Toys sometime in the next three 
months. Fisher has been a drag on earnings. 

Pitney Bowes (US$37.87), with a domin- 
ant position in mail-metering business, is 
likely to successfully diversify with new of- 
fice products. 

Bristol Myers (US$66.87), despite 
reaching a new high in 1990, still has 
room to appreciate on the back of new pro- 
ducts, including new drugs for AIDS and 
cancer. 

General Motors (US$36.75) had a wash- 
out in 1990, reflecting sour industry condi- 
tions, but earnings could rebound to 
US$4.95 in 1991 from US$1.30 in 1990. 

Prudential-Bache 


AUSTRALIA 

BTR Nylex (A$2.52), with interests in 
plastics, chemicals, industrial equipment 
and automotive parts, has low debt, room 
for acquisitions and a strong Asian growth 
strategy. 

Pioneer International (A$2.12) is a 
major supplier of building products, with 
extensive international operations and a 
strong refinery subsidiary, Ampol. 


Australia 





SA Brewing (A$2.47) supplies cans to 
Australias largest brewer. The recently 
purchased Penfolds wine business will con- 
tribute significantly to profits. 

Coles Myer (A$8.20), the country's 
largest retailer, should benefit from a pick- 
up in retail sales in the first half of 1991. 

North Broken Hill Peko (A$2.08), a 
leading metals producer, derives more than 
half its earnings from long-term contracts 
and less cyclical products. 

CRA (A$10.15), a major mining house, 
operates on low costs with high profit mar- 
gins and exports almost all its products to 
the strong growth areas of Asia and 
Europe. ANZ McCaughan 


CANADA 

BCE (C$38.75) is Canada's largest tele- 
communications company. Deregulation 
will provide huge openings for revenue 
and wth. 

Brascan (C$14.63), a diversified holding 
company, is an attractive play in a rising 
market. It has interests in natural resources, 
consumer products and financial services. 

Imperial Oil (C$60.88) leads the Cana- 
dian oil and gas industry. It provides a lever- 
aged play on oil prices, which after the Gulf 
crisis are expected to settle in a range of 
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% change on price 
Oshawa Group- - - - - - 7 
Bank of Montreal - - - -11 


Brokers' 
Portfolios 





US$22-27 per barrel. 

Northern Telecom (C$30.38), a solid in- 
ternational growth company, has superior 
technology and is expanding its global mar- 
ket share. 

Royal Bank (C$21.13) has little exposure 
to developing-country debt, US real estate 
and other danger areas but trades at less 
than seven times earnings. 

Seagram (C$93) is one of four companies 
that dominate the world spirits business. It 
also has a strong position in soft drinks and 
24% of chemicals concern DuPont. 

Wood Gundy 


EUROPE 

Asko (DM 970) has excellent prospects 
given recent tax losses acquired along with 
the Co-op and the attractions of its discount 
formats to East Germans. 

Porsche (DM 720), despite difficulties in 
the US and British markets, remains the 
world's top independent car maker. The 
shares are approaching a five-year relative 
low and have long-term appeal. 
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Brokers’ 
Portfolios 





Schmalbach-Lubeca (DM 318), which 
makes packaging from metal and plastic, is 
highly innovative, with good growth op- 
portunities in Western and Eastern Europe. 

Printemps (Ffr 603) is showing excellent 
earnings growth, particularly compared 
with other retailers, while its mail-order 
business provides a defensive edge. 

CGE (Ffr 571) is benefiting from divi- 
sional restructuring, has entered into 
strategic alliances and has strong defensive 
qualities (low debt and premium yield). 

Elsevier (G75) has a good combination 
of defensive businesses and strong cash 
generation; it is also shifting from low-mar- 
gin, capital-intensive printing into high- 
quality publishing. UBS Phillips and Drew 


HONGKONG 

Cheung Kong (HK$13.20), the colony’s 
leading property developer, will benefit 
from government infrastructure spending 
in the 1990s, while strong demand for small 
and medium-size apartments should en- 
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sure excellent earnings growth in 1991. 

Hang Seng Bank (HK$23.30), deriving 
over 95% of its business domestically, has 
little exposure to the global events which 
are crippling international banks. 

China Light & Power (HK$16.10) offers 
virtually guaranteed double-digit earnings 
growth over the next five years. 


Hongkong 


hs PERFORMANCE IN 1990 % change on price 


Dairy Farm - - - - - +47.1 
Cheung Kong - - - -+43.6 
Jardine Matheson - «29.7 
HK & China Gas - - «25.4 
First Pacific - - - - — - 0.7 
Hongkong Bank - - -24.2 


Brokers’ 





Sung Foo Kee (HK$3.33) has rapidly 
emerged as one of the leading construction 
companies in Hongkong and can expect 
good earnings growth in 1991. 

Shun Tak Enterprises (HK$3.23) de- 
rives most of its income from jetfoil services 
between Hongkong and Macau. At current 
levels, the share price is fully supported by 
its double-digit dividend yield. 

Swire Pacific (HK$15.20) earns over 
90% of its income from its control of Cathay 
Pacific and a huge property portfolio. The 
share price does not reflect solid longer- 
term prospects. W. I. Carr 


MALAYSIA 

Telekom (M$7.10), having made its 
market debut after Malaysia's largest 
privatisation, projects compounded earn- 
ings growth of 30.6% annually for fiscal 
1990-93. 

Renong (M$1.57), an industrial con- 
glomerate with a construction supermarket 
and media and finance interests, has strong 
long-term earnings potential. 

Nylex (M$4.48) is a manufacturing 
growth stock with a strong presence in PVC 
film and coated fabrics, electrical equipment 
and packaging. 


- PERFORMANCE IN 1990 


% change on price 





Genting - - - - - -- +48.8 
Johore CI Hig. - - -+41.5 
Kinta Kellas - - - - +25.6 
CIMA -------- 424.8 
Keck Seng- - - - - +23.9 
M Mosaics - ----- 10.7 


Faber Group (M$0.94) is on the road to 
recovery after a reconstruction that will re- 
sult in a debt-free balance sheet; new and 
profitable projects are likely to be injected 
into the group. 

Resorts World (M$6.65) will benefit 
from strong growth in casino and resort-re- 
lated activities as tourism rises, as well as 
from its own expansion programme. 

Consolidated Plantations (M$2.62), one 
of the leaders in its sector, is expected to 
benefit from a likely increase in palm-oil 
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production and a faster rise in demand. 
Rashid Hussein Securities 


NEW ZEALAND 

Ceramco (NZ$78) is emerging from an 
extensive rationalisation; its core business- 
es, Bendon lingerie and NZ China Clays, 
are both profitable. 

Brierley (NZ$97) has seen its share price 
weaken on worries about its high gearing, 
but asset sales should trigger a significant 
rerating. 

Fisher & Paykel (NZ$175) is under- 
valued; export sales are expanding rapidly 
and in 1991 it will open an Australian refrig- 
eration factory and a car-wash line. 

Carter Holt Harvey (NZ$196) will see its 
earnings and equity ratio recover as it sells 
non-forestry assets of the recently acquired 
Elders Resources. 

Fletcher Challenge (NZ$306) can expect 
a cyclical share-price recovery later in 1991 
ahead of an improving forest-products out- 
look. 


New Zealand 


0, 
4 PERFORMANCE IN 1990 % change on price 


| Flelcher Challenge --25.8 
-10 4 Wein Wilson & Horton- - -36.8 
Independent News- -43.5 
Brierley- - - - - - - -44.2 
Capital Markets - - --57.0 
Robt Jones Inv. - - - -69.5 
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Fortex Group (NZ$170), which process- 
es lamb into high value-added cuts, is in an 
expansionary phase, with profits forecast to 
increase by 89%. Doyle Paterson Brown 


PHILIPPINES 

Philippine Long Distance Telephone 
(2310) should begin to see increased earn- 
ings as a result of investments made in 1989 
and 1990. 

Philippine National Bank (P290) con- 
tinues to register strong income and is trad- 
ing at a low p/e ratio. 

Ayala Corp. (P22.50) is one of the most 
popular stocks and is expected to maintain 
its recent earnings record. 


Philippines 





i PERFORMANCE IN 1990 % change on price 
Brno otrTTSQUE Cebu Shipyard-B - - -2.7 
-10 - LELIE us ft pl à. 34.0 
Phi National Bank - -50.0 


San Miguel-B - -- - 
Ayala Property-B -  -64.9 
Robinson's Land-B --71.6 


-30 laa Brokers 


Portfolios 


Philex Mining Corp. B (22.95) will be 
one of the leading gainers in the recovery if 
the predicted world recession is short. 

Robinson’s Land (P2.34) is very much 
undervalued in the market and should 
show excellent gains. 

Metro Drug (P0.98) is expected to see 
substantial growth in earnings in the com- 
ing year. Ackerman & Co. 
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SINGAPORE 

United Engineers (M$4.34) is set to be- 
come the largest engineering and contract- 
ing group in Malaysia through its involve- 
ment in the North-South Expressway and 
the second Singapore-Johor link. 

Magnum (M$7.25) operates the profita- 
ble 4D gaming business in Malaysia which 
will benefit from rising consumer spend- 
in 

Faber Group (M$0.94) is going through 
a capital reconstruction scheme whieh will 
transform it into a profitablé property and 
hotel group. 

Singapore Aerospace (S$1.99) offers the 
best exposure to the fast-growing aircraft 
maintenance and repair sector. 


Singapore 


li 





Natsteel (S$7.90) will see earnings under- 
pinned by healthy construction activity 
in Singapore while its diversification into 
leisure-related business will boost profits. 

Resources Development Corp. (S$3.18) 
is Singapore's only quarry operator and 
stands to benefit from still-buoyant de- 
mand in conditions of reduced domestic 
supply. Kim Eng Securities 


SOUTH KOREA 

Korea Long Term Credit Bank (Won 
17,500) will achieve a 30% increase in net 
profits due to its negligible bad debts and 
expanding trust business. 

Samwhan Camus (Won 22,200) is the 
country's only maker of prefabricated hous- 
ing. It is little affected by the labour short- 
ages and high construction wages which 
are hurting other house builders. 

Korea Green Cross (Won 25,500) is the 
nation's leading maker of drugs for hospital 
use. The wider coverage of the nationwide 
health insurance plan will help sales and 
profits. 

Koni Precision (Won 17,000) is working 
virtually round the clock to supply crystal 
devices to major US computer makers and 
is generating higher margins as it moves 
upmarket. 

Dae Ryung Industries (Won 28,000) ex- 
pects an explosion of orders from Europe 

for satellite video receivers ahead of the 


South Korea 
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1992 EC economic union. 

Samsung Co. (Won 25,200), the leading 
general trading company, stands to benefit 
from North-South Korean reconciliation 
and increased trade with the Soviets and 
Eastern Europe. Baring Securities 


TAIWAN 

Tong Hwa Textile (NT$38.50) is finan- 
cially the strongest of second-tier textile 
companies and will be helped by recent 
growth in orders from mainland China. 

Everlight Chemical (NT$70) will bring a 
second factory on stream in mid-1991 and 
should see both sales and pre-tax earnings 
rise. 

Picvue Electronics (NT$52) has over- 
come increasing competition in the picture- 
tube business by introducing new LCD pro- 
ducts. 

Cheng Shin Rubber Tyre (NT$38) has 
opened new marketing outlets in the US 
and Hongkong which will strengthen ex- 
ports, helped by the recent expansion of a 


tyre plant. 





Taiwan 


Brokers 
Portfolios 


. USI Far East- - - - 55.5 
 Rectron Elec.- - -. -55.8 
Pac Wire & Cable - -68.1 
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United Microelectronics (NT$26.10), 
having resolved some production prob- 
lems, should see improved profitability in 
1991, plus a production line for fax compo- 
nents due to start up by March. 

Taipei Enterprise Bank (NT$218) has 
consistently been the most profitable of the 
enterprise banks, while the listing of af- 
filiate Taipei Gas should help profits. 

Asia Securities 


THAILAND 

Bangkok Bank (Baht 317), the nation’s 
largest, is yielding around 7.5%. Loan 
problems have been tamed and a push 
in retail and fee business is paying off. 
Although tight liquidity and looser interest- 
rate controls have cut spreads, the back has 
slimmed down, becoming more competi- 
tive. 

Charoen Pokphand Feedmill (Baht 
59.75), is the main listed arm of Southeast 
Asia's largest agribusiness group. Returns 
from shrimp feed and processing are 
mounting quickly and are steady elsewhere. 
Stronger profits are expected from Bangkok 
Agro-Industrial Products and Charoen Pok- 
phand Northeast, which were brought 
under CPF in 1990. 

Finance One* (Baht 140) is moving 
quickly into investment banking, bolstered 
by links to Banque Paribas of France, Thai 
Farmers Bank and three local securities 
firms. 
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Kuang Charoen Electronics (Baht 138), 
an export-oriented maker of printed circuit 
boards, is expanding rapidly in a high-mar- 
gin niche market for tailor-made PCBs. Sub- 
sidiary KCE International should add 20% to 
net profit in 1991. 

Land & Houses (Baht 417) is trading 
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sharply below net asset value. It has 16 
large-scale housing projects and two high- 
rise condominiums under construction. 
Debt-reduction and a strong land bank will 
help it weather any turmoil in real estate. 
Siam Agro-Industry (Pineapple) Co. 
(Baht 69), a pineapple grower and proces- 
sor, sees 1991 as the second year of a three- 
year bull cycle for pineapple products. 
Securities One 


"Securities One owns 49% of Finance One. 


INDONESIA 

Astra International (Rps 19,100), which 
derives 70-80% of earnings from auto-mak- 
ing, should continue to benefit from strong 
demand for motor vehicles in 1991. 

Gudang Garam (Rps 6,350), the largest 
kretek cigarette producer in Indonesia, is 
trading at 3876 of its 1990 offer price but has 
probably the least stock overhang of the 
year's issuers, suggesting recovery poten- 
tial. 

Indocement Tunggal Prakarsa (Rps 
11,350) is likely to benefit from increased 
construction spending, but plans to diver- 
sify by acquisitions will have to be handled 
carefully. 

Petrosea (Rps 6,400), owned by Clough 
Engineering of Australia, services oil and 
gas mining companies and is a play on the 
rapid development of this sector. 


das debien 





Supreme Cable Manufacturing Corp. 
(Rps 7,250), the country's largest cable 
maker, will benefit from increased business 
in telecommunications. 

Tigaraksa Satria (Rps 5,750), a distri- 
bution company specialising in premium, 
branded consumer goods, is a play on ris- 
ing spending by middle to upper income 
groups. Jardine Fleming Nusantara 
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OFFBEAT 


INVESTMENTS 


The next Picasso 


By Review Correspondents 


ITH THE GLOBAL ART MARKET in 
shambles and gold going the 
way of the cowrie shell, finding 
unique investment opportunities will re- 
quire more time and patience in 1991. Un- 
earthing undervalued oddities, companies 
and property requires more luck than 
pluck, but there are several areas worth 
exploring. 

For the intrepid, South Korean contem- 
porary paintings offer great speculative 
flavour. With the stockmarket down and 
real estate in the doldrums, investors are 
raiding the art market, focusing on oil 
paintings. In Seoul, classic genres such as 
landscapes appreciated in value by 20-50% 
in 1990. 

Abstracts have also risen, with per post- 
card-size price for the works of the Paris- 
trained abstractionist Kwon Ok Yon fetch- 
ing as much as Won 3 million (US$4,180). 
In South Korea, the price of a painting is 
based not only on its artistic merit but also 
on the size of the painting, measured in in- 
crements of postcards. 

Many of Pak Su Kon’s works, famed for 
scenes depicting the Korean peninsula’s 
winters, are found in US collections. His 
paintings dominate the top end of the art 
market, with an unheard-of price of Won 
100 million per postcard picture size. The 
current market reflects a 
50% appreciation for his 
works in the past year. 

In Malaysia, nostalgia 
and greed have com- 
bined to drive up interest 
in an offbeat part of the 
property market: decay- 
ing colonial mansions 
and shop houses scat- 





tered throughout the 
country. 
A few far-sighted for- 


eigners and locals have 
picked up old Georgian 
or Nonya-style mansions 
with an eye to restoring 
them to their former 
glory — and raising their 
investment value. Many 
of these structures have 
been transformed into 
trendy night clubs or res- 
taurants. 

Prices vary widely 
since many of them are 
decrepit shells. Prices are 
also pegged to location, 
reflecting the value of 
the land rather than the 
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structure. If an investor is lucky, a mansion 
can still be found in the M$100-200,000 
(US$37-74,000) range. 

Shop houses, the still active epicentres 
of Chinese family commerce, are also going 
up in value. Although frequently moulder- 
ing and infested by geckos, their value 
could increase if attention is paid to location 
and retailing trends. 

In Selangor, which surrounds Kuala 
Lumpur, transactions in shop houses in- 
creased 27% from 1988-89, with an average 
price increase of 3-11%. Most of the interest 
centred on four-storey houses priced at 
M$350-550,000 a unit. 

But shop houses in the cities could com- 
mand sharp premiums to these prices, 
especially if they are in or near the city’s 
centre. Buyers are mostly small family busi- 
nesses or property agents. In other cases, 
large developers have bought blocks of 
shop houses in order to clear the area for 
commercial development. 

This year may be an auspicious one for 
another offbeat investment avenue: Thai 
golf course memberships. With the fall in 
property prices in Bangkok and the glut of 
memberships in a thriving secondary mar- 
ket, the shake-out in golf course member- 
ships has already begun. Also, last year’s 
skyrocketing prices in this sector are 





rs. 
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likely to come back to earth. 

Thais quickly latched on to the idea of 
golf course memberships as investments. 
For the past few years, the value of a pass 
card to the highest-class clubs such as 
Navathani and Panya has doubled and in 
some cases trebled to as much as Baht 1 
million (US$39,700). 

Sensing an opportunity, scores of de- 
velopers sold memberships to finance their 
projects. Plans have been laid out to double 
in the next couple of years the 50-odd golf 
courses in the country. Most of the new 
ones will be within a couple of hours’ drive 
of Bangkok. 

Memberships run from Baht 100,000 to 
more than Baht 1 million, and a growing 
number of membership brokers advertising 
in newspapers have created a liquid mar- 
ket. The danger at this point would be to 
buy a membership in a golf course whose 
development may be delayed or never 
completed. 

For investors looking to collect cheap 
historical oddities and perhaps make some 
money down the road, Chinese Cultural 
Revolutionary art may be the ticket — from 
the reams of Mao Zedong buttons to intri- 
cately carved ivory and wood statues of 
workers and Red Guards. Posters from the 
era are also attracting interest. 

But there is not really a market for such 
finely crafted objects as Cultural Revolution 
alarm clocks with marching Red Guards 
depicted on their faces, clay figurines of sol- 
diers and workers arm-in-arm or dolls that 
kick a US soldier when squeezed. 

These mass-produced collectibles are in 
abundant supply, making them valueless 
as short-term invest- 
ments. Millions of post- 
ers and Mao buttons are 
stuffed away in houses 
and apartments through- 
out China or are gather- 
ing dust in the attics of 
tourists, who over the 
past decade were given 
buttons and posters by 
Chinese eager to unload 
the items. Even mint 
copies of Mao's Red Book 
are no longer of much 
value, given the many 
copies still extant in 
China. 

A stroll down the side 
streets off Hollywood 
Road in Hongkong with 
litle more than HK$200 
(US$26) to spend will 
fetch any number of Mao 
buttons and posters. The 
hope of collectors is that 
their mint-condition col- 
lections will rise in value 
as the radical period of the 
Cultural Revolution era 
fades from memory. 8 
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What the analysts say — earnings per share and p/e forecasts for 100 of Asia’s top companies 





Earnings per share (US cents)* 


Market Last Current (or Share price Forecast p/e 

Latestfiscal capitalisation reported following) on 28 Dec. p/efor change 
Company Country year to end: (US$b) year year Nextyear — 1990(US$) ^ currentyear  onyear 
Banking and Finance 
ANZ Bank Australia Sept. '89 2.39 63.93 43.92 52.39 2.53 5.8 —1.4 
National Aust. Bank Australia Sept. '89 3.88 67.88 67.03 73.20 4.04 6.0 —1.3 
Westpac Bank Australia Sept. '89 2.88 59.19 39.30 51.62 2.56 6.5 —1.1 
Bank of East Asia Hongkong Dec. '89 0.53 16.00 17.95 20.64 1.92 10.7 —2.2 
Hongkong Bank Hongkong Dec. '89 3.92 10.00 8.46 9.62 0.61 7.2 —1.6 
Nomura Securities Japan Mar. '90 25.25 96.47 78.29 76.31 12.89 16.5 —10.1 
Sumitomo Bank Japan Mar. '90 45.33 47.05 42.49 43.30 14.43 34.0 —18.9 
Malayan Banking Malaysia June '90 1.90 8.49 9.95 11.05 2.54 25.6 —10.7 
Dev. Bank of S’pore Singapore Dec. '89 2.62 21.17 34.44 37.89 5.51 16.0 —4.2 
OCBC Singapore Dec. '89 2.56 17.43 22.39 25.26 4.31 19.2 -].3 
United Overseas Bank Singapore Dec. '89 1.69 22.04 28.13 31.00 3.36 11.9 —0.2 
Int. Commercial Bank Taiwan Dec. '89 5.60 25.42 15.01 n.a. 7.56 50.4 —11.4 
Bangkok Bank Thailand Dec. '89 0.89 132.58 197.27 235.54 12.29 6.2 -1.3 
Thai Farmers Bank Thailand Dec. '89 0.73 117.76 226.53 261.91 14.67 6.5 —2.0 
Heavy Industry 
Hitachi Japan Mar. '90 26.88 44.59 52.20 56.71 8.25 15.8 —5.0 
Honda Motor Japan Mar. '90 9.07 61.06 70.08 76.96 9.35 13.3 —5.7 
Nippon Steel Japan Mar. '90 22.72 12.29 11.94 13.55 3.30 27.6 —28.1 
Toyota Motor Japan June '90 42.93 94.74 102.19 103.88 12.74 12.5 —8.2 
Malayan Cement Malaysia Nov. '89 0.34 4.06 7.00 7.74 1.55 22.1 —23.3 
Far East Levingston Singapore Dec. '89 0.39 8.20 12.63 16.07 2.81 22.3 -7.0 
Keppel Corp. Singapore Dec. '89 1.11 11.28 18.37 20.67 3.13 17.0 —12.5 
National Iron Singapore Dec. '89 0.38 22.04 32.72 34.44 4.02 12.3 —5.9 
Straits Trading Singapore Dec. '89 0.42 6.66 7.46 8.04 1.39 18.7 —10.4 
Daewoo Heavy Ind. South Korea Dec. '89 1.20 48.46 41.74 45.81 26.22 62.8 -1.5 
Hyundai Motor South Korea Dec. '89 1.61 124.96 126.71 135.76 29.84 23.6 —0.6 
Kia Motor South Korea Dec. '89 1.13 84.97 90.36 108.42 25.10 27.8 —13.8 
Lucky South Korea Dec. '89 1.45 176.50 165.06 163.30 26.91 16.3 +1.6 
Yukong South Korea Dec. '89 1.41 261.24 199.55 210.08 39.33 19.7 —0.5 
Formosa Chemical Taiwan Dec. '89 1.79 7.84 12.36 n.a. 1.12 9.1 —20.7 
Formosa Plastics Taiwan Dec. '89 1.91 8.18 9.18 n.a. 1.46 15.9 —13.3 
Yue Loong Motors Taiwan Dec. '89 0.79 4.05 4.35 n.a. 0.89 20.3 —28.0 
Siam Cement Thailand Dec. '89 2.65 1,148.85 1,584.11 1,909.71 220.83 13.9 —6.2 
Light Industry ! 
Elders IXL Australia June '89 2.04 24.47 12.33 11.56 0.91 7.4 —0.2 
Pacific Dunlop Australia June '90 2.75 32.36 33.13 36.21 3.80 11.5 0.7 
Johnson Electric Hongkong Mar. '90 0.22 7.47 7.69 8.59 0.72 9.4 +0.9 
Winsor Industrial Hongkong Mar. '90 0.24 12.67 12.05 13.08 0.92 7.6 +0.9 
Canon Inc. Japan Dec. '89 6.90 37.87 52.24 97.88 9.28 17.8 —10.7 
Fujitsu Japan Mar. '90 12.97 34.76 42.64 47.61 7.18 16.8 —8.9 
Kirin Brewery Japan Dec. '89 10.63 22.04 28.03 30.04 10.60 37.8 —22.6 
Sony Japan Mar. '90 14.65 221.78 253.95 281.29 43.45 17.1 —10.9 
Toshiba Corp. Japan Mar. '90 16.84 30.06 32.64 35.13 5.27 16.1 —10.4 
Dunlop Malaysia Malaysia June '90 0.18 2.95 3.32 4.05 0.59 17.8 —11.0 
Rothmans Malaysia Malaysia Mar. '90 1.28 18.09 21.37 24.31 4.49 21.0 1.9 
San Miguel Corp. B Philippines Dec. '89 0.57 19.80 12.81 16.07 3.45 21.0 45.2 
Fraser & Neave Singapore Sept. '89 0.66 17.94 21.81 22.96 3.73 17.1 —8.0 
Singapore Press Singapore Aug. '89 1.02 19.99 29.28 32.15 4.16 14.2 —3.4 
Yeo Hiap Seng Singapore Dec. '89 0.09 4.61 6.89 7.46 1.09 15.8 —4.2 
Goldstar i South Korea Dec. '89 1.60 40.54 92.55 110.61 24.12 26.1 —68.8 
Samsung Electronics South Korea Dec. 89 1.85 586.24 365.55 398.27 46.02 12.6 —0.5 
Tong Yong Nylon South Korea Dec. '89 0.12 86.98 158.42 197.95 21.61 17.4 —42.4 
Far East Textiles Taiwan Dec. '89 1.43 18.79 8.22 n.a. 1.22 14.9 —8.3 
Tatung Taiwan Dec. '89 0.66 7.54 6.90 n.a. 0.94 13.7 —9.6 
Union Textile Thailand Dec. '89 0.05 175.01 205.77 232.26 10.20 5.0 —2.5 
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Earnings per share (US cents)* 
Market Last Current (or Share price Forecast p/e 
Latestfiscal capitalisation reported — following) on 28 Dec. p/efor change 
Company Country year to end: (US$b) year year Nextyear — 1990(US$)  currentyear — onyear 
Resources 
Broken Hill Pty (AA) Australia May '90 11.61 58.41 77.05 83.21 7.74 10.1 —0.9 
MIM Australia June '90 1.56 13.42 14.64 16.18 1.22 8.3 -2.8 
Western Mining Australia June '90 2.69 38.67 37.75 35.44 3.08 8.2 —1.6 
Con. Plantations Malaysia June '90 0.62 2.21 2.58 2.95 0.88 34.3 +4.7 
Golden Hope Malaysia Mar. '90 0.77 2.58 2.95 3.32 0.91 31.0 46.0 
Highland and Lowland Malaysia Dec. '89 0.37 5.17 3.68 4.42 1.22 33.0 49.5 
Kuala Lumpur Kepong Malaysia Sept. '89 0.70 11.07 6.63 8.10 1.64 24.8 +9.3 
Malaysian Mining Malaysia Jan. '90 0.29 5.91 4.05 4.79 0.70 17.2 40.2 
Fletcher Challenge New Zealand ^ June '90 2.06 36.39 32.86 30.51 1.82 5.5 —0.8 
NZ Forest Products New Zealand ^ June '90 0.56 11.93 11.15 14.08 0.73 6.6 +1.1 
Benguet Corp. B Philippines Dec. '89 0.06 14.64 8.87 8.91 1.43 16.1 3.1 
Philex B Philippines Dec. '89 0.05 2.16 0.93 1.50 0.10 10.4 +0.7 
Comm’! and Property 
Coles Myer Australia July '90 3.24 55.25 54.71 58.56 6.06 11.1 1.1 
Cheung Kong Hongkong Dec. '89 3.64 16.80 17.69 24.62 1.65 9.3 +1.4 
Hang Lung Dev. Hongkong June 90 0.75 11.47 12.56 13.97 0.66 5.3 —0.9 
Henderson Land Hongkong June '90 1.77 14.53 14.74 17.05 1.11 7.5 +1.7 
Hutchison Whampoa Hongkong Dec. '89 4.71 13.20 14.87 17.05 1.55 10.4 +0.7 
Jardine Matheson Hongkong Dec. '89 2.33 33.20 43.85 50.77 3.65 8.3 —1.6 
New World Dev. Hongkong June '89 1.31 12.67 13.59 12.82 0.99 7.3 +0.2 
Swire Pacific Hongkong Dec. '89 3.02 25.87 24.49 28.08 1.90 7.7 —0.3 
Wharf Holdings Hongkong Mar. '90 1.84 8.67 9.74 10.51 0.96 9.9 —1.5 
Ito-Yokado Japan Feb. '90 10.81 103.63 116.08 125.35 26.44 22.8 —8.2 
Mitsubishi Estate Japan Mar. '90 11.96 25.65 25.99 25.91 9.35 36.0 —39.3 
Tokio Marine & Fire Japan Mar. '90 14.56 18.86 20.29 21.44 9.43 46.5 —21.6 
Genting Malaysia Dec. '89 1.32 13.29 15.47 18.05 2.87 18.6 $1.1 
Hong Leong Inds. Malaysia June '89 0.23 5.91 7.00 9.58 2.12 30.3 —18.2 
Sime Darby Malaysia June '90 2.39 6.64 7.37 8.47 1.53 20.7 —5.2 
Tractors Malaysia Malaysia June '90 0.48 9.23 11.05 12.89 1.47 13.3 —10.6 
City Development Singapore Dec. '89 0.68 4.10 5.17 6.31 1.47 28.4 —16.6 
Haw Par Bros Singapore Dec. '89 0.18 5.13 7.46 8.04 1.07 14.4 —5.9 
Singapore Land Singapore Aug. '89 0.82 3.08 6.89 8.61 3.10 45.0 —31.7 
Hyundai Construction South Korea Dec. '89 1.23 68.66 73.63 89.46 29.28 39.8 —29.8 
Saha Union Thailand Dec. '89 0.25 114.73 127.77 141.65 12.65 9.9 —2.8 
Transport & Utilities 
TNT Australia June '89 0.58 33.15 19.26 20.80 1.12 5.8 —1.7 
Cathay Pacific Hongkong Dec. '89 2.58 15.47 14.49 15.51 0.90 6.2 -1.3 
China Light & Power Hongkong Sept. '89 3.41 16.13 17.82 20.00 2.05 11.5 42.3 
Hongkong Telecom Hongkong Mar. '90 8.93 . 5.20 5.90 6.79 0.80 13.6 4-0.5 
MASC Malaysia Mar. '90 0.68 20.67 18.79 19.89 1.93 10.3 -7.8 
MISC Malaysia Dec. '89 1.46 21.04 24.31 23.95 1.95 8.0 —0.8 
PLDT Philippines Dec. '89 0.45 190.08 218.22 269.04 10.02 4.6 —5.4 
Neptune Orient Singapore Dec. '89 0.34 5.64 5.74 5.74 0.72 12.5 —1.3 
Singapore Airlines Singapore Mar. '90 3.73 96.38 98.16 105.05 5.86 6.0 —1.1 
Korean Air South Korea Dec. '89 0.77 151.47 90.71 82.14 28.45 31.4 —7.4 
Evergreen Marine Taiwan Dec. 89 0.89 7.12 6.82 n.a. 0.89 13.1 n.a. 


* Converted at average US$ rate prevailing for years prior to 1990; and at rate prevailing on 28 December 1990 for all other conversions. 


Earnings estimate information has been compiled by l/B/E/S International, a service of Lynch, Jones & Ryan, New York. Estimate data represents a consensus 
of analysts reporting. Individual estimates may vary. Earnings estimates and the consensus change frequently. Therefore, these forecasts should not be 
regarded as an absolute indicator of any company's actual performance. This table represents consensus estimates as of 28 December 1990. No 
recommendation regarding these securities is stated nor implied. 
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g- ndonesian magnate Liem Sioe Liong’s 
dramatic purchase of a controlling 
interest in Singapore property giant 
m. United Industrial Corp. (UIC) on 28 
December marks a major realignment of 
the island republic’s corporate balance of 
power and a new high watermark in In- 
donesian offshore investment. 
.. Already chief of Indonesia's biggest con- 
glomerate, the Salim Group, Liem has 
overnight joined the select and increasingly 
... uneasy circle of blue-chip Singapore prop- 
erty owners. Former UIC president Oei 
Hong Leong, who sold most of his stake to 
__. Liem, has given up the vehicle which he 
_ used seven months ago to capture pre- 
. . mier property firm Singapore - 
Land. Since taking control of 
UIC in 1984, Oei has won a 
. reputation as Singapore's can- 
=- niest and most feared cor- 
. . porate raider. 
(s The ^ by Liem's 
-KMP Pte of 24.5% of UIC stock 
- for just short of $$380 million 
. ..(US$220 million) marks a 
|. quantum leap in the level of 
.. Indonesian Chinese corporate 
investment in Singapore. This 
.. trend has been encouraged 
| by the government of new 
Prime Minister Goh Chok 
- Tong and has been given 
^ urgency by questions over In- 
.... donesia's presidential succession in 1992. 
.. Several Indonesian entrepreneurs have 
taken control of Singapore-listed companies 
in the past year, indicating that the city- 
tate remains their favoured beachhead for 
ilding an international presence. And 
ost, like Liem, have bought stakes from 
endly majority investors just short of the 
; required t a potentially expen- 
i e general offer t to shareholders. 
= Liem has previously preferred Hong- 
ag to Singapore. His main offshore ve- 
e is Hongkong-based First Pacific Co., 
which controls a multinational web of trad- 
ng, property, banking and telecommunica- 
ons interests. But recently, Liem has re- 
ocused his investment activity coser to 
ome. 

. Over the past: year, Liem companies 
ave bought significant ‘stakes in fast 
ood and trading group In 
Stock feed manufacturer Gold Coin, 

























| COMPANIES | 


ingapore tycoon Oei sells controlling stake in blue chip 


the landlord 


both listed companies, and in unlisted 
packaging firm Lamipack and jeweller Je 
T'aime. The Gold Coin and Lamipack in- 
vestments complement the Salim Group's 
growing presence on two Indonesian is- 
lands near Singapore, Batam and Bulan, 
where it is engaged in agricultural produc- 
tion and in building an industrial estate 
with two Singapore Government com- 
panies. 

Other prominent Indonesian business- 
men controlling Singaporean counters in- 
clude P. T. Astra scion Edward Soeryad- 
jaya; Sukanto Tanoto, the head of Raja 
Garuda Mas Group; and the Masagung 
family. Oei Hong Leong is also Indonesian 
born. But the son of Eka Cipta Wijaya, 
founder of Indonesia's third-largest busi- 





ness group Sinar Mas, has made Singapore 
his home for the last decade. 

The deal between Liem and Oei marked 
the end of a five-week and often bizarre 
corporate tango between the two business- 
men that raises a variety of questions. Liem 
entered the picture on 23 November, pur- 
chasing just under 3% of UlC's stock from 
outgoing company chairman Lee Kim Yew, 
Oei's main partner in transforming UIC 
from a sleepy detergent maker into a diver- 
sified conglomerate with a reputation for 
well-timed asset trades. Liem paid Lee 
591.35 a share for his stake in UIC, which in 
the year to December 1990 is expected by 
Barings Securities to post net profits of 
6$17.7 million, up 36% on the previous 
year, on an 11% increase in turnover to 
5$300 million. 

On 26 November, a complicated back- 
to-back share swap was announced that 
would have made Liem Us second- 
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largest investor and left Oci in charge. af the 
firm. Under the plan, Singapore Land and 
its 44.7% subsi Marina Centre Hold- 
ings (MCH) would have purchased 18.6% of 
MCH and 28% of Marina Bay Hotel, owner 
of Singapore’s Oriental Hotel, from Liem’s 
Hongkong-registered Finnegan — -Invest- 
ments for $$201.7 million in cash. Sub- 
sequently, Finnegan would have used 
proceeds to subscribe for new UIC sha res a 
5$2 each, a substantial premium both to. 
their trading price and to what Liem had 
paid Lee. | 
The deal appeared to te aimed at allow- 
ing Singapore Land to round out its already 


stellar property portfolio by taking full con- 
trol of MCH without adding to the already 















burdensome debt held by both the com- 


BRASS, 


pany and its parent UIC. It fell 
apart on 22 December after 
other parties to the transac- 
tion, including the Singapore 
Government s Post Office 
Savings Bank and Wee Cho 
Yaw’ s United Overseas Land, 
objected to it. 

Six days later, however, 
the stunning announcement 
came that Oei would reduce 
his holding from 22.5% to 
4.7%, selling 182 million 
shares to KMP for 5$291.2 mil- 
lion, or $$1.60 a share. This 
represented a 36% premium 
to UIC's closing puce on 28 De- 
cember and a modest dis- 
count to UlC's estimated: net asset Evans 
(NAV) of S$1.65. OS 






sis diary SingLan d. which among o 
properties owns the Gateway. and Shell 
Tower, for a per share price far less th nthe 
one he was apparently willing to pay a 
week earlier for an inferior. stakeholding. 
Oei has stepped down : as 5 UIC’ s chief execu- 
tive, but will keep his board s 

ysts in Singapc Dore spec 
Oei's sudden villingness to ieee his 
grip on UIC was not solely commercial in 
rationale. Several brokers say the govern- 
ment has become increasingly worried by 
Oei's wheeling and dealing in the past year 
and welcomed Liem’s entry on. to the 
scene. UIC's debt had run up to about $$1.8 
billion in the. process of capturing Sing- 
Land, puting a great: strain on UIC’s cash 
flow. This thn ee a 




























newly enlarged conglomerate and could 
have had repercussions throughout the cor- 
porate sector. 

Liem, who has lately been a major 
booster of the Singapore-led scheme to 
make regional cooperation the cornerstone 
of the republic's continued prosperity, can 
be relied upon to meet UIC's obligations 
should the local property market slump 
critically during the year. UIC’s group debt 
is now thought to be around $$1.2 billion 
against a 28 December market capitalisation 
of S$1.3 billion. 

Signs that the government's affection for 
Oei had dimmed were evident as the UIC 
takeover unfolded. Most notably, Stock 
Exchange of Singapore chairman E. W. 
Barker, a former cabinet minister, resigned 
from UIC’s board on 1 December, citing a 
potential conflict of interest over the MCH 
deal. And it was former prime minister Lee 
Kuan Yew's brother who, by putting his 
shares on the market, allowed Liem to gain 
his foothold in the company. In March 
1990, UIC was assessed an extraordinary 
S$102.7 million tax charge against its highly 
profitable purchase and almost immediate 
re-sale of the Paragon shopping centre in 
1988. 

Other corporate finance analysts in Sin- 
gapore say that Oei's apparently sudden 
desire to sell was just another example of 
the sharp trading instinct that boosted UIC's 
NAV from $$425 million in 1988 to S$1.8 bil- 
lion by October 1990. Much of Oei's 22.475 
stake in UIC was accumulated prior to the 
1987 stockmarket bull run, when its shares 
were trading at less than S$1, making the 
S$1.60 offer an attractive exit option. This 
explanation appears even more convincing, 
brokers point out, given that the Singapore 
property market has almost certainly top- 
ped out in value. 

This view is given credence by the 6 De- 
cember announcement by Honshu Paper 
Co., Japan's fifth-largest pulp and paper 
maker, that Oei had bought options that 
could eventually give him one-third control 
of the company. 

Since Sinar Mas controls Indonesia's 
largest paper maker, Indah Kiat Pulp and 
Paper Co., some Singapore analysts have 
been speculating that Oei was planning to 
help his family knit together Honshu's dis- 
tribution network with Indah Kiat's fast- 
growing production. 

Others think this is unlikely. To exercise 
the options, which expire on 28 February, 
would cost Oei an estimated US$2.5 billion, 
a figure that most analysts believe is out of 
the Wijaya family's reach. Indah Kiat is al- 
ready tied up with two Taiwanese com- 
panies, Yuen Foong Yu Paper and Chung 
Hwa Pulp and Paper, and would derive lit- 
tle benefit from the Honshu alliance. In ad- 
dition, Honshu — which also owns sub- 
stantial property assets — has made clear it 
does not welcome Oei's interest in the com- 


pany. a 
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INDUSTRY 


South Korean computer firms start making laptops 


Brands amid clones 


By Mark Clifford in Seoul 


mong the computers displayed at 

Trigem’s Seoul headquarters is the 

firm’s first model from 1981: an ugly, 
underpowered personal computer (PC) 
whose monitor is a 30-cm black-and-white 
television bought at a local electronics 
bazaar. Like some of its South Korean ri- 
vals, Trigem has progressed from those 
early days to the point where it surprised 
the computer industry by announcing, in 
November, plans to produce a lightweight 
laptop computer. Based on Sun Compu- 
ter's Sparc system, the computer will be 
powerful enough to be used by engineers 
as a workstation. 

The new computer is no minor gamble 
for Trigem, whose officials cheerfully admit 
they have not yet succeeded in finalising 
their distribution network or in setting a re- 
tail price. Despite this, the firm expects to 
sell US$100 million of the machines in the 
US alone next year. 

Trigem needs a winner in the export 
market. Although 1990 was a difficult year 
for all of South Korea's computer exporters, 
Trigem was hit especially hard. About 60% 
of the company's exports were manufactur- 
ed for Japan's Epson, which owns 18% of 
the South Korean firm. But Epson stum- 
bled badly in the US market and cut 
all export orders to Trigem. As a result, 
analysts say Trigem's exports dropped 
from US$193 million in 1989 to US$58 
million in 1990. 

"The [South] Korean computer industry 
has performed badly in 1990, especially in 
the overseas business," says Park Jong Il, a 
general manger at Trigem. The company 
must now make a difficult change in tack. 
"Our strong point," says Park, "must not 
be price but technology." 

Other South Korean computer manu- 
facturers are in the same boat, having no 
choice but to upgrade their products in 
order to avoid being submerged in a sea of 
clones. South Korean manufacturers of un- 
sophisticated goods have priced them- 
selves out of the export market, because 
wages in the sector are about double 1987 
levels. 

In the PC business, Taiwanese makers 
such as Tatung and Mitac have taken full 
advantage of South Korea's weakened 
competitiveness. Moreover, South Korean 
PC makers kept concentrating on less pow- 
erful xT models while the world market had 
moved on to the more sophisticated AT 
computers. 
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The rapid growth in demand for small 
laptop and notebook computers has given 
the South Korean PC makers a chance to 
claw back a bigger share of the market. At 
the recent Comdex electronics show in Las 
Vegas in November, five different South 
Korean computer makers displayed note- 
book and laptop computers. 

While Trigem's offering received the 
most attention, Samsung, Handok, Koryo 
and Daewoo also displayed notebook or 
laptop computers. "We used to be one of 
200 companies," says Samsung executive 
managing director Lee Ki Seung. "This 
time we were one of 20." 

The South Koreans still lag far behind 
their Japanese competitors in key compo- 
nent areas. They rely on US companies 
such as Intel for microprocessors and Ja- 
panese suppliers for other key compo- 


S. Korea personal computers : 
: 


1989 totai [11990* domestic | 11990* export 
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nents. The Japanese possess critical liquid- 
crystal-display flat screen technology and 
lightweight battery packs. 

Samsung has spent heavily on screen 
technology, but it has little to show for its 
efforts. "Components are very high on our 
wish list, but in actual fact we don't have 
much base," says Lee. Samsung did not 
even set up a separate computer R&D divi- 
sion until 1989. 

While Trigem stumbled, Samsung 
dimbed into first place in volume ship- 
ments of PCs. Sales of Samsung's computer 
systems division (primarily PCs) will total 
about US$400-450 million in 1990 compared 
with US$350 million in 1989. The computer 
division comprises only about 5% of the 
US$7 billion-a-year turnover of Samsung 
Electronics. 

Samsung/s exports slipped about 2596 
to US$150 million in 1990. But the com- 
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991. “Through improvements in our pro- 
uct line, we look for 40% growth,” says 
Lee. 

Computer makers also know that 
ley have to spend more money on R&D 
df they are to stay in the business. Sam- 
iod. is spending 976 of its turnover on 


Tigem is spending 7% currently and 
eS stor raise that ados to ae of an 


lakers is in overseas marketing and distri- 
ution. Almost every South Korean PC 
manufacturer fell out with its overseas 
dealer in the late 1980s. Hyundai, Sam- 
sung and Trigem are moving upmarket, 
trying to build a brand name and reduce 
eir dependence on OEM sales. Goldstar 
o developing its own brand, but it 
"going through less expensive con- 
imer-electronics stores. "[South] Korean 
panies have been expanding produc- 
tion but not managing or marketing their 
products overseas,” says Samsung's 


.aewoo has taken the boldest step, 
paying US$2 million in 1989 for 
troubled Leading Edge, which had 
been retailing Daewoo Telecom’s compu- 
ers in the US. Daewoo has spent much of 
e past year ENS Leading Edge’s 


Us d makers are also trying to reduce their 
dependence on the US market by quickly 
building up operations in the less mature 
European market. —— 
<- In 1990, Samsung established a regional 
headquarters in Frankfurt and a distribu- 
tion. centre in the Netherlands, while 
yundai moved its regional centre from 
Bremen. to Frankfurt. 
:uckily for PC makers, the weakness in 
oa iles has been offset by a dramatic 
wth in the domestic market. Trigem's 
es at home have more than doubled 
m US$68 million last year to US$150 mil- 
in 1990. And while export sales are at 
marginally profitable, domestic sales 
et pront margins of some 10%. 
, together with Daewoo and 
ng, control over half of the domestic 
rket. Samsung has about 20%, 
em and Daewoo each controlling 
+ About 30% of Samsung's 
“sales, however, go to affiliated 








Korean PC makers are also rapidly 
their production facilities to 
1 higher wage costs. Trigem is 
o etn vs a Won 18 billion 
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Aquino moves to shrink Philippine civil service 


Dloated bureaucracy 


resident Corazon Aquino on 31 De- 

cember announced a programme for 

reducing bureaucracy in the Philip- 
pines. The president said she hopes to 
achieve a government that is "trimmer, 
leaner and more functionally effective." But 
the plan is unlikely to help much in cutting 
the government's bloated budget deficit. 

The programme is being touted by offi- 
cials from the presidential Malacanang 
Palace as an austerity measure. But Aquino 
appears to be batting less for financial sav- 
ings and more for an image of her adminis- 
tration coming to grips with the country's 
economic crisis. 

In a memorandum dated 17 December 
to Aquino, Budget Secretary Guillermo 
Carague said the government restructuring 
“will not immediately result in cost reduc- 
tions.” Carague pointed out, however, that 
it “will be a tremendous political boost to 
the administration.” 
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INVESTMENT 


Ironically, the expansion of the govern- 
ment workforce to 1.2 million, a 20% in- 
crease from 1987 alone, is largely the result 
of Aquino’s populist policies as well as pres- 
sure from the military. The largest increase 
in staffing has occurred in the Department 
of Education, Culture and Sports, where 
48,000 new positions have been authorised 
since Aquino took office in 1986. The De- 
partment of National Defence has added 
30,000 employees. 

Further, 6,000 people were employed 
when the agrarian-reform p poney was intro- 
duced in 1987. The Agriculture Department 
also had to bolster its staff by 2, 000. 

But the Aquino administration's popu- 
list strain is more evident in government 
expenditure. The cost of personnel services 
more than tripled to P69 billion (US$2.5 bil- 
lion) in 1990 from P22 billion in 1985 largely 
because of salary adjustments. 

Aquino said the. bureaucracy-trimming 
programme will not result in any layoffs, 
but observers doubt that the government 











Twixt cup and lip 


Indonesia approved record amounts of 
new investment in 1990, but a top official 
warned that a continued tight monetary 
policy by Bank Indonesia and overbur- 
dened infrastructure may mean that 
many of the new projects will not get off 
the ground. Investment Coordinating 
Board (BKPM) chairman Sanyoto Sas- 
trowardoyo announced that approved 
foreign investment in 1990 totalled 
US$8.7 billion and approved domestic in- 
vestment reached Rps 59.5 trillion (US$32 
billion). BKPM figures exclude investments 
in oil and gas, banking and insurance — 
areas which have seen significant expan- 
sion over the past year. 

The 1990 foreign-investment figure 
represents a jump of more than 80% over 
1989, while domestic investment rose 
three-fold. Sanyoto credited the increases 
to four factors: Indonesia's efforts at dere- 
gulating its economy; the US decision to 
stop granting benefits under the gen- 
eralised system of preferences to Asia's 
newly industrialising economies; high 
operating costs in Taiwan, Japan and 
South Korea; and Indonesia's compara- 
tive advantage in labour costs and natural 
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resources. 

Some 72% of the approved foreign in- 
vestment went into industrial projects, 
especially labour-intensive activities like 
shoes and garments. Most of the other 
investments were classified as services. 

Japan dominated the foreign invest- 
ment tables in 1990, accounting for more 
than 2576 of the total. Next came Hong- 
kong (11.4%), South Korea (8.3%) and 
Taiwan (7.1%). Indonesia and Taiwan do 
not have full diplomatic relations, but in 
December, the countries signed an agree- 
ment according Taiwanese investments 
the same protection as that granted to 
other nationalities. 

Taiwanese and South Korean invest- 
ors poured money into textiles and foot- 
wear in 1990, while the bulk of Japanese 
investment went into chemicals, indus- 
trial estates and industrial machinery. 
Hotels and other tourism-related invest- 
ments accounted for almost 10% of all 
foreign-investment approvals in 1990. 

Sanyoto said that once under way, the 
foreign investments. approved in 1990 
would generate US$4.4 billion in export. 
revenue each "year and. Ld some 











workforce can be reduced in any other 
way. The plan calls for a 10% cut by 31 De- 
cember. 

The government is struggling with a 
huge budget deficit that widened to 234.5 
billion on 30 November 1990 from 219.6 
billion on 31 December 1989. In a move to 
contain the growing deficit, proposed gov- 
ernment spending for 1991 has been cut to 
P271 billion from P297 billion initially set in 
August 1990. Congress is expected to ap- 
prove the spending ceiling. 

As part of the restructuring, Aquino an- 
nounced the appointment of Tourism Sec- 
retary Peter Garrucho to the post of trade 
and industry secretary in a concurrent 
capacity to pave the way for the merging of 
the departments. The position was left vac- 
ant earlier in the month when Jose Concep- 
cion resigned because of growing public 
pressure on Aquino to revamp her govern- 
ment and solve the Philippines’ economic 
problems. 

Departments under consideration for 
merging are the Public Works and High- 
ways Department with the Transport and 
Communication Department, the Health 
Department with the Social Welfare De- 
partment, and the Budget and Manage- 
ment Department with the Finance Depart- 
ment. About 10 officials with cabinet rank- 
ing are also expected to be downgraded. m 


200,000 workers. He admitted, though, 
that many of the approved projects 
would never be realised. Indeed, only 
60% of the foreign investments approv- 
ed since 1967 has been implemented. For 
domestic investment over the same 
period, the percentage of realised invest- 
ment is only 4276. 

Sanyoto said the low ratio of realised 
projects was due primarily to inadequate 
infrastructure, a shortage of qualified per- 
sonnel and difficulties in finding reliable 
Indonesian partners with which to form 
joint ventures. (All foreign investments 
in Indonesia must be made through joint 
ventures with Indonesian entities. In 
most cases, the local partner must as- 
sume majority control within 15 years.) 

Worryingly, overseas investors in 
1990 followed past practice by concentrat- 
ing in Java. Some 84% of the 426 foreign 
investment projects approved in 1990 
are to be located on Java. Likewise, some 
70% of the domestic investments ap- 
proved in 1990 also target Java. 

Economists say the continued pre- 
ponderance of investment in Java will 
exacerbate already critical shortages of in- 
frastructure as well as encourage workers 
to migrate to Java from Indonesia's outer 
islands. "Hopefully, new incentives to in- 
vest in eastern Indonesia will be forth- 
coming in 1991," Sanyoto said. 

m Adam Schwarz 
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INVISIBLE HAND 


Japan's scrooges 


A slowdown in the rich Western economies in 1991 is likely to put pressure upon 
the world's second-largest economy, Japan, to step up its role as a locomotive. But 
Japanese economic growth could halve this year to as little as 2.5%, unless Tokyo is 
prepared to prime the pumps. Judging by the budget approved by the cabinet on 
24 December, the Finance Ministry is more concerned about saving for the future 
than about Japan's current responsibility to maintain a high rate of growth. 

Under this budget, so-called “general account" spending is set to rise nominally 
by 6.2% to ¥70.4 trillion (US$520 billion) in the fiscal year beginning on 1 April com- 
pared with the current year. The reality, as Russell Jones of stockbroker UBS Phillips 
& Drew points out, is that the latest projected spending represents a decline over 
the likely total outlay of 73.4 trillion in fiscal 1990, after allowing for a ¥7.3 trillion 
supplementary budget earlier this year. 

There are other reasons why the latest budget is likely to have what uss Phillips 
& Drew forecasts will be a "net negative impact" on the economy in 1991. Although 
the nominal increase in government spending is somewhat higher than the pro- 
jected 5.576 rise in nominal GNP, the government's tax take has grown at a faster rate 
than expenditure has increased in recent years. 

This has to do partly with the broadening of the tax base (including the introduc- 
tion of a consumption tax) in 1989 and also reflects the so-called “fiscal drag" effect 
which automatically pushes workers into higher tax brackets through wage infla- 
tion. The result is likely to be that increases in income tax and corporate 
taxes will raise overall tax revenues for 1990 by 22% rather than the forecast 13.7%. 

Revenues are expected to exceed forecasts again in 1991 despite the projected 
slowing of the economy. According to the 
Finance Ministry, tax revenues will rise by 6.5% 
in fiscal 1991 to ¥61.8 trillion, but UBS Phillips & 
Drew puts the likely growth at nearer 10%. 

The Finance Ministry claims that the re- 
duction of public borrowing is essential given 
that Japan now has one of the highest ratios 
of public debt relative to GNP in the world 
(around 7076) and that debt service represents — 
22.5% of the general account budget. Outside —— 
economists, however, challenge these assump- 
tions OECD economists point to the fact that the Japanese Government's net debt 
is nearer 1476 of GNP, a much smaller portion than in other industrialised countries, 
if account is taken of social security provisions which reached 3.8% of GNP in 
1989. 

The major portion of these provisions needs to be earmarked for much heavier 
government pension payments in future to an ageing population. Nevertheless, UBS 
Phillips & Drew argues that the government could afford to increase public invest- 
ment spending to double its current level by 1994 without prejudicing the finance 
of social security. In its most recent annual survey of the Japanese economy, the 
OECD calls the current fiscal consolidation programme "severe" and says "significant 
acceleration" in public investment will be needed if the government is to meet even 
its own targets for the 1990s. 

Japan's commitments to public spending under the so-called Structural Impedi- 
ments Initiative, launched by the US against Japan in 1988, imply an average annual 
increase in public spending of ¥6.3 trillion in the next 10 years. But public invest- 
ment is well under half the level of private investment, and if private spending 
grows less rapidly in 1991, the need for official stimulus could be heavy. 

Japan's ability to afford more public spending is greater than first appears. The 
OECD says the government surplus showed a healthy improvement to around 3%- 
of GNP in 1989. UBS Phillips & Drew argues that the government surplus is nearer 
to 4% of GNP if various public-sector budgets are consolidated. The government can 
therefore dig deeper in its pocket without stoking inflation. Watch out for a supple- 
mentary budget more generous than the one wrapped up on Christmas Eve. 

m Anthony Rowley 





Public debt burdens : 





FAR EASTERN ECONOMIC REVIEW 


BUSINESS AFFAIRS 





ECONOMIC MONITOR: 


THAILAND 


Down to a trot 


espite a credit crunch, the Thai 

economy should continue to per- 

form well in 1991, according to 

senior government economists. If 
oil prices stay at or below US$30 a barrel, 
GDP growth will be a still-vigorous 776, 
down from an estimated 10% in 1990, 
the planners at the National Economic 
and Social Development Board (NESDB) 
predict. 

The past year's double-digit growth was 
achieved despite a 1.876 contraction in ag- 
riculture, where crops, fisheries and foresty 
all saw declines and only livestock produc- 
tion expanded (by 7.5%). Crop production 
fell due to natural calamities and sinking 
prices, with rice retreating from 1989's stun- 
ning peak. 

Preliminary NESDB figures for other 
sectors in 1990 show that growth was 
led by banking and finance (33.8%), fol- 
lowed by construction (22.7%), water 
and electricity (16.2%) and manufacturing 
(13.7%). This mirrors a three-year pattern, 
though domestic consumption was a much 
stronger force in 1990. 

In 1991, agriculture is expected to re- 
cover to 2% growth; construction is seen as 
the top performer, with a 9% expansion. 
The NESDB expects speculative investment 
to subside, but substantial infrastructure in- 
vestment will drive the economy. The gov- 
ernment's share of construction spending 
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Thailand is facing trade sanctions by the 
US if it fails to crack down on cassette 
and video-tape counterfeiters. Pirated 
tapes, which are openly available on 
Bangkok's streets, are estimated to cost 
the US entertainment industry up to 
US$100 million a year. 

On 21 December, the US Trade 
Representative accepted a petition from 
three US entertainment-industry associa- 
tions alleging that Thailand was not pro- 
viding adequate protection for creative 
works originating from the US. 

Under Section 301 of the US Omnibus 
Trade and Competitiveness Act of 1988, 
the Trade Representative has 12 months 
to complete an investigation into the 
charges. If they are considered valid, 
countervailing action against imports 
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will rise from 30% to about 46% — even 
excluding quasi-governmental construction 
by privatised projects. Thus, the building 
sector should survive a possible real-estate 
slump because of the queue of infrastruc- 
ture schemes. 

Bank credit growth came slightly off its 
peak in October-November but was still a 
phenomenal 35% even then, well after the 
invasion of Kuwait left the global economy 
under a cloud. Deposits were growing by a 
slower 29%, despite a 2-3% rise in deposit 
rates. This suggests a credit squeeze to 
come as banks redress this imbalance in 


RELATIONS 


Thailand to face the music 


from the offending country should be in- 
troduced. 

The case against Thailand is consi- 
dered strong. The country remains the 
last of the big-time Asian pirates in Wash- 
ington's eyes, appearing immune to 
years of pressure from the US on intellec- 
tual property rights. The petitioners also 
claim Thailand has begun exporting 
some pirated materials. 

Senior Thai trade official Bajr Israsena 
has been quoted as saying the US com- 
plainants have not fully pursued their 
cases in Thailand's courts. Unlike with 
other US-Thai trade problems, Washing- 
ton accepts that Thai law provides adequ- 
ate protection to foreign producers of 
audio and video tapes and printed mate- 
rials. 
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funding. To avoid a damaging lending con- 
traction, the central bank has told commer- 
cial bankers it will try to prevent top lend- 
ing rates rising above their present 17.5%. 
Banks will be helped if baht-confident de- 
positors move money in from abroad to 
take advantage of these high rates. 

However, continued buoyant spending 
is fuelling inflation, which averaged 6% in 
1990 and is expected to accelerate to 8% in 
1991. Demands by labour groups for a 15- 
20% minimum wage rise could add to price 
pressures, though some relief has been pro- 
vided by falls in basic-food prices. 

Government expenditure, measured in 
October, was only 0.2% higher than a year 
earlier, mainly because problems in getting 
projects under way have kept actual spend- 
ing below budgeted levels. Collections 
were up 18%, leaving a current surplus of 
Baht 5.47 billion (US$217 million), com- 
pared with Baht 680 million a year before. 
Government domestic reserves were Baht 
106.55 billion at the end of October, while 
international reserves including gold were 
US$14.2 billion. 

The Gulf crisis and US recession will 
probably widen the current-account deficit. 
At Baht 136.5 billion, it equalled 6.8% of 
GDP in 1990, up from 3.5% in 1989, and is 
forecast by the NESDB to rise to Baht 172.6 
billion, or 7.6% of GDP, in 1991. 

m Paul Handley 


But, a US diplomat says, “the basic es- 
sence of the law is not being enforced.” 
In the rare cases when the law is enforced 
according to the petition, “the pirates are 
not imprisoned, and the fines assessed 
are so small they are not a deterrent.” 
The petition suggests the Thai police and 
courts are effectively protecting the coun- 
terfeiters. 

With the threat of action against Thai 
exporters looming, observers expect that 
during the year Thailand will begin to 
make serious efforts to address the es- 
calating grievances of the US entertain- 
ment industry. 

But with problems over pharmaceuti- 
cals, computer software and general pa- 
tent issues still outstanding, it is unlikely 
that Thailand will be removed from the 
US Trade Representative’s priority watch 
list when it comes up for review around 
April. The list targets especially stubborn 
trade partners for reprisals if they fail to 
make adequate progress on contentious 
issues. m Paul Handley 
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Tokyo plans to expand 

aid budget by 8% 

» Tokyo decided on 28 December to raise 
its official development-assistance budget 
for fiscal 1991 (starting in April) by 8% to 
¥883 billion (US$6.6 billion). The Ministry 
of Finance had originally offered a 5.8% 
increase but finally agreed to a higher 
figure. Japan has previously pledged to 
provide US$50 billion to developing 
countries over a five-year period ending in 
fiscal 1992. In percentage terms, the aid 
increase exceeds the 6.2% rise in the 
government's overall budget for fiscal 
1991, including a planned 5.5% increase in 
defence spending. 


Brierley Investments sells 
12 commercial buildings 


> Brierley Investments of New Zealand 
sold 12 commercial buildings in the 
Auckland and Wellington business 
districts to a joint venture in which it 
holds 20%. Its partner is SEA Holdings of 
Hongkong. The buildings were sold at 
their book value of around NZ$223 million 
(US$131 million) despite a depressed 
market in which many properties have 
changed hands at below cost and book 
values. The venture also plans to buy 
property in See a up to a total of 
about NZ$650 milli 


Indonesian state company 
announces March flotation 


> Indonesian state-owned cement 
company Semen Gresik will issue 40 
million new shares to the public in March. 
The shares, representing 23% of the firm’s 
total common stock, will sell for less than 
Rps 10,000 (US$5.28) apiece, a Gresik 
offical said. Gresik is the first state-owned 
manufacturing company to divest equity 
via the stock-market. In late 1989, Finance 
Minister Sumarlin said up to 52 of 
Indonesia’s 217 government-owned 
businesses would be partly privatised 
through the capital markets. 


Ho comes to rescue 
of Macau race track 


> The debt-crippled Macau Jockey Club 
was rescued on 31 December by a 
consortium led by Sociedade de Turismo 
de Macau, flagship of tourism and 
gambling tycoon Stanley Ho. The group 
also includes Hongkong-listed Tomson 
Pacific, Pacific Concord and Lai Sun 
International, as well as unlisted Kam 
Wick. It will buy a 51% stake in the race 
track for HK$450 million (US$57.7 million) 
and inject HK$550 million to cut its debt. 
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The other 49% will remain in the hands of 
Taiwanese investors who spent HK$600 
million to open the track 16 months ago. 


Thailand subsidises rice, 
offers loans to growers 


> Thailand has set up a Baht 12 billion 
(US$47 million) programme to subsidise 
both domestic and export prices for rice. 
The provision also includes a controversial 
loan scheme, to be run through the Bank 
of Agriculture & Cooperatives. Critics say 
it will encourage farmers to default on 
crop-financing loans. 


Company closures in Taiwan 
reach a 10-year peak 

> The number of company closures in 
Taiwan during November was the highest 
in a decade, according to the Ministry of 
Economic Affairs. Some 2,072 companies 
registered to close operations, 14% more 
than October and nearly three times the 
number a year earlier. 
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Top US official warns 
Seoul of trade action 


> US Trade Representative Carla Hills 
warned in an American television 
interview on 29 December that the US will 
withdraw trade concessions from South 
Korea if Seoul maintains its anti-import 
policy. Because of a fall in American 
exports to South Korea, US business 
groups are pressing Washington for 
stronger efforts to open the South Korean 
market. 


Bangladesh aims to lift 
frozen-fish exports 

> Bangladesh's shipments of frozen fish, 
the country’s second-largest export 
commodity, are likely to jump to Taka 5.8 
billion (US$161 million) in the fiscal year 
ending on 30 June, Export Promotion 
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Bureau sources said. Fish worth Taka 3 
billion has been shipped in the first five 
months of the year. Frozen-fish exports 
during the last fiscal year amounted to only 
Taka 4.8 billion, compared with a target of 
Taka 5.5 billion. 


Singapore’s CLOB delists 

14 Malaysian stocks 

> Fourteen thinly traded Malaysian stocks 
were delisted from the CLOB International 
section of the Stock Exchange of Singapore 
(SES) from 2 January. The SES said it wanted 
to rationalise the list of shares traded on 
CLOB, though its general aim is still to 
expand the section’s regional listings. 


Taiwanese rules permit 
foreigners to buy stocks 

> Taiwan's Ministry of Finance announced 
rules, effective on 1 January, that permit 
foreign investors to buy up to US$2.5 
billion of Taiwanese shares in total. 
Institutions may apply for investment 
quotas of US$5-50 million, though it may 
be difficult to fulfil the one-day settlement 
procedures. The rules limit foreign 
ownership of Taiwanese firms to 10%, 
with no more than 5% held by any one 
foreign shareholder. 


Mitsubishi provides funds 

to Sarawak forestry study 

> Japan's Mitsubishi Corp. is to provide 
most of the finance for a ¥200 million 
(US$1.5 million) forestry study in Sarawak, 
East Malaysia, where Mitsubishi is the 
second-biggest Japanese logger. Japanese 
and Malaysian scientists will try to create 
new forest with lauan trees, rather than the 
normally used eucalyptus, which grows 
quickly but alters the forest ecosystem. 


Japanese deal in US 
faces anti-trust hurdle 


> The US Justice Department said it will 
file an anti-trust suit to block Tokyo-based 
Nippon Sanso’s planned takeover of 
Semi-Gas Systems Inc., a US 
semiconductor-equipment firm. President 
George Bush approved the US$23 million 
deal in July, deciding it does not threaten 
national security. But the Justice 
Department says combining the world’s 
top two suppliers of gas cabinets, used to 
distribute specialty gases during chip 
manufacture, would increase Semi-Gas’ 
dominance of the US market. Critics of the 
deal say it would double Nippon Sanso's 
global market share to more than 40%. 
Nippon Sanso has not said whether it will 
contest the suit. 
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Previous 3months Year US$1 Spot Previous 3months Year 
Last sale to 28 Dec. Latest week ago ago 28 Dec. Worth ratet weekt agot agot 
Gold London (2) 386.45 380.15 392.65 403.25 Australia dollar 1.2945 1.2972 1.2051 1.2634 
Copper New York (3) Bangladesh* taka 35.85 35.85 36.32 32.10 
Current delivery (Jan.) 113.25 112.50 118.80 n.a. Britain pound 0.5192 0.5274 0.5309 0.6219 
Mar. delivery 111.10 Brunei dollar 1.742 1.7335 1.759 1.9035 
Aluminium London (7) Burma* kyat 5.945 5.945 6.18 6.65 
Current delivery (Dec.) 1,568.00 1,570.00 1,845.00 1,625.00 Canada dollar 1.1605 1.1597 1.1533 1.157 
Tin Kuala Lumpur(t) 15.00 1491 France franc 5.075 5.126 5.2185 5.7675 
Suns osea Mer M Hongkong dollar 7.1995 7.8005 7.759 7.807 
: India rupee 18.1159 18.1143 17.9937 16.9563 
Coan. s TER T —700 Indonesia rupiah 1,901.00 1,895.00 1,863.00 1,801.00 
iad RE | Japan yen 134.35 135.60 136.65 143.50 
Rubber pu Macau* pataca 8.05 8.05 8.05 8.05 
ai «i TC a closed 226.50 Malaysia dollar 2.7145 2.701 2.7008 2.699 
Nepal* rupee 24.00 24.00 24.00 24.00 
Jute Dhaka (11) 410.00 410.00 410.00 390.00 NewZealand dollar 1.6941 1.703 1.6194 1.6807 
Palm Oil - Kuala Lumpur (4) Pakistan rupee 21.8581 21.8281 21.7717 21.3986 
Current delivery (Jan.) 886.00 874.00 closed 637.00 Papua N.G. kina 0.952 0.952 0.9289 0.8601 
Mar. delivery 897.00 Philippines peso 27.944 27.944 25.88 22.44 
Sugar New York (3) Singapore dollar 1742 1.7335 1.759 1.9035 
Current delivery (Mar. 9.70 9.67 10.11 13.23 South Korea won 716.40 716.90 713.00 679.60 
May delivery 9.75 Sri Lanka rupee 39.889 39.84 39.88 39.8801 
Pepper Singapore (9) Switzerland franc 1.2745 1.297 1.2957 1.538 
Sarawak Asta bik 100% 290.00 290.00 305.00 387.50 Taiwan NT dollar 27.129 27.125 27.2915 26.15 
Wheat Chicago (5) Thailand baht 25.295 25.245 25.31 25.69 
Current delivery (Mar.) 262.20 263.20 271.60 406.20 WestGermany mark 1.4943 1.5085 1.5574 1.6886 
May delivery 269.40 Communist countries: China US$=Rmb 5.2221 HK$=Rmb 0.66995 
Maize — Chicago (6) Soviet Union US$=Rouble 0.554 Laos USS-Kip 700.00 
oe gs 235.20 228.00 239.00 Vietnam US$=Dong 6,510.00 Cambodia USS-Riel 560.00 
IV i 
Rice T Bangkok (7) Other: SDR1-US$1.41332 ECU1-US$1.35257 S$1-M$1.55415 
5% white fob 280.00 270.00 265.00 315.00 "Official rate tMiddlerate Source: Telerate for spot rates, Deak for official rates 
Curent dem ns: 
Current delivery Jan) 561.60 576.20 617.40 564.40 Currency deposit and bond yields 
Mar. deli 
y VM Eurocurrency and Asian currency unit deposit rates (%) 1 
Cocoa — New York (7) 
ee (Mar.) 1,149.00 1,159.00 1,281.00 920.00 { 3 6 12 10 year govt 
ay Convery 1,191.00 28 Dec. month months months months bonds yield 
Coffee — New York (3) US$ 9.6875 7.5625 7.5625 9.5625 8.08 
Current delivery (Mar.) 87.95 91.60 93.00 80.32 Sterling 14.25 13.875 13.25 12.625 10.80 
May delivery 90.25 Yen 8.1562 8.1875 7.875 7.6875 7.10 
Petroleum Swiss Fr. 8.6875 8.6875 8.6875 8.4375 - 
Sumatran light Tokyo (10) 25.25 25.05 36.40 17.80 Dm 8.9375 9.25 9.4375 9.4375 8.95 
Brent London (10) 27.45 27.13 37.08 18.65 AS 11.3125 11.3125 11.3125 11.625 12.06 
c$ 11.625 11.5625 11.25 11.125 10.26 
(1)M$akg (2)US$anoz (3)US¢alb (4)M$atonne (5)US¢ a60 lb bushel ECU 10.3125 10.3125 10.3125 10.3125 EX 


(6)USca56Ibbushel (7)USSatonne (8)PSS1,Meakg (9)S$a100kg (10)USSabarrel 


(11) BWD, Chittagong/Mongla, USS a tonne 


Australia 
Economic Growth % (real) (1) 
1990 -0.5 
1991 2 
International Reserves (5) 
Latest US$15.61b (Oct) 
Year earlier US$13.26b 
Trade Balance (total merchandise) 
Latest 3 months -US$0.30b (Aug-Oct) 
Previous 3 months +US$0.21b 
Year earlier -US$1.83b 
Exports (6) 
Latest 3 months US$9.82b 
% change previous 3 months 41.5 
% change year earlier *49 
Imports (7) 
Latest 3 months US$10.12b 
% change previous 3 months +6.9 
% change year earlier -9.6 
Consumer Prices 
Base Jul 80-Jun 81-100 
Latest 3 months index average 208.9 (Jul-Sept) 
% change previous 3 months $0.7 
% change year earlier *6.0 
Money Supply (3) 
Latest A$197.15b(9) (Sept) 
% change previous month H7 
% change year earlier +12.3 


China 


5 
5 


US$26.12b (Aug) 
US$14.48b 


+US$2.93b (Sept-Nov) 
+USS$2.48b 
+US$0.22b 


US$16.79b 
*6.7 
*18.0 


US$13.86b 
+4.6 
-1.0 


Oct 1989=100 
103.1(11) (Oct) 
n.a. 
*3.1 


Rmb 1,114.94b (Apr-Jun) 


-6.8(10) 
*10.7 


Source: Telerate, International Jute Organisation 


Hongkong 


n.a. 


+US$0.27b (Sept-Nov) 
+US$0.88b 
+US$1.31b 


USS$23.22b 
+11.7 
+27.5 


Oct 84-Sept 85=100(2) 
146.4 (Sept-Nov) 

+2.8 

+10.4 


HK$530.13b (Oct) 
-0.7 
+18.3 


tOfferedrate Source: Telerate, Salomon Brothers 


Economic indicators, selected Asian countries 


India 


4(4) 
3.5-4 


US$2.53b (Oct) 
USS$3.86b 


-US$0.82b (May-Jul) 
-US$0.96b 
-US$1.03b 


1982=100 
182.3 (Apr-Jun) 
+4.0 

+8.1 


Rs 2.40t(9) (Aug) 
*0.2 
+17.5 


Indonesia 


6.5-7.0 
6.5 


US$5.74b (Oct) 


US$4.60b 


+US$0.21b(8) (Jun-Aug) 


+US$1.03b 
+US$1.73b 


US$5.67b(8) 


*0.5 
*0.0 


USS5.46b(8) 


*18.5 
+38.6 


Apr 88-Mar 89-100 
115.5 (Aug-Oct) 


+3.2 
+9,7 


Rps 76.91t 
438 
+48.1 


(Sept) 


Japan 


4.3-4.8 
3.8 


US$77.25b (Oct) 


USS83.30b 


+US$13.63b (Aug-Oct) 


+US$15.24b 
+US$15.34b 


US$74.85b 
*8.3 


1985-100 
107.1 (Jul-Sept) 
*0.5 

«2.8 


Y 493.05t (Sept) 
30.9 
*12.0 


Malaysia 


6.5 
8 


USS8.35b (Jul) 
USS6.58b 


-USS$0.19b (Jul-Sept) 
+US$0.01b 
+US$0.62b 


USS7.45b 
49.5 
+11.9 


USS$7.63b 
*12.3 
+26.6 


1980=100 
136.5 (Jul-Sept) 
-0.2 

+1.9 


M$80.73b (Aug) 
*2.3 
*31.3 


(1) Official and other estimates of GDP (GNP in Japan) (2) Consumer Price Index A (3) M2 or currency plus bank deposits (4) To March (5)IMF definition of reserves minus gold except for Singapore (6)fob (7)cif 


FAR EASTERN ECONOMIC REVIEW 


10 JANUARY 1991 


E 
F Stockmarkota C E 


a a a Tokyo, New York drift during holiday season u w a Australia up on 
bargain hunting a a a Taiwan jumps in year-end rally m m u Jakarta continues to climb 
uuu Bangkok listless on fears of Gulf war in week ending 31 December m m u 
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Morgan Stanley Capital International World Index, 461.8 (28 Dec. '90), down 0.6 





Philippines Singapore South Korea Taiwan Thailand 


interbank 
28 Dec. lending imontht 3monthst 6monthsf 
57 79 72 52 9-10 
1525 56 637 7 55-75 Australia 1600 1167188 118125 11.84375 
US$0.90b (Oct) USS26.15b (Aug) USS16.12b (Oct) USS68.09b (Sept) US$13.22b (Oct) Britain 1400 14375 — 1409125 144978 
USS0.87b USS18.85b USS17.39b USS73.80b US$8.83b hodia am iim wen ae 
-US$1.10b(Aug-Oct) -USSi7ib(Ju-Sept) ^ -US$247b (Sept-Nov) +US$3.94b (Sept-Nov) ^ -US$1.86b (Jul-Sept) indonesia 2500 2500 24,00 2400 
-USS0.97b -USS2.20b -USS0.02b +US$4.03b -USS2.22b 
-USS0.81b -USS1.05b +US$0.64b +US$3.33b -USS1.30b Japan *8.10 
USS2.11b USS13.23b US$17.39b USS17.87b USS6.14b "825 81875 825 7.95913 
423 198 459 434 498 
456 +14.6 458 489 4189 Malaysia 725 706 — 725 Hs 
NewZealand 1575 1208 1260 1273 
US$3.21b USS14.94b USS19.86b US$13.93b US$8.11b 
459 449 420.8 450 1398 Philippines 25.50 2300 238125 208125 
+14.4 +18.6 +25.8 +65.4 +25.5 
Singapore 725 44375 4.6875 5.00 
1978-100 Sept87-Aug88-100 ^ 1985-100 1986-100 1986-100 E 2 
5077 Uu ct 106.5 (Jul-Sept) 132.5 (Jul-Sept) 110.9 (Jun-Aug) 119.1 Sept South Koren — 111670 
407 419 418 Ht. 3 : "n 
+11.4 430 196 47 +47 Taiwan 10.00 
Thailand 1650 1650 1725 á 
P266.32b(9) (Aug) $$57.67b (Aug) Won 65.14t (Nov) NTS5.94t (Sept) Baht 1,376.7b (Jul) 
-27 413 423 324 418 US 1000 7.625 75625 75605 
-228 +20.1 4195 4110 4909 g—— —&Á 
(8) Including petroleum (9)M3 (10) % change over past3 months (11)One month Source: Official statistics tOfferedrate Source: Telerate and Review Data 
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give, divine” strikes a chord dur- 
ing the season of goodwill. In 
zS 1990, the phoenix-like return of 
many of the past decade’s most colourful, 
and occasionally troubled, businessmen 
suggested this admirable sentiment could 
even have a place in the commercial world. 
On the other hand, such resilience could 
suggest that self-interest, family ties and 
bonds of friendship often take precedence 
; over basic business scruples. 

| Comebacks of the not-so-great and not- 
_$0-good were most evident in Malaysia and 
even in usually less-than-forgiving Singa- 
pore. Perhaps the phenomenon could be 
attributed to the fact that the Malaysian 
economy has attained a head of steam. 
Perhaps it was that the scandals of the mid- 
. | 1980s had receded far enough that mag- 
. | nanimity took precedence over old scores. 
* |. How else to explain the re-emergence 
-~ | of former Malaysian Chinese Association 
| (MCA) president and Pan-Electric chief Tan 
-Koon Swan? A year after doing time in 


- both Singapore and 
:Malaysia for criminal 


. breach of trust relating to 
. the 1985 collapse of Pan- 
El, Tan is back on the 
scene wheeling and deal- 


mG. x * 

Brokers in Kuala Lum- 
pur say that Tan, now a 
born-again Christian, is 


working out of an office at 
his former Supreme Corp. 
Yeadquarters. From there, 3) xA 
he is allegedly trading the K ONS 


hare and property mar- © 
ts with undiminished 
jour. Rumour has it that Tan has already 
oed control of penny property counter 
ang and is planning an even more ac- 
erhaps Tan is still getting a seat at the 
for his discretion. After all, 15 of 
ysias most prominent businessmen 
t up M$390 million (US$144 million) 
sh to help him cover the huge forward 
contract losses that led to the Pan-El 
egedly because they did not want 




















SHROFF 


"Forgive and forget 


he dictum “to err is human, to for- » 


indomitable spirit in the face of misfortune. 
MBf Holdings managing director Datuk 
Loy Hean Heong managed not only to 
keep his finance and property conglomer- 
ate afloat through serious post-Pan-El cash 
flow problems, but also to win plaudits in 
1990 from a handful of foreign brokers who 
have characterised his handling of the com- 
pany's troubles as a sign of genius. 
Although Shroff tips his hat to Loy for 
getting his timing right on property dispo- 
sals, it was less Loy's pure business acu- 
men than his penchant for lending to well- 
connected customers that kept the central 
bank from his door long enough to allow 
some pretty sickly loan collateral to recover. 
Then there is Malaysian entrepreneur 
Lee Ming Tee, who has fended off regulat- 
ory rebukes in both Hongkong and Austra- 
lia with enviable panache. Lee has man- 
aged not only to turn around his Hong- 
kong-based Allied Group (in part, through 
the kind of inter-group asset swaps that 
have aroused criticism in the past), but also 
to secure potentially profitable stakes over 
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Khoo; Tan Koon Swan: the year of comebacks. 


the year in promising construction counter 
Pilecon and in newly revived, former 
Multi-Purpose-owned trading company 
Mulpha. 

Finally from this irrepressible trio, Yap 
Yong Seong has seen his personal fortunes 
take a turn for the better, though his 
company, Duta Consolidated, is still deep 
in the financial mire. "Duta" Yap has gam- 
bled on, and apparently won, a new finan- 
cial lease of life by bringing powerful Hong 
Leong chief Quek Leng Chan into the 
Sabah Four Digit Lottery operation, now 
owned by Mycom. : 

Shroff reserves his highest praise, 
though, for Malaysian-born financier Khoo 
Teck Puat who took advantage of slumping 
equity prices after the 2 August invasion of 
Kuwait to reinforce his position as. the 
largest individual shareholder in Standard 
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Chartered Bank. Khoo was charged on five 
criminal counts stemming from an investi- 
gation by Brunei authorities into the col- 
lapse of the National Bank of Brunei (NBB) 
in 1986. It is not known if these charges 
have been dropped. 

The new Standard Chartered invest- 
ment seems to suggest an almost other- 
wordly prescience on Khoo's part as to 
what the future of those charges might be. 
Perhaps they simply are not an issue any- 
more. After all, Khoo did pay back Npp’s 
creditors in full — albeit in a somewhat 
tardy manner — and in Singapore he has 
slotted into a new role as the Good Citizen. 
Khoo was the single largest contributor to 
Singapore's 25th anniversary fund, stump- 
ing up S$10 million (US$5.8 million). 

Charity was the hallmark of another of 
the year's great comebacks, that of Eduardo 
"Danding" Cojuangco. The former Mar- 
cos crony celebrated his rebirth as a front- 
runner in the 1992 Filipino presidential elec- 
tions with a big, brazen birthday bash 
shortly after he made a mockery of cousin 
Cory Aquino's govem- 
g ment by sneaking back 
o into the country. Danding 
'* has been spreading cash 
around the provinces like 
there is no tomorrow. 

Such munificence 
should not be taken at 
face value: it looks more 
like a savvy investment. If 


HOW 


the next presidential poll, 


is a controlling interest in San Miguel 
Corp. 

The future is not as immediately prom- 
ising for former Carrian boss George 
Tan, still awaiting trial in Hongkong 
on 23 criminal charges. Market sources 
say Tan was behind the sale of listed 
Ming Ren Investments to the family of 
Hwang Chou-shiuan, late of Taipei and 
now resident in Hongkong. Tan's name ap- 
pears nowhere in connection with Ming 
Ren. 

In 1988, Bardays Asia executive director 
Stewart Leslie Turner pleaded guilty to ac- 
cepting advantages from Tan and, sepa- 
rately, from family scion Victor Hwang. 
Hwang was never charged. Tan, however, 
had a bribery charge added to his docket. 

| ‘Jonathan Friedland 









the former Coconut King - 
— or his anointed — wins - 


he stands to recover many | 
of his assets, sequestered _ 
| when he fled the country | 
alongside the Marcoses. The grand prize | 
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| Appointments 


INTERNATIONAL NATURAL 
RUBBER ORGANIZATION | 
. INRO is an ínter-governmental commodity organization, with headquarters in Kuala 
. Lumpur, Malaysia. The organization was established under the International Natural 


Rubber Agreement 1979 and operates under the International Natural ee 
Agreement 1987. INRO invites applications for the post of 


SENIOR ACCOUNTANT 


|. The successful applicant will be responsible for the overall accounting and financial 
.. functions of the organization and will provide advice to management and members on 
iccounting and financial matters. The salary is at the level of UN scale P3 and ranges 
rom gross (before deduction of staff assessment) US$45,088 to US$61,658 per 
nnum. Additional benefits in accordance with current UN scales would apply. 


QUALIFICATIONS AND EXPERIENCE 
e University degree with a major in áccounting 
and Certified Public Accountant uunc ot 
its equivalent. 
Al least five years working ín: & Senior 


MAJOR DUTIES AND 
` RESPONSIBILITIES 
^ Under the general guidance of the Executive 
Director to: 
Maintain accurate records of alb financial 
- operations and transactions including members’ accounting position. 
contribution records, purchase and sales of | Computer literacy is esseritiat 
stocks, payroll, provident fund, multi-currency Some foreign exchange experience iG 
deposits, worldwide inventories, other receipts desirable. 
and disbursements of funds. etc. Experience of working in an international 


environment is preferablo. 
Prepare weekly, monthly, quarterly annual and Strong personality capable ot independent 
Occasional management reports as wel as 


work and the ability to mouvante others is 
statutory financial statements acceptable to the essential. 
organization s auditors. Supervise the operation Ability 
of the organizations bank accounts. Maintain 
liaison with banks and financial institutions and 
authorities. Assist in preparation of budgets, and 
in  cast-fow and investment managemerd. 
Prepare and present reports on these activities to . 
management and committees. Prepare and 
present occasional papers. as required. an 
accounting and financial matters to committees. 


to — communicate effectively is 
necessary. 

Fluency in English while knowledge of 
Chinese, French or Aussian will be an added 
advantage. 

Maximum age: 55 > 


The appointment would be from 1 July, 1991 
and extend initially until the expiry of the current 
international Natural Rubber — Agreement 
and extensions thereto, and for subsequent 
Agreements thereafter. 


Manage the internal control system ang 
procedures. 


Applications in English with full curriculurn vitae must be raceived 
not later than 18 February 1991 by 


EXECUTIVE DIRECTOR, INRO, 
P.O. BOX 10374, 50712 KUALA LUMPUR, MALAYSIA 





| Hotel & Accommodation 


THE COBURG HOTEL 


overlooking Hyde Park 
now exquisitely refurbished 
with every modern convenience 


SPECIAL RE-OPENING OFFER 


Single - £72.50 + VAT 
Double/twin - £95.00 + VAT 
(Inclusive of fuli English Breakfast) 


This space is 
reserved for 
Classified 
Advertisements 


Reservations 
shouid be 
addressed to: 


international Classified Manager 
Far Eastern Economic Review, 
GPO Box 160, Hongkong 
Tel: 8328300- 
Telex: 62497 REVAD HX 


129 Bayswater Road 
LONDON W2 4RJ Tel - 071 221 2217 
Fax 071 229 0557. 


. The combined efforts of the Far Eastern Econodic Review 8 TE and highly 
skilled editorial team have made it the premier source of information for 
.| those who do business, or have an interest, in or with Asia. Asa testimony to 
cof- the publication's editorial quality, many Review articles e, over the 
. | years, been reprinted in newspapers, magazines, educatione textbooks, 
newsletters etc throughout the world. AE 

Should you as an editor, publisher or on behalf of an organisation, educa- 


‘tional establishment etc wish to inquire about our a and: copyright 
charges, please address your correspondence to: : 


Editor 
Review Publishing Company Limited, GPO Box 160, Hong K Kong 
Tel: 8328381 Fax: 8345571 Telex: 75297 ECWEK HX 


? inquiries a all interested parties and assure you ofo our 
atte | 











$S1FIED ADVERTISEMENTS 





| | inthe Review. 


covers ris Bangladesh y p is progr Mu 
























This challenging and rewarding position pns die ao 
person with significant experience in ; 
community level in South Asia, es 
should also have proven analytic 
administration and management skills. 
should have had a demonstrated conce 
in, social justice issues. Knowledge of a langu 
will be an added asset. 


For details please contact: Valerie Ari ar, CAA 
Street, Fitzroy, Vic. 3065, Australi a 7 
Fax: (613) 419 5318. n 


Applications close February 15, 1991. 
CAA is an Equal Opportunity Em 





Property 





THAILAND E 

The developers of Kamaia Beach Estate are pleased to a 
nounce the launch of Phase Two of this axciusive 
residential resort. One, two and three bedroor apart 
are available from 120,000 US$. 









| Cali Mr. William Pinsent of Phuket Land now on 86-7 
115/1 Kalim, Patong, Phuket, Thailand; Fax 66-7 


Personal 





UNITED STATES 


Obtain US immigration via INVE 
BRANCH COMPANIES, etc, ALL 
LICENSED US ATTORNEY/PHD CONGOR 


NENT RESIDENCY (GREEN CARD) B 
REAL ESTATE, ETC. ALL NATIONALITIE: N 


. Contact: Edward P. Gallagher, Attorney-at-Law = | 
















P.O 70302, Friendship H eight 
Washington, D.C. 20813-99« 














gl 
FAX: (301) 983-3439; 





| TELE: (30 


to make appropriate enquiries and take Appropriate ad vict 
sending any money, incurring any expense or entering 
ing commitment in relation to an advertisement. The 
Economic Review shall not be liable to any perso 
age incurred or suffered as a result of his/her 
to accept an invitation contained in any advert 





IF YOU SPECIALISE IN FINANCE, SHOULDN'T 
YOUR INFORMATION SOURCE DO THE SAME: 


n today’s financial world, a profit can turn into 
| a loss in a matter of seconds. Which is why 
your screen gets your undivided attention. 

At Telerate, we've given our undivided 
attention to the world’s financial markets. As 
a pioneer of electronic real-time information 
systems, Telerate reports prices, news, plus in- 
depth commentary and analysis for market movers. 
24 hours a day. 

To help you react to a changing financial 
world, you can access comprehensive coverage of 
any financial instrument worldwide. 

In addition, Telerate adds value with so- 
phisticated computer-based analytical tools that 
allow you to perform extensive calculations and 
manipulate live market data. The result: a clear, 
well-informed view of the market 





as it happens. 

We're also developing future generations 
of transaction services which will allow traders 
to electronically execute transactions, 24 hours 
a day. 

Fast and accurate financial information is 
uppermost in your mind all the time. Choose 
the company that thinks the same way. 





 TELERATE 


The Financial 
Information Network 





Offices: Tokyo Tel: 506-0555, Hong Kong Tel: 521-3686, Singapore Tel: 223-0136, Seoul Tel: 390-3659, Taipei Tel: 757-8888, Kaohsiung Tel: 282-3803, 
Sydney Tel: 267-5500, Melbourne Tel: 650-3488, Brisbane Tel: 221-7255, Adelaide Tel: 231-0684, Perth Tel: 481-0144, Wellington Tel: 852-516, 
Auckland Tel: 370-905, Manila Tel: 816-2436, Bangkok Tel: 236-6788, Jakarta Tel: 21-345-191, Kuala Lumpur Tel: 238-4777, Bombay Tel: 245-5383 


— 



















In cooperation with The Nat lion 
Shangri-La Hotel, Bangkok, Thailand, Tarver ry 16 
The ; sian | Melt Street Journal is pleased to announce the 

a |! Annual Asia Capital Markets Conference. 
nati nal financial conference is designed to provide 
r leading policy makers, international fin 'ancial, acca nting, 











titutions to discuss and focus on the princip 'eiopm: 
tunit concerning the liberalization and internationalization of 
-Asian Bond, Stock, Money and Futures Markets. 











Speakers will include: 
Dayana Bunnag, Firs Senior Vice President Phatra Thanokit Co., Ltd., Bangkok; Dr. Chung-Hsing Chen, Director, Office of Intemoti 
Securities & Exchange Commission, Taipei; Bangkok Chowkwanyun, Chairmon, Multi Credit oe of Than n jo 3 been 
President, The Stock Exchange of Bomb y, Bombay; Michael L. Emmons, Managing Dire pr id xi Se ‘Group, Arthur À 
San Francisco; George K. Grant, Depuly Managing D Director, Telerate (Asia- Pockc } Lid 
international Investment Division, The Nikko International Capital Management Co., Lid., Tol 
Taiwan Stock Exchange Corporation, Taipei; Tan Sri Dato' Jaffar Hussein, Go 
Chairman & CEO, Korea Stock Exchange, Dr. David Mulford’ 
Washington, D.C; Dr. Maruey Phad i, 
ed Chicago Board of Trode, Chicago; Vijit init, Governor, Bank of Th: 
| Meagher & Flom, Hong Kong; Marzuki Usman’, Chairman, Capital Market Executive Agency, Jakarta: Fn anci 
7 Monetary Exchange Lid., Singapore; Froncis m Gd Erectie; the Stock Exchange of # 


“pending confirmation i 


















ri d Tanny, 
Bo ij of Diredors, 








| Luncheon hosted by: 
The Union Bank of Bangkok Ltd. 





Representatives from the financial, investment and corporate communities of Asia, Europe and the United States 
should not miss this unique opportunity to meet our distinguished panel of speakers, and to address their own concerns 
directly with the policy makers and experts involved, 








For full conference details and information, please contact us as soon as possible: 
In Hong Kong | In the United. States 
Monica Leung Marianne Salata — | 
The Asian Wall Street Journal Asia Capital Markets Conference 
G.P.O. Box 9825, Hong Kong Phone 305 442 8789 
Phone 852 5737121. Fax 305 448 3794 
Fax 8528345291 — Telex 272861 ACI 
Telex 83828 AWS) HX 


Official Conference Carrier NORTHWEST AIRLINES (A 

















BUSINESS AFEFATRS 


RESEARCH AND 


INNOVATION 


Electric car recharged 


nthusiasts hailed the recent pur- 

chase of 50 French-made electric 

vans by Hongkong’s China Light 

& Power (CLP) as a sign that elec- 
tric vehicles are almost ready for the big 
time. Viewed through less rose-coloured 
spectacles, however, the purchase was 
more a demonstration of how far the 
technology has to go before it graduates 
commercially. 

Despite some uncontested advantages 
— “electrics” are pollution-free, durable, 
and virtually silent — a lack of both supply 
and demand has prevented them from be- 
coming a significant part of the automobile 
industry. 

It is a chicken-or-egg sort of problem: 
the main obstacle to widespread popularity 
has been cost. But manufacturing costs can 
be reduced only by mass production. And 
massive sales will come only if the price is 


low. 


Take the vans CLP bought, for instance. 
Automobiles Peugeot sold them 
to the Hongkong utility in early 
December for about HK$191,000 == 
(US$24,500) each. This is US$6-8,000 ^ 
more than the cost of an equivalent 
diesel-powered vehicle. 

For CLP, the price does not 
matter so much, given the obvious 
corporate benefit in promoting 
electric vehicles. Good public 
relations value from associating 
with a “green” issue represents an 
added dividend. But if offered a 
similar choice, most ordinary con- 
sumers — save perhaps committed 
environmentalists — would no 
doubt weigh the costs and benefits 
differently. 

CLP’s new vans will have a top speed of 
70 kph and a maximum range of 100 km, 
after which the lead-acid battery must be 
recharged for up to eight hours. This level 
of performance is quite well suited to the 
heavily urbanised conditions found in 
Hongkong and other cities. But it is un- 
likely to satisfy the motorist who needs his 
car for both city and highway travel. 

Dozens of electric cars and vans are 
under development by various auto man- 
ufacturers, universities and other research 
houses. Like Peugeot, most major vehicle 
makers have concentrated on electrifying 
existing models. This has two advantages: 
it generates economies of scale for most 
components and allows electrics to be 
made on conventional assembly lines. 

This commonsense approach may break 
the past pattern of splashy product intro- 


ductions followed by public disappoint- 
ment as electric vehicles failed to live up to 
their makers’ claims. 

US auto giant General Motors (GM) was 
inspired by the energy crises of the 1970s to 
renew an infatuation with electric vehicles 
that had run from early in the century until 
1938, when the company halted production 
of its last remaining model, the Detroit Elec- 
tric. 

In 1979, GM introduced the Electrovette, 
based on its popular compact Chevette, 
with claims that this and other electric mod- 
els would be available for commercial-scale 
sales by the mid-1980s. Even more ambiti- 
ously, at least 10% of total production was 
to be electric by 1990. 

But once petrol prices started dropping 
in the first half of the 1980s, public interest 
in electric cars faded. The company’s com- 
mitment to a programme with uncertain re- 
turns faded just as fast, especially as the US 
car industry was only then realising how 
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Electric vehicle: aay and demand constraints. 


much it would cost to match the quality of 
conventional Japanese imports. 

More recently, GM has been having 
another go at electric-car development. In 
early 1990, it unveiled a prototype of an 
electric sports coupe — dubbed the Impact 
— that boasts 0-100 kph acceleration in only 
eight seconds. Styled to shed the golf-cart 
image and demeanor of many electric ve- 
hicles, the car’s range of 198 km (under test- 
track conditions) also puts it well beyond 
most other electrics. 

However, GM has no plans to put the 
car into production. Again, cost is the main 
stumbling block. With current battery 
technology, GM says, the Impact’s operat- 
ing costs are about twice those of a petrol- 
powered car. 

As GM's story indicates, the electric car 
must be the oldest new idea around. In 
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1899, the French-built La Jamais Contente 
— an electric-powered vehicle — was the 
first automobile to top 100 kph. In the next 
few years, electric, internal-combustion, 
and steam-powered vehicles battled for 
supremacy. Steam engines, despite their 
thirst, were the early choice, with a 40% 
share of all vehicles on the road in 1900. 
Electricity came a close second, at 38%, 
while petrol-driven cars — prone to break- 
downs, noise and vibration — were a poor 
third. 

The tables were turned in 1911 with the 
invention of the electric self-starter, which 
eliminated laborious hand cranking of pet- 
rol engines. And as journeys lengthened, 
the electric car’s limitations in speed and 
range became more obvious. It is still 
struggling to overcome these shortcom- 
ings. 

One promising approach in the quest to 
develop batteries that facilitate longer 
journeys is taking place at the Lawrence 

Q, Berkeley Laboratory near San Fran- 
3 cisco. There, scientists are working 

on a battery that could be recharged 

in minutes. Weight for weight, the 

$ new electrochemical cell is four 
times as powerful as a conventional 
lead-acid cell. Other battery develop- 
ments are focusing on zinc/nickel 
oxide batteries, which last longer 
than lead-acid types. 

If the Berkeley effort bears fruit, 
the spread of electric vehicles could 
be vastly speeded up by the creation 
of a network of "rapid recharge" sta- 
tions, perhaps at existing filling sta- 
tions. 

Some companies, meanwhile, 
are experimenting with vehicles 

equipped with both internal-combustion 
and electric-drive systems. In a so-called bi- 
modal vehicle, the two systems are inde- 
pendent, with electric propulsion for city 
driving and internal combustion for the 
highway. In hybrids, on the other hand, 
the systems are combined: internal com- 
bustion provides acceleration and electric 
propulsion keeps the vehicle rolling at 
steady speeds. 

Yet another solution is to eliminate 
range constraints by equipping a vehicle 
to generate its own electric current. This 
would be accomplished with a diesel 
generator to recharge the batteries during 
highway use. Peugeot says it will complete 
a prototype by the end of 1991. Another, 
longer-term project involves developing a 
turbine-driven generator that would pro- 
duce electric current. m Carl Goldstein 


10 JANUARY 1991 


[rs Easy To SEE Woy WANG 
BANKING SYSTEMS WORK BETTER. 








Effectively managed and easily verifiable data is the lifeblood of 
any banking operation. And the world’s most sophisticated integrated 
imaging system is just one of hundreds of ways in which Wang can 
help improve your productivity. 


Unlike many vendors’ applications, Wang systems are available 


OPE? 
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worldwide. They re also easily integrated to non-Wang applications via 
networking or program-to-program links. So you never need to worry 


about compromising past investment or network integrity. To see just 
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how superior Wang banking systems really MA * Y. Wi" [ ( 
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are, call your local Wang representative now. LEADERSHIP IN IMAGING 





In Beijing 





look no 
further than 
No. 1. 








Shangri-La offers two superb 
hotels at Beijing's 
No. 1 business address, the 
China World Trade Center. 
The China World Hotel 
features unparalleled 
luxury, while the Traders 
Hotel represents 
outstanding value. For 
access to Beijing's most 
convenient concentration 
of business facilities, 
restaurants, entertainment ala 
and recreation, > 
there is only one choice. 
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China World Hotel 


BEIJINC 
HOTEL* CONFERENCE * EXHIBITION CENTER 





A SHANGRI-LA INTERNATIONAL HOTEL 


Traders Hotel 
BEIJING 
A SHANGRI-LA INTERNATIONAL HOTEL 








CHINA WORLD HOTEL/TRADERS HOTEL, NO. | JIAN GUO MEN WAI AVENUE, BEIJING 100004, CHINA. TEL: (1) 505 2266. TLX: 210578 CWHBC CN. 
FAX: (1) 505 3167/68/69 (CHINA WORLD HOTEL). TEL: (1) 505 2277. TLX: 222981 THBBC CN. FAX: (1) 505 0818/38 (TRADERS HOTEL). 
SHANGRI-LA INTERNATIONAL: AUSTRALIA (008) 222 448 € BANGKOK (2) 236 7777 € FRANCE 05 90 86 87 € GERMANY 0130 6649 € HONG KONG 810 7782 
* KUALA LUMPUR (03) 230 6248 € LONDON (081) 747 8485 € SINGAPORE 535 7876 e SWITZERLAND 046 05 63 33 e TOKYO (03) 3667 7744 b E 

è USA & CANADA (1-800) 359 5050 4 
SHANGRI-LA INTERNATIONAL HOTEL and RESORTS: CANADA * CHINA * FIJI * HONG KONG * INDONESIA * MALAYSIA * PHILIPPINES * SINGAPORE * THAILAND 
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Local prices Brunei B$5.00 France .... 2 India Rs30 Korea .. Won2200 Myanmar/Burma K5.50 Pakistan... Rs28  SaudiArabia SR 13 SriLanka . Rs50 Thailand Baht90 
Australia .... A$4.00 Canada .... C$5.00 Holland Indonesia Rps3300 Laos US$2  Nepa Rs30 P Kina 3. 00 Singapore .S$4.50 Sweden .. SKr25 U.K. £2.50 
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Give an ordinary ice cube its moment of glory. ( 
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LETTERS 


Looking for excuses 
It is incredible that a magazine of the 


. REVIEW's eminence is also tempted to take a 


public relations briefing as a basis for what 
ought to be a balanced piece of reporting. 
I'm referring to the two articles written by 


. James Clad on Bhutan [20 Dec. '90]. Clad's 
articles, as he himself has admitted, were 


essentially ' based on a two-hour-long inter- 


view with King Jigme Singye Wangchuk 


Pind some planned encounters with his for- 
minister in Thimphu. The writer 


thought it proper to see the entire issue 


through the eyes of Bhutan's despotic 
ruler. There were plenty of quotes from the 
king and his handpicked minister, but 
there were none from the opposition. 

It is not unusual for absolute rulers of 


the Third World to look for n to deny 


el people democratic rights. Until last 
ng Birendra urbe to shed his 
powers on the grounds that such a move 








would weaken Nepals national security. 


But it did not work. Now, it is his counter- 
part in Bhutan who is contending that if he 


initiated a process to democracy his country - d 
would lose its identity. 


Let King Jigme's daim that 75% of 
tested in a referendum. And while doing 


so, he must not disallow hundreds of — 4 


thousands of Bhutanese of Nepalese origin 


from taking part in it. After all, they have IE 


been there for centuries. To describe most 
of them as "illegal immigrants" of recent 
decades is an attempt to distort the histori- 
cal facts. And to project Nepal only as the 

"desperately poor homeland" of Nepalese 


is a canard, uttered with a malicious inten- 


tion. 
It is extremely regrettable that the 
REVIEW also aligned itself with a campaign 
to look down upon the people of Nepal as 
a whole, ignoring the facts that cross- 
border movements are taking place all over 
the world. It is not something that is unique 
to South Asia. | 
Kathmandu 


SHISHIR BABOO 





Bhutanese support his absolute rule be |. 


that ^ despite growing. ng. domestic ‘economic T 


chaos, the Soviet Union's position on its | 


territorial dispute with Japan seems to be 
hardening" [Serious poker, 20 Dec. '90]. 
This conclusion misses important dimen- 
sions of the issue. | 

It is likely that domestic chaos makes 
it more difficult for the Kremlin to give 
attention to the creative resolution of re- 
gional discords, particularly when President 
Mikhail Gorbachov is so widely accused of 
having pursued progress on international 
issues at the expense of domestic welfare. 
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or money,” as he has basically vu 
Europe since late 1989. How- 
Yortheast Asia, the recent normali- 
ation between Moscow and Seoul has 
m a wrench into this formula. The 
vailability to the Soviet Union of South 
Korean investment and knowhow has 
weakened Tokyo's bargaining position and 
allowed the Kremlin to assume a harder 
tone again. 
-— In this age of economic inter-penetra- 
tion, territorial sovereignty is one of the few 
rizes left to jealous nation-states. The 
blown issue of the “Northern Ter- 
tories” has allowed Japan and the Soviet 
ion for four decades to behave towards 
h other like divorced parents fighting 
er child custody. 
Soviet historians are increasingly de- 
manding that the Soviet Union live up to all 
its international commitments, including 
the Bulganin-Hatoyama Declaration of 1956 
which promised the return of Shikotan and 
Habomais to Japan. 
owever, Gorbachov's Far East options 
. may be circumscribed by the militant 
. nationalism of the Russian federation 
Which is possessive over the Kurile Islands, 
. and by the Soviet military who are overly 
e protective of their Pacific submarine fleet. 
As for Tokyo, it is painfully evident that 
Su Ishihara and Morita’ s “Japan that can say 
'no"" is a reality, to the detriment of inter- 
il progress. Obstinance is confused 
shed On compromise 








































c dar e b m eaucrats of Kasumigaseki : are 
as well practised at saying “nyet” as Andrei 
: _ Gromyko ever was. 





Is it too facile to hope that, if Gorbachov 

_ has at least two islands in his briefcase this 

— April, Tokyo will still know how to cut a 
| constructive deal? 


No airline concessions 
.. Your New Zealand correspondent Colin 
. James' 27 December 1990 review of aviation 
policies over the past three years states in- 
correctly that in 1989 Ansett chief Sir Peter 
Abeles extracted a concession for Ansett 
from the New Zealand Government conse- 
quential to the 1988 sale of the national air- 
line to a consortium. 
| There was no deal extracted or a conces- 
sion granted. The allowance to compete 
-with Air New Zealand on international 
routes constitutes the multiple designation 
. policy adopted by the government in a 
. White paper published in 1985. In mid-1989 












memorandum dated 19 April 1989 initialled 
xy Abeles and the then New Zealand 
rime minister referring to the multiple de- 

ation policy and Ansett's entitlement to 
join w ith New Zealand interests. This was 
: [fo the international civil aviation 


1ci compel Gorbachov to give up | 
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Meier Dt nb Hd nnn tar aangaan aa Ra 


E I tabled in the New Zealand parliament a 


p D etn rv nd i YA ALBA Se hy op BAA re 


Thidal (Periyar Hall), a pleasan 


standard which requires b subst owner- 
ship and effective control to remain with 
the national state concluding the interna- 
tional air services agreement. 

Wellington W. P. JEFFRIES 


MEM HI Peso anat a i i re d t ete rtr ias M rt Vr Me rorem unen S tr er Ta PR ANSA NP EST A ARA A IAN A4 ho 


A radical, not a building 
It was certainly very nice to see the com- 


paratively neglected Dravidian movement 


being given prominent place in. Hamish 
McDonald's review of V. S. Naipaul's book 
India: A Million Mutinies Now [29 Nov. '90]. 
However, McDonald: mixes the name of 
the Tamil rationalist. radical. Peri yar ton M 
Ramacami Naicker with that of ri 







cum-museum-cum-conference hall 

However strange Periyar and his idea: 
might sometimes seem to us nowadays, I | 
put it down to his influence that a “caste 
war" like that in Delhi, with blatant exhibi- 
tions of caste consciousness in public, 
would be unthinkable in the deep south, 
where the high castes, whatever they 
might do or think in private, would never 
dare to flaunt contempt for the lower castes 
in quite this way any more. 
London D. H. RAJANAYAGAM 
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Unification terms 

Every week, I get fresh news and rich infor- 
mation from the REVIEW. Particularly the 
story on Unipeace City [Gentrifying the 
DMZ, 20 Dec. '90]. The National Unifica- 
tion Board thinks unification of the Korean 
peninsula will be much closer if North 
Korea participates in the Unipeace City Pro- 
ject. However, there were two errors in the 
article. You referred to Pyongyang instead 
of Pyonggang. Pyongyang is the EHE of 
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North Korea and Pyon gang i 
ern tip of the "Iron Triangle." | 
explanations of ‘Anbang’ and ‘Sar 
are reversed. Anbang is a prive 
and Sarangbang is a sort of antech 
where guests are received. 
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MALAYSIA 


Arrest of Sabah s chief minister, aide rattles state 


Links under stress 


By Suhaini Aznam in Kuala Lumpur 


he arrest of Sabah's chief minister 
and a close aide by the federal au- 
thorities have seriously strained 
relations between Kuala Lumpur 
and the East Malaysian state. Chief Minis- 
ter Datuk Seri Joseph Pairin Kitingan's ar- 
rest in Sabah for alleged corruption on 5 
January followed just 36 hours after his aide 
Maximus Ongkili was detained under the 
Internal Security Act (ISA) in the Malaysian 
capital. 

The timing of the arrests, less than three 
months after Kitingan's Parti Bersatu Sabah 
(PBS) defected to the opposition coalition 
midway through the general election cam- 
paign — earning it the federal govern- 
ment's wrath — has led many Sabahans to 
suspect the arrests were politically moti- 
vated, whatever the merits or otherwise of 
the case. 

Kitingan was charged on three counts of 
corruption involving M$12 million (US$4.43 
million) worth of contracts for construction 
of a road and shophouses in Tambunan, 
Kitingan’s home town, and a 2,000 ha 
timber concession. According to Anti-Cor- 
ruption Agency (ACA) investigations, his re- 
latives were among the beneficiaries of 
these contracts, awarded in 1985, soon after 
he came into office, and in 1986 and 1987. 

In the first charge, his relatives were 
listed as being on the board and sharehold- 
ers of Rimkaya Sdn Bhd, the company 





The new guard 


The most noteworthy outcome of the Democratic Action Party 
_ (DAP) annual congress on 5-6 January was the appointment of 

its Sarawak chief Sim Kwang Yang as deputy secretary-general. 
m party's No. 2 slot fell vacant when its former Federal Terri- 
chief Lee Lam Thye quit just a week before elections were 

lle d last October, causing confusion in the party's ranks. 

.. Sim, a third term MP, is a senior figure in the DAP’s second 
. echelon, a conscientious worker and a party strategist. Although 
EM (OMM on 2 nalonal sp Sim was part of the 
younger corps which held the party together during party chief 
.. Lim Kit Siang’s 18-month detention under the Internal Security 
» Act in 1987. Sim’s role and influence will depend very much on 
hip with Lim, which until now has been cordial 
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awarded a M$1.5 million contract to build 
12 shophouses in Tambunan. In the sec- 
ond, Kitingan is charged with having ap- 
proved a M$10.5 million road contract to 
Pakarama Sdn Bhd, of which his brother- 
in-law, Justin Alip, was then a director 
and shareholder. The third charge claimed 
Kitingan gave a 2,000 ha timber concession 
to a 10-member grouping, some of whom 
were his relatives. No plea was recorded 
and Kitingan was released on bail of M$1.5 
million. The case is being transferred to the 
Sabah High Court, but no date has yet been 
set for the hearing. 

To pre-empt any popular show of sup- 
port or sympathy, Kitingan immediate- 
ly urged Sabahans to remain calm. “There 
was no cause for alarm because the law 
of the country will take its course and up- 
hold justice," he said in a brief press state- 
ment. 

Kitingan's arrest was reminiscent of the 
similar arrest of his younger brother, Datuk 
Jeffrey Kitingan, early last year. Jeffrey 
Kitingan is director of the Sabah Founda- 
tion, the organisation entrusted with de- 
veloping Sabah's natural resources and in- 
vesting its timber earnings — the funds 
being used for education and to improve 
the living conditions of this relatively back- 
ward state. Jeffrey Kitingan was arrested 
after several months of investigation by 
the ACA, and charged with a number of 
counts of corruption for various offences 
related to the export of Sabah timber. 


The case has yet to be brought to court. 

Many Sabahans resented the manner in 
which Kitingan was arrested — "without 
any respect for his office," as one put it. 
Kitingan was stopped at a police check- 
point on the road leading to his office, es- 
corted to a police station to give his particu- 
lars and then taken directly to the sessions 
court in Kota Kinabalu and read his 
charges. 

Sabahans are now worried another 
round of arrests is imminent as the police 
apparently have a list of other suspects they 
wants to bring in for interrogation. Last 
year, three Sabahans were arrested under 
the ISA, which allows for indefinite deten- 
tion without trial on the orders of the home 
minister — a post currently held by Prime 
Minister Datuk Seri Mahathir Mohamad — 
after an initial 60 days of police interroga- 
tion. At least one of the three, Benedict 
Topin, was associated with Kitingan, being 
the secretary of the Kadazan Dusun Cul- 
tural Association (KDCA) of which Kitingan 
is president. 


ngkili, the deputy chief executive 
of the Institute of Development 
Studies (IDS), a Sabah think-tank, 
was picked up while having din- 
ner with three Sabah politicians at a restau- 
rant in Kuala Lumpur on 3 January. In a 
one-paragraph statement the next day, In- 
spector-General of Police Tan Sri Haniff 
Omar said that Ongkili was detained be- 


Lim was returned as secretary-general and most other lead- 


ing incumbents retained their posts. Perhaps to neutralise the 
DAP’s image as Lim's one-man show, and to inject fresh ideas, 
new members such as Chinese educationalist Kua Kia Soong, 
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the MP for Petaling Jaya, and Bukit Bintang MP Wee Chee 
Keong, a lawyer, were voted onto the central executive commit- 
tee. Meanwhile, trade unionist and long-serving Puchong MP 
V. David, was dropped from the commitee. 

= At this, its first congress since the October polls, the DAP reit- 
erated its support for the hastily formed Gagasan Rakyat, the 
multi-racial alternative coalition to the ruling National Front, 
and urged its registration as a political party. Although its per- 
formance in the states improved 
creasing from 37 to 45 — the DAP lost four parliamentary seats, 
all of them in Sabah. Some members blamed Lim for supporting 
the Parti Bersatu Sabah, a partner in the Gagasan Rakyat, in- 
stead of fighting solely for the Sabah Dap. At least five members 
were sacked soon after the polls for breaching party discipline. 


— its state assemblymen in- 


m Suhaini Aznam 
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cause he was suspected of being involved 
in activities prejudicial to national security. 

Although he held no official position in 
the PBS, Ongkili was a close aide to Kitin- 
gan, acting as his press consultant during 
the state elections last July and in the na- 
tional elections last October. The IDs came 
under scrutiny soon afterwards, and the 
federal government accused it of inciting 
anti-federal sentiments among Sabah's eth- 
nically diverse population. 

Ongkili holds a PhD in agricultural eco- 
nomics from Australia's La Trobe Univer- 
sity and is one of the IDS' most senior re- 
searchers. When not on loan to the chief 
minister's office, he sees to the daily run- 
ning of the IDS, where Jeffrey Kitingan is 
director. Ongkili is a younger brother 
to former justice minister Datuk James 
Ongkili — and both are nephews of the 
Kitingan brothers. 

Ironically, just hours before Ongkili's ar- 
rest, Pairin Kitingan had spoken in parlia- 
ment on behalf of other, earlier ISA de- 
tainees. KDCA secretary Benedict Topin, 
police signalman Albinus Yudah and police 
officer Damit Undikai were arrested last 
year for allegedly plotting Sabah's secession 
from Malaysia. Kitingan asked that they be 
tried in an open court to ascertain their 
guilt. 
In debating the 1991 budget, Kitingan 
also noted that all Malaysians wanted pro- 
gress and amenities, including Sabahans. 
He urged the federal government to accept 
the election outcome in Kelantan and 
Sabah — where opposition parties won 
and formed the state governments — and 
hoped that Sabah would “not be left be- 
hind, since its people too were Malaysian 
citizens and taxpayers." He hoped that 
promised allocations, such as for the plan- 
ned M$100 million Sipitang district hospi- 
tal, would be kept. 

Kitingan also denied having received a 
letter from Pope John Paul, supposedly 
asking him to convert Sabahans to Christ- 
ianity — a widespread rumour on the eve 
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CORRUPTION OR 
OPPOSITION? 
3 
of last year's polls. Kitingan stressed that 
the PBS government and its leaders were 
not anti-federal or anti-peninsula, and that 
their participation as opposition parties in 
the general elections was merely part of the 
democratic process. 

Many Sabahans see the recent actions 
by federal officers as punishment for the 
PBS' pullout from the ruling National Front 
coalition and its long-held demands for 
more administrative autonomy, more share 
in its oil-wealth and more say in the federal 
government, especially pertaining to Sabah 
affairs. In the run-up to the polls, Kitingan 
had also sought a television station and a 
university for Sabah. When Mahathir re- 
fused to give in to what he termed as poli- 
tical blackmail, Kitingan quit the National 
Front. 

Mahathir had called the defection a 
"stab in the back." Later, having won his 
most difficult elections despite the PBS — 
even retaining his two-thirds hold in parlia- 
ment, though having won only 52% of the 
popular vote — Mahathir dropped both the 
PBS and Kelantan's opposition Parti Islam 
representatives from discussions on state 
development and federal-state ties. 

Instead, Mahathir appointed leaders of 
the United Sabah National Organisation 
(Usno) to speak for Sabahans and to act as 
the National Front's liaison with the state. 
Mahathir and his colleagues in the United 
Malays National Organisation (Umno) are 
now pinning their hopes on regaining 
Malay-Muslim control of Sabah through 
Usno — the party which had ruled Sabah 
from 1963-76 before itself being ousted by 
the Berjaya Party. 

However, Umno's plans to expand into 
Sabah — an idea a furious Mahathir re- 
vived when the PBS walked out — are not 
going as smoothly as Umno leaders first 
anticipated. Usno president Tun Mustapha 
Harun is said to be lukewarm, seeing no 
benefits for Usno and predicting that he 
would be passed over in favour of some 
younger Usno leader as chief minister. m 
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JAPAN-ASEAN 


Kaifu to stall on East 
Asian trade group plan 


In the 
bloc-hole 


By Anthony Rowley in Tokyo t 
Iz Prime Minister Toshiki Kaifu, 








embarking on a tour of Asean on 13 

January, will be confronted with a 
Malaysian proposal for a new East Asian 
economic grouping — just at the time 
when Tokyo’s interest is more in capitalis- 
ing on prospects for economic reconstruc- 
tion in Indochina and with balancing 
China’s growing diplomatic influence in 
the region. 

Japanese Foreign Ministry officials were 
taken by surprise by Malaysian Prime 
Minister Datuk Seri Mahathir Mohamad's 
call on the eve of the Kaifu visit for a new 
East Asian trading bloc embracing Japan, 
China, South Korea, Taiwan, Hongkong 
and Asean. 

Kaifu will almost certainly seek to head 
off any such move at least until the 
Uruguay Round of the General Agreement 
on Tariffs and Trade (Gatt) is seen to have 
failed completely. 

Japan has benefited more than most 
from the multilateral trading principles en- 
shrined in Gatt which help safeguard its ac- 
cess to export markets in the US and 
Europe. Being invited to participate in a 
new regional economic bloc is an embar- 
rassment for Tokyo at this critical juncture. 

During his meeting with Mahathir in 
Kuala Lumpur on 13 January on the first 
leg of his five-nation tour, Kaifu will reiter- 
ate Japan’s commitment to the principles 
of the Asia Pacific Economic Cooperation 
Council (APEC) of a loose Asian economic 
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Kaifu: favours multilateral trade. 
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alliance open to the rest of the world. 

Government sources in Tokyo note that 
the “notion of a regional bloc or group” 
which Malaysia appears to favour “runs 
counter to what we have been exploring 
in APEC.” Tokyo has dutifully promised to 
“study” the Malaysian proposal, which will 
be presented to all Asean states shortly, but 
Kaifu will be more keen during his tour to 
cement the idea of “exploring cooperation” 
with Japan on economic restoration and re- 
habilitation in Indochina. 

Under what Foreign Ministry sources in 
Tokyo foresee as a “more mature” relation- 
ship in future between Japan and Asean 
than the current one characterised by aid 
giving and receiving, the two would take 
joint diplomatic initiatives on issues like In- 
dochina. 

The desire for a mature relationship 
aside, Japan has very practical reasons for 
courting Asean at this stage. One is its per- 
ception that the normalising of relations be- 
tween Peking and two of the major Asean 
states — Indonesia and Singapore — adds 
a “new dimension" to regional diplomacy. 

Another is the perception in Tokyo that 
as the Cambodia problem is approaching 
what official sources describe as the “final 
stages of a solution,” Asean will be a part of 
this solution and Tokyo wants to be in a 
position to help influence events through 
multilateral as well as bilateral diplomacy. 

Having already attempted to play 
peacemaker in the Cambodian dispute last 
year, Tokyo would now like to work with 
Asean for an “international conference” on 
the rehabilitation of Cambodia, govern- 
ment sources say. Tokyo is also anxious to 
work out in an Asean context “what should 
be our respective policies for economic 
cooperation with Vietnam." Kaifu's meet- 
ing with heads of government in Malaysia, 
Singapore, Brunei, the Philippines and 
Thailand will lay the groundwork for such 
cooperation, Tokyo hopes. 

Although Indonesia is a key player in 
the Indochina situation, Kaifu will not be 
stopping off in Jakarta on this visit. His tour 
of South Asia last April-May also took in In- 
donesia. 

Kaifu is likely to dwell heavily on In- 
dochina in the “policy statement" which he 
is scheduled to deliver in Bangkok on 19 
January at the end of his visit. 

Although there are already numerous 
Japanese trading and other firms with of- 
fices in Vietnam, and though Tokyo claims 
that it is "up to the private sector" as to 
when it activates operations in Vietnam, Ja- 
panese companies are unlikely to move yet. 
They are awaiting the resumption of full- 
scale Japanese official development assist- 
ance to Vietnam before getting too deeply 
involved in the economy. Japanese Gov- 
ernment sources indicate that such aid 
could be speedily resumed, in consultation 
with the US and other partners, once the 
Cambodian conflict is settled. £ 
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Airliner outrage reports wing aid mission 


Soviets flv into flak 





By Shim Jae Hoon in Seoul 


oviet Deputy Foreign Minister Igor 
tas Rogachev flew into Seoul at the head 

of a 12-member delegation on 6 Janu- 
ary, looking particularly for emergency 
economic aid to emerge from an unpre- 
cedented policy consultation with South 
Korea, and expecting ample goodwill as be- 
fitting a new diplomatic friendship sealed 
last September. 

However, only hours before his sche- 
duled meeting with President Roh Tae 
Woo and the newly appointed Foreign 
Minister Lee Sang Ock, the South Korean 
media erupted with news shedding more 
light on the 1983 Soviet missile attack which 
downed the Korean Air flight 007 carrying 
269 people over the skies of Sakhalin 





Rogachev: endangered mission. 


island. Enthusiasm for the Soviets’ visit 
evaporated immediately. 

According to foreign news dispatches, 
which put Rogachev on the spot time and 
again, the Soviet authorities had early on 
discovered the wreckage of the Korean air- 
liner about 100 m below the sea near Mone- 
ron Island. “The Soviet divers climbed all 
over [inside the plane],” said a Moscow- 
datelined Associated Press dispatch, quot- 
ing an Izvestia report of 20 December. The 
Soviet investigators found an electronic de- 
vice showing that the plane might have 
strayed into Soviet airspace by error, rather 
than intentionally on a US spying mission, 
as claimed by Moscow at the time. 

A US News and World Report story 
quoted by Reuters newsagency in New 
York said that Soviet authorities had or- 
dered all the bodies to be secretly cremated 
to destroy evidence. Meanwhile in Lon- 
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don, KGB defector Oleg Gordiyevsky 
claimed in a book that the Soviet military 
command knew that flight 007 was a civi- 
lian airliner when it ordered the attack. 

The reports appeared to be an unin- 
tended result of the Soviet glasnost policy 
rather than a “planted” story designed to 
poison the atmosphere. But they were 
enough to endanger Rogachev's mission. 
“If press accounts are true," said a Foreign 
Ministry official, “it’s extremely inhuman 
and a very shocking case.” 

Apologies for the 007 outrage — and for 
Stalin’s conspiracy with North Korean Pre- 
sident Kim Il Sung in the 1950 Korean War 
— were made by Soviet leaders President 
Mikhail Gorbachov and former foreign 
minister Eduard Shevardnadze in their 
meetings with Roh in December. 

The embarrassed Rogachev tendered 
more Soviet regrets over the airliner attack, 
but the report of the cremation so stunned 
the bereaved families — more than 60 of 
them Americans — that it overshadowed 
the agenda of economic aid. With opposi- 
tion leader Kim Dae Jung demanding a full 
account from Gorbachov himself, the Roh 
government was faced with a national out- 
cry against the move to provide economic 
aid. “All aid should stop until the Soviet 
Government gives a truthful account of 
what happened and pays reparation on civi- 
lian casualties,” said Lee Chol Sung, a prom- 
inent figure in the rightwing Federation for 
Freedom and Democracy. 

But bilateral relations have moved too 
fast to be thrown into reverse. “This inci- 
dent happened during the time of Cold 
War hysteria and discussing it emotionally 
on the basis of irresponsible press reports 
could only harm the newly established re- 
lationship,” Rogachev is said to have re- 
sponded to Vice-Foreign Minister Yoo 
Chong Ha. 

Rogachev promised Yoo that he would 
furnish the South Korean Government 
with all the available Soviet information on 
the attack against the airliner. Roh has no 
choice but to accept this offer and is ready 
to go ahead with South Korean Exim Bank 
trade credits said to be worth up to US$500 
million, and to provide soft loans in ex- 
change for Soviet help in reducing tension 
with North Korea. He urged Moscow to 
help promote political and economic re- 
forms in Pyongyang and support Seoul's 
application for admission into the UN this 
year. “(Such help] can be a litmus test of 
new Soviet policy for reducing tension,” 
said a senior Foreign Ministry official. m 
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Timorese schoolgirls march past Indonesian troop ship: cleaning up their act. 
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The government works on its human-rights image 


Defusing criticism 


By Michael Vatikiotis in Jakarta 


erious efforts are under way in In- 
i donesia to improve the country’s 

human-rights image. After at least 
one failed attempt, Indonesia joined the 
UN Human Rights Commission in Geneva 
on 1 January. The move is timely; while 
one of the two “urgent questions” on the 
commission’s agenda this year is Iraq, the 
other is the abuse of human rights in the 
Indonesian province of East Timor, the 
former Portuguese possession it annexed in 


Impetus to join the commission has 
come principally from the Indonesian 
Foreign Ministry, for whom accusations 
of human-rights abuses in international 
forums have become a considerable hin- 
drance to the country’s expanding diploma- 
tic role in world affairs. In his annual end of 
year statement, Indonesian Foreign Minis- 
ter Ali Alatas noted that human rights and 
environmental matters were likely to loom 
large as global issues in the 1990s. He said 
it was time Indonesia addressed human- 
rights issues in a more active fashion “and 
not in a reactive, or defensive way.” 

That Alatas has managed to persuade 
other areas of the government of this, has 
surprised some foreign diplomats in Ja- 
karta. “This initiative is not being forced 
on them by outside, so they are break- 
ing new ground,” a Western diplomat in 
Jakarta said. In his annual August address 
to the nation, President Suharto said: “We 
must promote human rights.” Sources say 
the sentence was inserted in the speech at 
Alatas’ request. 

Alatas is keen to follow up the presi- 


17 JANUARY 1991 


V. 
se a 


dent's speech with a programme to prepare 
government agencies — including the 
armed forces (Abri) — to deal with the prin- 
ciple of human rights. To this end, the UN 
is sending its chief of human-rights dis- 
semination to Jakarta later this month to ad- 
dress a symposium which, sources said, 
would be attended by government officials, 
Abri members, university academics and 
non-governmental organisations. 

Some human-rights activists in Jakarta 
doubt that this initiative will have any 
speedy impact on domestic policy. In the 
first place, external pressure on Indonesia is 
light. The US has made passing efforts in 
this area, but is more concerned with pro- 
moting a liberal economic rather than poli- 
tical regime. The 14nation Inter-Gov- 
ernmental Group on Indonesia opted to 
focus on human rights during last year's 
annual aid-pledging meeting, but predicta- 
bly these efforts fell well short of tying 
strings to the US$4 billion aid package. 

In Jakarta ruling circles there is consider- 
able resistance to accepting the universal 
definition of what constitutes human rights 
— in particular the rights of individuals. 
“The standard definition of human rights 
used abroad is a problem here,” said Coor- 
dinating Minister for Political and Security 
Affairs Sudomo, in a recent interview. In- 
donesia, with its cherished values of collec- 
tive social harmony, rejects the blind de- 
fence of individual rights. 

At the same time, the government is 
grappling with domestic demands for 
more political openness and less au- 
thoritarianism. The concurrence of official 
pronouncements on openness with a spate 
of restrictions on expression — including 
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the banning of plays and poems — has 
generated doubts about the government's 
sincerity. "The government is not just 
paying lip-service to democracy," insists 
Sudomo, arguing that Suharto and his ad- 
visers are aware that in a situation ^where 
you keep pressing the people, some day it 
will explode." 

There have been small improvements, 
but they are not consistently evident. East 
Timor has been an open province since Jan- 
uary 1989. But recent reports suggest that 
the military's "smiling policy" towards the 
Timorese is on the verge of being reversed 
in response to the rising tide of protest 
among young people. 

The military's handling of unrest in the 
North Sumatran province of Aceh has been 
particularly heavy-handed, human-rights 
sources said. Now that the troubles are 
dying down, both civilian and military offi- 
cials are admitting to human-rights abuses 
in Aceh. A senior government official told 
the REVIEW that "trigger-happy" behaviour 
and disregard for the law were a regrettable 
feature of the army's strategy in Aceh. 

Privately, Foreign Ministry sources 
admit that it is not enough for Indonesian 
diplomats to present a polished image of 
the country's human-rights record abroad 
without implementing some changes at 
home. And there is sympathy with this 
view in certain Abri quarters. Chief of gen- 
eral staff, Rear-Adm. Soedibiyo Rahardjo, 
is among those at Abri headquarters who 
are aware of the important bearing of In- 
donesia's overseas image on foreign — and 
therefore security relations. Rahardjo has 
played a significant role in shaping 
Bakorstanas, the less-intimidating success- 
or to Kopkamtib (Command for the Resto- 
ration of Order), the security organisation 
through which the military wielded almost 
limitless power. 

With all this apparent progress, there 
are now fears that Indonesia's willingness 
to submit itself to examination at the UN in 
Geneva may initially intensify criticism of 
Jakarta's policies — and result in a defen- 
sive reaction. Over East Timor, Indonesia 
has benefited considerably from the poor 
attention given to the matter in interna- 
tional forums. Asked why the widely re- 
ported situation in Aceh had prompted so 
little international reaction, a human-rights 
activist in Jakarta replied: "Perhaps because 
the Acehnese people are perceived as Is- 
lamic fanatics." 

But Alatas is anxious to be rid of issues 
like East Timor which have begun to thwart 
the country's more ambitious foreign po- 
licy. Indonesia still has ambitions to lead 
the Non-Aligned Movement in 1992. How- 
ever, Jakarta's cause will not be advanced 
if, as recent reports suggest, Lisbon plans 
to lobby hard to have the interests of its 
former colony East Timor championed by 
other former Portuguese possessions which 
are now non-aligned states. » 
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Philippine president seeks 
new powers to curb unrest 


> Fearing street unrest and a possible coup 
attempt by military rebels, Philippine 
President Corazon Aquino has asked 
Congress to consider granting her 
emergency powers if war breaks out in the 
Middle Fast. Aquino has rejected a call by 
incoming military chief of staff 

Gen. Rodolfo Biazon to impose a ban on 
labour strikes, but she has warned she will 
deal firmly with groups that try to take 
advantage of the situation. The 
government has already drawn up plans 
for fuel rationing to ensure that food 
deliveries to Metro-Manila are not 
interrupted. 


Taiwan and Saudi Arabia 
to maintain unofficial ties 


> Taiwan and Saudi Arabia have signed an 
agreement under which their 
representatives will continue to enjoy 
diplomatic status, despite the break in 
official relations during July 1990. Taiwan 
will keep its embassy and other office 
buildings in Saudi Arabia and its Riyadh 
office has been renamed the Taipei 
Economic and Cultural Representative 
Office. The Saudi Arabian office in Taipei 
is now called the Business Affairs Office of 
Saudi Arabia. 


North Korea's debt to 

Soviet Union grows 

> North Korea's debt to the Soviet Union 
has grown to US$4 billion from US$3.6 
billion a year ago, because Pyongyang 
could not export enough goods to Moscow 
in exchange for Russian imports. [zvestia 
recently described the mounting debt as 
"one of the most complicated issues in the 
bilateral trade relationship." The two 
countries signed a agreement late last year 
to change from barter to hard-currency 
trade this year. [zvestia said the move will 
increase Pyongyang's debt to an even 
more "uncontrollable level" as imports 
from the Soviet Union will be charged at 
market prices, and not subsidised as 
before. 


Former Bangladesh president 
on illegal arms charges 


»> A police case has been filed against 
former president H. M. Ershad for 
possessing unlicensed arms and 
ammunition, an offence that carries a 
maximum penalty of 12 years 
imprisonment. Eight unauthorised 
weapons, including four pistols and four 
double barrel shotguns, and nearly 200 
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rounds of ammunition, were found in 
Ershad's possession, the police say. An 
official committee has been formed to 
investigate the case, and other charges 

of corruption and abuse of power are 
also being drawn up against him. 
Meanwhile, former prime minister 
Mizanur Rahman Chowdhury announced 
the Jatiya party, of which Ershad is 
chairman, will contest most of 
Bangladesh's 300 parliamentary seats 
during elections scheduled for 27 February. 
Many of the former ministers and MPs 
now in hiding would file for nomination, 
he added. The influential All Party Student 
Unity, which played a crucial role in 
Ershad's downfall, has demanded the 
former ruling Jatiya party be banned and 
its members barred from contesting the 


polls. 


Social indicators 


Four Asian nations expected 
to face ‘youth deficits’* 

% of total population age 15-24 : 
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"Youth deficits are deemed to occur when less than 15% of 
population is aged 15-24 — implying future labour 
shortages and other demographic problems Source: CIA 


Pro-democracy activists 

jailed by Chinese courts 

»> Chinese courts on 5 January passed 
what are seen as relatively light sentences 
on nine participants of the 1989 pro- 
democracy movement. Four were student 
leaders who were named on a "most 
wanted” arrest list shortly after the army 
cracked down on the public protests. 
Zheng Xuguang, Ma Shaofang, Zhang 
Ming and Wang Youcai were jailed for two 
to four years for such crimes as inciting 
public disorder and interfering with martial 
law. These sentences are much less than 
the up to 15 years previous dissidents have 
received for anti-government activities, 
and may be intended by Peking to deflect 
foreign criticism of human-rights abuses. 
However, it is expected that the ring- 
leaders of the protest movement will 
receive much harsher prison terms. These 
include Peking University student Wang 
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Dan, university lecturer Liu Xiaobo, senior 
government adviser Bao Tong and 
magazine editor Wang Juntao. 


South Korea plans to 
reform education system 


> Promising 
sweeping education 
reforms over the next 
few years, South 
Korea's President 
Roh Tae Woo said 
the government will 
allow both national 
and private 
universities to 
determine their own 
criteria for selecting students in lieu of 
present state-administered entrance 
examination system by 1994. Speaking at a 
news conference on 8 January, Roh said 
the government will create more vocational 
and polytechnic schools to meet industrial 
and commercial requirements. Under the 
present system, each student has only one 
chance a year to test for admission into the 
so-called first-rate schools, leaving millions 
of college aspirants failing to gain 
admission. 





Taiwanese trawlers penalised 
following US complaint 


> Under pressure from the US, Taiwan's 
Council of Agriculture has temporarily 
suspended the licences of 69 driftnet 
fishing boats for failing to report their 
operating locations in the North Pacific. 
Spokesmen for Kaohsiung fishing 
associations have protested against the 
penalty, claiming transponders on the 
boats were inoperable or that weather 
blocked the transmissions. Signals from 
the transponders allow US monitoring by 
satellite to ensure compliance with rules 
against illegal fishing. 


Indonesia denies sending 
military aid to PNG 


> The Indonesian Foreign Ministry has 
strongly denied news reports from 
Australia that it plans to give military 
assistance to the Papua New Guinea 
defence forces battling secessionist 

rebels on Bougainville Island. Commenting 
on the reports, which appeared in 

three Australian daily newspapers 

and quoted a correspondent who 

had visited Bougainville and interviewed 
rebel sources, the Indonesian Foreign 
Ministry in Jakarta said they “were 
totally untrue and unfounded 

and merely constituted misleading 
information." 
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THE 5TH COLUMN 


Nuclear evchange 


or several years, US and other 

Western intelligence agencies have 

been alleging that North Korea is 

seeking a nuclear weapons capabi- 
lity, citing as a major reason Pyongyang's 
refusal to permit inspectors of the Interna- 
tional Atomic Energy Agency (IAEA) access 
to nuclear facilities in the country. 

Pyongyang has said it is ready to sign 
a "safeguards," or inspection, agreement 
with the IAEA under the Nuclear Non-Pro- 
liferation Treaty (NPT) when "the United 
States removes its nuclear threat to us." 
Pyongyang is also asking the US for a “le- 
gal guarantee" that it will not use nuclear 
weapons against North Korea as a precon- 
dition for accepting full outside inspection 
of its nuclear facilities. In the most re- 
cent statement from North Korea's Foreign 
Ministry on 16 November 1990, Pyongyang 
called for direct talks with Washington on 
the matter. 

The US, for its part, has said the inspec- 
tion of North Korean nuclear facilities by 
the IAEA is a critical issue in improving 
Washington-Pyongyang relations. US As- 
sistant Secretary of State Richard Solomon 
said in a speech on 30 October 1990 that 
"were the North Koreans to fulfil their obli- 
gations under the NPT, they would remove 
a major obstacle to the improvement of 
[US-North Korean] relations.” 

While it may be true that there is no 
reason for Pyongyang to refuse to accept 
IAEA inspectors if its nuclear programme is 
entirely peaceful, it must be remembered 
that North Korea has been threatened for 
decades with nuclear destruction by the 
presence of US atomic weapons in South 
Korea. 

In addition, Pyongyang has in the past 
proposed negotiations with Washington 
and Seoul to make the Korean peninsula 
nuclear-free. The US and South Korea, 
however, have ignored these repeated 
calls, and North Korea — as a last resort — 
has linked the inspection issue to the with- 
drawal of US nuclear weapons from South 
Korea. 

In view of the current situation, there is 
no military need for the US to base nuclear 
weapons on the peninsula. Neither the 
Soviet Union nor China have troops or nu- 
clear weapons in North Korea, while Seoul 
has succeeded in improving relations with 
Pyongyang’s traditional communist allies. 
These improvements include the inaugura- 
tion of full diplomatic relations with Mos- 
cow last September and an agreement be- 
tween South Korea and China to establish 
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By James M. Kim 


trade offices in each other's capitals. 

Further, Pyongyang and Tokyo this 
month are due to start inter-governmental 
talks for the establishment of diplomatic re- 
lations. 

Inter-Korean relations have improved 
to an unprecedented degree over the past 
year. North and South 
Korea held  premier-level 


peace treaty with Washington to replace 
the existing Armistice Agreement and a 
non-aggression declaration with Seoul. 
However, the US and South Korea con- 
tinue to harp on the dangers posed by the 
"North Korean threat." In a joint com- 
munique at the end of the three-day US- 
South Korea Security Con- 
sultative Meeting in mid- 


talks three times in 1990, the a November 1990, they stated: 
highest level meetings since “North Korea poses a seri- 
the two were Gnade in the The North ous threat to South Korea by 
late 1940s, to pave the way continuing to deploy its 
for reconciliation and even- Koreans forces offensively . . . the 
tual reunification. ? capability of the North to ini- | 
Although a final agree- view the tiate a surprise attack again- 
ment was not reached be- st [South Korea] with little 
cause of differences ovr presence of or no warning remains 
what to do first in order to high." 
link the two quite different US nuclear There is, however, little 


"countries," both premiers 
are to meet again in Pyong- 
yang during February in an 
effort to narrow their differ- 


weapons in 
South Korea 


of substance from either 


Washington or Seoul 
beyond this simple de- 
ploring of the situation. 


ences. Sitting at the negotiating 

In addition, many ex- as the table with the North Ko- 
perts believe the military ba- 3 reans to explore tension-re- 
lance on the Korean penin- primary ducing and  confidence- 
sula has swung increasingly building measures could 
in favour of the South. If threat to help remove the perception 


so, there is no convincing 
rationale for the retention 
of US nudear weapons in 
South Korea. North Korea 
has repeatedly offered to drastically reduce 
its armed forces if the US agrees to with- 
draw its nuclear weapons and military pre- 
sence, even on a gradual basis. 
Pyongyang has also shown a willing- 
ness to adopt tension-reducing and con- 
fidence-building measures, including a 





Premiers meet: narrowing differences. 
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their survival 


ddy 


of a “North Korean threat.” 

A US think-tank report 
published last year pointed 
out that “withdrawing our 
nuclear weapons and making sure South 
Korea does not start building them would 
remove any reason for the North Koreans 
to develop their own.” 

Defense Monitor, published by the 
Washington-based Center for Defense In- 
formation, added that “US withdrawal 
would put strong pressure on them [the 
North Koreans] to conclude their negotia- 
tions on IAEA inspection of their nuclear 
facilities.” 

Solomon has said Washington viewed 
nuclear proliferation on the Korean penin- 
sula as the primary threat to stability in East 
Asia. The North Koreans view the presence 
of US nuclear weapons in South Korea as 
the primary threat to their survival. The 
withdrawal of US nuclear weapons will 
lead to Pyongyang’s acceptance of IAEA in- 
spection, thus to improved relations be- 
tween Washington and Pyongyang and 
eventually to stability in East Asia. * 


James M. Kim is deputy editor of The People's 
Korea, a pro-Pyongyang newspaper, which is 
published in Tokyo. 
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ver struggle within military bureaucracy intensifies 


;un-barrel politics 


y Tai M Ming Cheung in Peking 
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"ore than a year after becoming 
chairman of the powerful Chinese 
- Communist Party's Central Mili- 
ry Commission (CMC), party general-sec- 
tary Jiang Zemin is beginning to assert his 
sence in military policymaking. But with 
nilitary experience and no personal 
/er base, he faces an uphill struggle to 
st authority from an increasingly do- 
t hardline faction led by cmc first 
-chairman Yang Shangkun and his 
unger half-brother, CMC general-secret- 
aen. Yang Baibing. 
jang took office in November 1989 fol- 
ing the retirement of his patron Deng 
ia ping. But it took several months for 
im to become familiar with the numerous 
responsibilities of his new post. An impor- 
tant part of this process was to establish 
contacts with senior military commanders, 
- many of whom would have been sceptical 
|. of accepting an unqualified new command- 
| &rin-chief. 
_ Since Jiang’s rise to the top in the sum- 
ma of 1989, a major public relations cam- 
_ paign has been under way to portray him 
as the "core" of the new national leader- 
ship. In the military sphere, Jiang is being 
portrayed as an ardent and long-term sup- 
porter of the military's interests. The 1 Jan- 
uary 1990 edition of Liberation Army Daily 
carried a front page article detailing Jiang’s 
leep concern for national defence build- 
g when he was mayor and party secret- 
of Shanghai in the 1980s. 
Vhile few officers will be swayed by 
t propaganda, the main point in Jiang's 
-in cultivating military loyalties is his 
endorsement from Deng. As ar- 
X the People's Liberation Army's 
drive to professionalism in the 1980s, 
is anxious to see this process con- 
analysts say. Although Jiang has yet 
ve himself, he is being supported by 
'of more moderate and profession- 
ited generals within the high com- 
-who hope that by rallying behind 
rey can counter the hardliners’ ex- 
1g influence. 
r officers who are believed to align 
ves behind Jiang include CMC vice- 
an C en. Liu Huaging, chief of the 
neral staff Gen. Chi Haotian, De- 
Viir ister Gen. Qin Jiwei, and various 
4 nerals who oversaw the P PLA’s pe 































indoctrination should take 
precedence over military 
training. 

As Liu, Chi and Qin are 
CMC members, this should 
theoretically give the pro- 
professional moderates a 
clear majority in the seven- 
member CMC. Given the 
enormous power wielded 
by the Yangs, however, 
analysts say these three 
figures — Qin in particular 
— have been largely 
sidelined in policymaking 
since the realignments in | 
political power following 
the fall of communist party 
generalsecretary and  CMC first vice- 
chairman Zhao Ziyang in May 1989. 
While Qin continues to remain in his 
post, despite the curtailment of reform 
plans drawn up in the mid-1980s that 
would have given the Defence Ministry a 
functional rather than its traditionally sym- 
bolic role, only one CMC member, Gen. 
Hong Xuezhi, resigned from his post fol- 
lowing differences with the Yangs, analysts 
say. 

Since becoming CMC general-secretary, 
Yang Baibing has steadily taken over from 





Jiang: asserting himself. | 


steering ‘the | PLA’s leftward march. a 5 
Yang Baibing's growing influence has co- 
incided with Yang Shangkun's reduced 
involvement in military decision-making _ 
since late 1989. This may be because the — 
older Yang has to balance his long-time 
loyalty to Deng and his support for Yang 
Baibing. Yang Shangkun 
was Deng's principal sup- 
porter on the CMC through- 
out most of the 1980s, and. 
was in charge of the PLAS 
modernisation drives. — 
Yang Shangkun was un- 
doubtedly instrumental in 
paving the way for Yang 
Baibing's meteoric rise to the 
top, plucking him from the 
obscurity of an spi 
guished political caree 
the Chengdu | Military Re- 
 gion in the 1970s to the Pe- 
king Military Region — 
where he rose from being a 
deputy head of the Political 
Department. to the military 
region's political commissar within five 
years. Since becoming head of the PLA Gen- 
eral Political Department (GPD) in late 1987, 
the younger Yang has energetically ex- 
panded his personal and institutional 
power base, which is concentrated primar- 
ily within the GPD. The 1989 protests pre- 
sented an important turning point in boost- 
ing his chances to reach the very top of the 
military system. 
Yang Baibing took ample advantage of 
Jiang’s lengthy apprenticeship to consoli- 
date his grip in defining and implementing 
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CHINA 2 


Strong arm of the law 


| 

| One of the key lessons Chinese leaders 
learned from the May-June 1989 demon- 
strations was the inadequacy of the 
paramilitary People's Armed Police (PAP). 
Because of the PAP’s inability to contain 
the protests, the army had to be brought 
in, and overnight undermined the re- 
gime's legitimacy as well as seriously com- 
| promising the military's integrity. 

A major effort was launched im- 
mediately following the military crack- 
down to overhaul the PAP and ensure 
that if large-scale public unrest were 
to flare up again, the force would be able 
to effectively deal with the situation with- 
out having to call in the army. In the 18 

| months since this reorganisation began, 
|. the PAP has been gradually transformed 
from a sloppy, ill-equipped force into a 
Pean larger, better-trained and 
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well-armed gendarmerie. 

Diplomats estimate the PAP has in- 
creased from a pre-June 1989 force level of 
some 500,000 troops to more than 600,000 
at present. Most of the additional man- 
power comes from the transfer of military 
units, with the bulk of these reinforcing 
PAP detachments in major cities. PAP 
strength in Peking is estimated to have 
been expanded from 30,000 to more than 
35,000 troops. 7 

The PAP's budget has grown from Rmb 
9 billion (US$1.72 billion) for 1989 to Rmb 
13 billion for 1990, a jump of almost 4595. 
This compares with a 15.276 rise in the de- 
fence budget in the same period. Most of 
the increased funds are beir z spent on 
buying anti-riot equipment, much of it 
from abroad. Diplomats believe German 
and East European companies have been 
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policies. Throughout this period, GPD politi- 
cal inspection groups from Peking — often 
led by Yang — undertook an exhaustive in- 
vestigation to check political loyalties at all 
levels of the military. The prime purpose 
was to check on the extent of discontent 
among troops following the PLA's crushing 
of the student-led political movement in 
June 1989, as well as the impact of 
“bourgeois liberal” influences in undermin- 
ing political allegiances. 


n an effort to strengthen his grip, Yang 
| has sought to promote trusted support- 


ers into key command posts — a move 
which has been met with considerable re- 
sistance. The reshuffle of senior command- 
ers and commissars in the military regions 
that took place last April, for example, was 
held up for several months following 
strong disagreements over the nomination 
of candidates put forward by the different 
factions. While analysts say Jiang played a 
prominent role in working out a com- 
promise with Yang, overall the reshuffle 
saw Yang bringing in loyalists to a number 
of key military regions, notably those of Pe- 
king and Nanjing. 

Apart from several changes in the GPD, 
Yang has been unable to bring about a simi- 
lar shake-up of the PLA headquarters, de- 
spite his efforts to do so. Yang is believed to 
have tried to replace Chi as chief of the gen- 
eral staff a few months ago, nominating the 
commander of Shenyang military region, 
Lieut-Gen. Liu Jingsong, as Chi's successor. 
Yang's moves were, however, frustrated by 
Jiang, analysts say. 

Differences between Jiang and Yang 
have become more noticeable with the CMC 


the primary suppliers of large quantities of 
equipment, including tear gas, rubber bul- 
lets, riot shields and electric prods. Chinese 
leaders sought to excuse the blood-letting 
during the military crackdown in June 1989 
on the security forces' lack of non-lethal 
weapons. 

The PAP's command structure has also 
been revamped. Ineffective leadership 
was one of the main reasons for the PAP’s 
poor performance in the 1989 distur- 
bances, and its top ranks were con- 
sequently replaced in February 1990 with 
senior military commanders. The latest 
change was the removal of Minister for 
Public Security and pap first political com- 
missar Wang Fang at the end of De- 
cember, together with his deputy Tao 
Siju. 

Before June 1989, the Public Security 
Ministry was responsible for operational 
control of the PAP. Although this is still the 
case, the communist party’s Central Mili- 
tary Commission (CMC), which previously 
had only nominal charge of the organisa- 
tion, is understood to have become more 
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chairman’s growing prominence in military 
decision-making. At a military work confer- 
ence in early December, for example, Jiang 
stressed military training was as equally 
important as political work in the PLA's 
priorities. While acknowledging that com- 
bat skills were important, Yang pointed out 
that guaranteeing political discipline re- 
mained the PLA's primary concern. If these 
differences widen, the power struggle be- 
tween Yang and Jiang is likely to intensify, 
though the eventual outcome of this con- 
test for the PLA's soul may not be as signi- 
ficant as similar past battles for influence. 
Yang has garnered only limited support 
outside the military, which partly explains 
his inability to gain a politburo seat, ana- 
lysts say. This is surprising, as he appears 
to be a natural ally of many of the hardlin- 
ers who would like to turn China back to an 
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involved in running the pap. In an article 
published in the Liberation Army Daily last 
March, Maj.-Gen. Zhou Yushu, the PAP 
commander, emphasised the importance 
of "placing the PAP under the party's abso- 
lute leadership." Zhou also stressed the 
need to improve political control of the 
PAP, including expanding the mandates of 
party committees in decision-making. 
Zhou, former commander of the People's 
Liberation Army's (PLA) 24th Group 
Army, is considered a loyalist of military 
hardliner Yang Baibing. 

The CMC's increased role in overseeing 
the PAP indicates the force is being integrat- 
ed into the military structure, which ap- 
pears to reverse the rationale for the PAP’s 
existence. Until the early 1980s, the PLA 
was responsible for China’s internal and 
external security. The army’s heavy in- 
volvement in the “cultural revolution,” 
however, seriously undermined its con- 
ventional fighting capabilities, exposed in 
the PLA’s poor performance in the 1979 
Sino-Vietnamese border war. As a direct 
lesson of that conflict, the PAP was estab- 
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PLA soldiers in Tiananmen Square: professionalism still stressed. 


lished in 1982 as an independent force re- 
sponsible for internal security, leaving the 
PLA to concentrate on external threats. 


independent entity through the 1980s led 
analysts to speculate that it might develop 
into an institutional rival to the PLA, much 
along the lines of the KGB in the Soviet 
Union. The recent leadership reforms, 
however, appear to have brought the PAP 
back under the military’s wing. 


PLA and PAP will probably see the PLA 
playing a limited internal security role. 
Nevertheless, the establishment of PLA 
rapid reaction regiments shows the army 
retains the capability of intervening in the 
event of serious domestic unrest. Six of 
these regiments, each of 3-4,000 troops, 
have been raised and garrisoned in 
Strategic centres around China. Although 
their primary mission is to reach any part 
of the country within 16 hours in the 
event of a border conflict, the regiments 
are also being trained in anti-riot control. 








earlier revolutionary era. However, it also 
reflects the military's reduced role in poli- 
tics, despite its brief intervention in June 
1989. For all their differences on economic 
policymaking, civilian leaders have been re- 
markably united — at least in public — in 
not courting the support of military fac- 
tions. This is one reason why Western ana- 
lysts believe the PLA will not play a crucial 
role in any power struggle that is likely to 
follow the deaths of Deng and other pow- 
erful old guard leaders. 

While many analysts believe the current 
situation — in which an uneasy balance 
exists between pro-professional moderates 
and political hardliners — will continue for 
the present, some observers do not expect 
to see any central military leadership 
changes until the 14th Party Congress sche- 
duled for some time in 1992 convenes. m 




























The PAP's gradual consolidation as an 


This closer relationship between the 
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EDUCATION 1 


- Education scheme offers 
students $8100 a year 


Not much 
to learn 


By N. Balakrishnan 


he first major policy initiative of Sin- 

à gapores new Prime Minister Goh 

Chok Tong — a bid to tackle escalat- 

ing education costs by setting up a S$1 bil- 

lion (US$570 million) fund for students — is 

unlikely to win the government top marks. 

The country's 420,000 students in schools 

and vocational institutes, rich and poor 

alike, will initially get only S$100 a year 
each. 

The fund, which is to operate under the 
title Edusave, is intended to help students 
to defray part of their education costs 
. which are growing in leaps and bounds as 
the government progressively withdraws 
its subsidies for educational institutions. At 
present all Singaporean students go to 
learning institutions which are publicly 
funded and follow a common curriculum. 
However, some schools which receive gov- 
ernment money are managed indepen- 
dently, mostly by various religious orders. 

In keeping with the ruling People's 
Action Party philosophy of establishing 
only subsidies that are fully funded or self- 
funding, the Edusave scheme will draw on 
investment income generated from the S$1 
billion government grant that will launch 
the fund. In a speech last month, Goh an- 
nounced that the government hopes to 
build Edusave funds to about S$5 billion 
over eight to 10 years. Assuming the initial 
S$1 billion generates a 5% return, each stu- 
dent will be given about S$100 a year. As 
the fund grows with the reinvested in- 
come, the amount given to students will 
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Primary students; Goh: state dividend. 
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also increase — to about S$500 in 10 years, 
Goh said. 

The plan has already drawn public criti- 
cism from people who question the move 
to support students from wealthy families. 
Many feel that only those who really need 
the money should be helped. Goh has said, 
however, that the scheme can be regarded 
as "the state declaring a dividend for its citi- 
zens." He also explained that there would 
be a limit — “perhaps to $15,000 per fam- 
ily" — on the total amount to be paid from 
the fund. 

So, in practical terms the fund offers 
nugatory assistance. Fees for secondary 
schools which have become "independent" 
make the S$100 a year look a paltry sum. 
Two of the independent secondary schools 
will be charging S$200 a month and a third 
will be charging S$150 a month. These 
charges do not cover expenses such as 
books, uniforms and transport. Until last 
year the fees for these schools were only 
about S$50 a month. 

Many other schools still directly oper- 
ated by the Ministry of Education charge 
lower fees, but those which have become 
independent are generally the better 
schools, the ones viewed by ambitious par- 
ents as the most educationally attractive. 
This has led to many complaints from the 
middle classes about their children being 
priced out of the better schools. It is of no 
comfort to them that an increasing number 
of the better schools are expected to become 
independent over the next few years. 

Edusave is the latest of a number of self- 
funding schemes the Singapore Govern- 
ment has launched in order to make its citi- 
zens pay for their social services. The most 
important of these schemes is the compul- 
sory pension fund that can be drawn only 
on retirement. It currently takes about a 
third of wage-earners' incomes. The money 
in the fund can be used by beneficiaries to 
buy flats and a limited amount can be used 
to invest conservatively in approved 
equities and gold. 

There is also Medisave, which deducts 
6% of all salaries to pay the medical bills of 
its contributors and their close relatives. m 
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EDUCATION 2 


School test to lure 
professionals overseas 


A broad 


education 


he Singapore Government is to es- 
! tablish an international school in 


Hongkong by September in a move 
aimed at making it easier for Singaporeans 
to work abroad without losing touch with 
home. It will be the first Singapore overseas 
school, but more are expected if it is a suc- 
cess. 

The move is also seen as part of the gov- 
ernment's strategy to influence children of 
professionals who have migrated from Sin- 
gapore but who wish to maintain ties with 
the homeland. An estimated 8,000 people 
emigrated last year. 

According to Education Minister Tony 
Tan, Singapore companies expanding over- 
seas find it difficult to transfer executives 
because many of them are concerned about 
the standards of education in many loca- 
tions abroad. 

Singapore has a rigid and rigorous edu- 
cation system, with the brighter children di- 
rected into tertiary education streams at the 
age of 10. It is almost impossible for a child 
streamed for a "non-tertiary" future to 
transfer into the academic stream which 
opens the way to higher education. 

Singapore is also very conscious that 
starting salaries, particularly in the govern- 
ment service, are often tuned to very fine 
differences in paper qualifications. The 
higher echelons of the government and 
government-owned companies are domi- 
nated by "scholars." The word is used lo- 
cally to refer to those who have achieved 
good high school examination results and 
those who have obtained government 
scholarships to study abroad. 

Since few other countries develop this 
hothouse atmosphere of education at such 
an early age, Singaporean parents fear that 
their young children educated abroad in 
more relaxed ways will not keep pace with 
their peers at home and will be unable to 
catch up when they return to Singapore. 

Language is an added complication. Sin- 
gapore schools teach all subjects in English 
and teach Mandarin as the main second 
language. Abroad, while it is possible to 
find international schools teaching in Eng- 
lish, it is not easy to find one that also 
teaches Mandarin as a second language 
seriously. In Hongkong, for example, only 
one international school, the Chinese Inter- 
national School, teaches Mandarin as a sec- 
ond language and demand for the highly 
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Water, Heat and Air. 







ha .S new for the specialist? The simplest answer to this question is: ISH '91 in Frankfurt/ 





Main. This is the world's largest heating, sanitation and air-conditioning systems trade fair, 
vhere over 1,600 exhibitors will be showing everything the industry has to offer in terms of 
ovation in an exhibition area of over 200,000 m?. 

Jeating systems ~ Burners, boilers, heating elements, hot water treatment, new ideas in 
energy use € Sanitation systems — Bath and shower units, bath equipment, “behind the wall" 
fittings, sanitary cubicles, fittings, kitchen systems, sanitation systems for commercial use, 
swimming pools, saunas, solaria, water treatment € Air-conditioning/ventilation systems — 
Units, equipment, systems, processes e Measurement, control, testing and building ducting 
systems € Tools, piping, surface heating, accessories, plumbing technology € Stoves and air 







lea ers € ISH special event: "Domestic ventilation with heat recycling" € ISH special event: 





mbing systems and metalworking". See you in: Frankfurt! 
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Telex: 66 O45 eccpi pn 


South Korea 
Korean-German Chamber 
of Commerce and Industry 
OFO. Box 4963 

Seoul 

Tel.: ee 7 JB TS An B 
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German Trade-Office Ta 
AF No 350, Min-Shahg 
Taipei 10444 
Telex: 26 226 gertrade 


Thailand. 
German-Thai Chamber 
of Commerce 

GPO, Box 1728 


Telex: 82 836 GICCTM 
Organizers Offices: 
Messe F tankfurt GmbH 

POB 970126 

Dp.-6000 Franklin arn Nigin t 
Germany 

Tel: (969) 75 78-0 
Telex: 411558 messe a 
Teletax: 69 97 SA fO Me 
Telefax: (059) 75 75.661 


Messe Frankfurt Gib 
Representative Office 
15 Scotts Road 



















came from. some of the 6,0 000 Sin- 
ans living in Hongkong. The Singa- 
iation in Hongkong carried out a 
ie school in Hongkong is expected to 
on with about 500 students at the pri- 
level. More such schools may be 
ed later in Britain and the US. Three 
dary schools in Singapore have also 
persuaded to set up boarding school 
acilities to cater for the older children of 
'arents working abroad. 
The Singapore Government has ob- 
1 permission in principle for the 
ool from the Hongkong authorities who 
looking for temporary premises. Even- 
the Singapore school hopes to apply 
à land grant from the Hongkong Gov- 
rnment and build its own school. 
The start-up costs of the school, includ- 
ing the renovation of the temporary prem- 
ses, will be met by the Singapore Govern- 
, which will also provide a subsidy of 
0,000 — half the annual fee — for 
ch Singaporean child. The government 
say the subsidy is about the amount it 
clea on a primary school child in Singa- 




















































nck authorities require that 
international schools set up with the 
. help of the Hongkong Government must 
be open to all children in Hongkong and 
' proposed Singapore school is expected 
offer debentures to other foreigners who 
hh to attend. Preference for vacancies 
ailable after admitting Singaporean stu- 
ents will be given to students from other 
Asean countries. The school will follow the 
Singapore curriculum and students will 
take the same examinations as they would 
at home. The teachers will initially be pro- 
vided by the Ministry of Education in Sin- 
lapore. i N. Balakrishnan 
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„Singapore's People's Action Party (PAP) 
:government has ensured that it retains the 
ght of final approval for anyone wishing 
» run for the newly created post of di- 
ly elected president. Details of the 
tion passed on 3 January, which will 
the currently ceremonial post into 
cutive one with wide-ranging 
wers: over financial affairs and. senior 
government a rs ilitary appointments, 
Spe pettive < candidates will 








Government distrusts Tigers’ peace offer 


Stalling for time 





n uneasy New Year truce between 
At Sri Lanka Government and the 

Liberation Tigers of Tamil Eelam 
(LTTE), the dominant Tamil separatist 
group, appears headed for trouble with 
Colombo accusing the LTTE of repeatedly 
violating its own unilateral ceasefire and 
laying down pre-conditions for peace talks 
unacceptable to both the government and 
the country’s major political parties. 

The LTTE described their surprise peace 
offer as a gesture of goodwill to create a cli- 
mate of normalcy in the troubled north- 
ern and eastern provinces of the country, 
where six months of fighting has left over 
5,000 dead. The Tigers, who claim these 
two provinces as a Tamil homeland, said 
the ceasefire would be effective from mid- 
night of 31 December and open-ended, but 
reserved the right of defensive action. 

Understandably, Colombo reacted cau- 
tiously. President Ranasinghe Premadasa, 
badly burned on 11 June 1990 when the 
LTTE abruptly broke off 14 months of peace 
talks and turned its guns on government 
forces, referred to the Tigers' past record of 
“betrayal.” Premadasa eventually agreed to 
a week's suspension of offensive action by 
the military. Premadasa was unable to rope 
in former prime minister Sirima Ban- 
daranaike and other constituents of. an 
emerging alliance led by her, to his first 
meeting with the other political parties on 3 
January, but was scheduled to meet again 





in parliament last year, the bill was sent to 
a select. committee, which introduced 
some of the amendments which have tail- 
ored the office for a candidate favoured by 
the PAP. The legislation passed with a vote 
of 75 for, to one against — that cast by 
the only opposition MP with full voting 
rights, Chiam See Tong. 

The most serious impediment to an in- 
dependent was introduced by an amend- 
ment stating that all prospective candi- 
dates will have to go through a pre-selec- 
tion committee that can reject them on 
such grounds as not having the right 
character. The committee will consist of 
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with the opposition to try and forge a a na- 
tional consensus. 

Ranjan Wijeratne, the minister of state 
for defence, told a press conference on 7 
January that the ceasefire appeared to be 
bogus and handed out lists of 19 violations 
so far compiled by the military. The minis- 
ter said that the Tigers were building new 
bunkers and digging trenches near the vital 
Palaly airbase in the northern Jaffna penin- 
sula, and near the Elephant Pass. army 
camp on the narrow spit of land linki rg the 
peninsula with the mainland. | , 

Opinion within the armed forces was 
that there should be no ceasefire until the 
LTTE laid down its arms. Wijeratne told a 
seminar later on 7 January that the ceasefire 
announcement was a surrender and that he 
could not stop the security forces wanting 
to battle the Tigers. But Sathasivam Krish- 
nakumar, the London-based LTTE cen- 
tral committee member better known as 
"Kittu," was quick to go on record in the 
south Indian press "that the question of 
laying down arms is not going to occur in 
our history.” He also asserted that the 

“basic issues and not conditions" were the 
right of self-determination by the Tamils, a 
Tamil army and the acceptance by Colombo 
that the northern and eastern provinces 
were the traditional Tamil homeland. 
-Diplomats and analysts in Colombo re- 
garded Kittu's position as an extreme start- 
ing point from where a dilution process 
could commence, though there was a gen- 
eral conviction that the Tigers would never 








the chairman of the Public Service Com- 
mission and a member of the Presidential 
Council of Minority Rights — both gov- 
ernment appointees — plus the head of 
the Society of Accountants. 

Many of the other submissions to the 
select committee centred on the need to 
exclude as candidates those holding office 
in any political party. Some of those push- _ 
ing for this provision may have had in 
mind that former prime minister Lee 
Kuan Yew not only remains a senior 
minister in the cabinet, but also retains 
the post of secretary-general of the PAP, a 
powerful position in the party. _ 

However, while the amended bill says 
that those holding political office will not 
be allowed to run, it allows political par- 
ties to campaign for candidates. This again 
will give the edge to anyone supported by 
the PAP with its large electoral machinery. 




















lay down their arms. But while the LTTE 
had scored some military successes in re- 
cent months, they have found the tide 
tuming against them in India. The Indian 
centre has been pressuring M. Karuna- 
nidhi, the chief minister of the southern 
state of Tamil Nadu just across from north- 
em Sri Lanka, to withdraw the support the 
LTTE m tradition; ally d 









yd the centre, has been 
the LTTE is feeling the 


Tiger leader V. Prabhakaran well under- 
stands the political equation in India. Rajiv 
Gandhi's Congress Party is aligned to 
Karunanidhi's opponents in Tamil Nadu 
. and Gandhi, who is propping-up Prime 

„Minister Chandra Shekhar's government, 
can and is calling many shots. The result 
chas been that not only have security agen- 
cies of the Indian centre turned against the 
LTTE, but also that the Tamil Nadu state 
government itself has been arm-twisted 
into cracking down on the group that they 
long po a free run. 







| uspicion that the LTTE had turned to 
ternate sources of arms supply out- 
de India was confirmed in early Jan- 
~ wary by the detection near Penang of three 
motor bx oats with an assortment of arms in- 
_cluding mortars and the detention of 30 Sri 
Lankans. The Colombo press has valued 
the arms haul at US$1.5 million. According 
to sources, oe detection was possible 
thanks to viu ope 








! and fal, and public opinion against the 







— n short of food 


hardship resulting from the conflict has 
been building up. International opinion has 
also hardened against the LTTE. 

Senior officers of the Sri Lankan army 
freely concede in private that they were 
cheated last year when the Tigers talked 
peace and prepared for war. “They kept 
building bunkers under our very noses 
while the negotiations were on and we 
were under strict orders to be on a leash,” 
one officer said. “The desire for peace was 
so great that we agreed to believe that they 
were fortifying themselves against rival 
Tamil groups.’ 

Many of these rival groups are now 
cooperating with the government forces, 
some fighting alongside Sri Lankan troops. 
The LTTE's ability to engage in terrorist acts 
outside the theatre of the conflict has also 
been severely eroded by other Tamil mili- 
tant groups serving as the “eyes and ears” 
of the intelligence agencies of the state. 

Premadasa has reiterated his govern- 
ment's total commitment to a negotiated 
settlement. The desire for peace, as much 
as the distrust of the Tigers, is the com- 
mon factor among most shades of political 
opinion countrywide. There is an apprecia- 
tion of the reality that the government will 
have to deal with the Tigers if the war is to 
be quickly ended. But it is clear that very 
careful checks and balances will have to be 
put in place to ensure that the latest Tiger 
peace offer is not another ploy to win a re- 
spite from the fighting to re-group and re- 
arm as during last year's peace talks. 

The week before the ceasefire was de- 


dared, Wijeratne vowed to finish off the | 
Tigers this year, in the same way the ethnic - 
Sinhalese subversives in southern and cen- | 
tral Sri Lanka were liquidated in 1989. But 
the awareness that this is easier said than | 
done is the clearest indicator that the LTTE's | 
New Year offer was not dismissed out of - 


hand. 


MEN 
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During their pre-screening, the presi- 
dential candidates need to meet require- 
ments such as a minimum age of 45 years 
and financial management skills. During 
the debate, one MP noted that Lee himself 
became prime minister when he was only 
35 and unsuccessfully pressed for the low- 

ering of the age requirement. 
- Candidates also need to demonstrate 
that they have good character. The past 
use of the country's strict libel laws by 
the Singapore Government and its lead- 
ing figures to hound oppositionists, has 
raised fears that it would be a simple mat- 


= ter to reject opposition candidates by 


E using similar tactics, as a conviction for 


"bel could be seen as a blemish on charac- 


ter. 

While strengthening the post of the 
esidency, the government also seems to 
: gf nher steps to dilute the power 






of the parliament. A bill has been intro- 
duced to increase the number of MPs re- 
quired for a Group Representation Consti- 
tuency (GRC) to four from the current 
three. A GRC is a multi-MP constituency in 
which the parties contesting must field 
three — or if the bill passes, four — candi- 
dates, out of which at least one must be 
from a minority group. 

Opposition parties already have ex- 
treme difficulty in getting suitable candi- 
dates in a society heavily dependent upon 
government patronage and largesse, 
which they are in no position to deliver, 
There are currently 55 electoral districts, of 
which 42 are single-member districts and 
13 are GRCs. Observers say that the PAP’s 
eventual plan is to convert all seats into 
GRCs, thus making it even harder for the 
opposition parties to contest elections. 

a N. Balakrishnan 
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he long interval bates the de- 
*parture of Hongkongs once- 
“princely Hong, Jardines, for the 
shade of a parasol in the sunnier 
s of Bermuda and the recent shift by 
Hongkong and Shanghai Banking 
. of its movable assets to the umbrella 
London-registered holding company 
ther like waiting for the second shoe 


mid- 1980s: “We'll have to leave Hong- 
ng if only to retain our Middle Eastern 
banking interests; Saudi [Arabia], for exam- 
ple would never do business with a bank 
headquartered in a communist country." 

So, even while both the London/Hongkong 
‘negotiators and those from Peking were 
pitting parrot-like about “stability and 
prosperity" they knew that Hongkong 
would have, one day, to receive the body 
ER of the departure of its premier bank. 











The Hongkong Bank, as it likes to call itself, 
has a wholly owned subsidiary merchant 
bank called Wardleys. This sports the same 
name as a firm of bed and mattress makers 
which occasionally advertises its wares in 
the Hongkong press in the usual high 
:blood-pressured fractured prose. Such ads, 
e this one spotted by Michael Mudd, can 
ake amusing reading for those mindful of 
the pu s namesake’ s comfortable hide- 



























REAM M THE WARDLEY DREAM, IN 
| , WARDLEY ARTFORM AMBIENCE, 
OTHLY AND GLITTERINGLY FINISH- 
AFE FOR SLEEPWALKER FROM LEG 

CHES, WHO RELAXINGLY DANCES 
D WARDLEY BED. SWINGINGLY 
UN AND FRIENDLIESTLY ERGO- 


)ME FOR THE WARDLEY AMBIENCE, 
IALF PRICE, FOR ITS FULL DREAM 
, AND MORE. 


IREK DAVIES 


—————MÁ—M——— I ainnean eeen 


former governor, Sir Murray (now Lord) 
MacLehose telling me excitedly in the late 
1970s that Hongkong was going to build 
the only self-financing airport in the world. 

The idea was to build one on the shores of 
Lantau island and at the same time reclaim 
land on each side of Kai Tak’s present long 
runway, gradually filling in Kowloon Bay. 

As the new airport opened, the new land 
and the runway could be sold off, neatly 
amortising the main costs of the facility. 

The recession of the early 1980s brought 
land prices down, but they recovered 
quickly enough. The bold scheme disap- 
peared into the slow-grinding wheels of the 
bureaucratic machinery. A dozen years and 
innumerable surveys later, the airport idea 
has been put forward as a symbol of confi- 
dence in the future — only for Peking to 
object and so demonstrate the brittleness of 
its promise that Hongkong should be 
economically autonomous. 

Mind you, given the size of the debts to 
be incurred, this was one plan the details of 
which Hongkong might well have discuss- 
ed with the Chinese authorities, instead of 
scuttling up to Peking beseeching approval 
for the democratic reforms Mrs Thatcher 
promised, getting dusty answers and back- 
ing down on the reforms. 


Life in Hongkong is quite a strain ibe | 
days. This was amply demonstrated by a . | 
recent circular signed by Choy Kim-fun on be 
behalf of the Secretary to the Civil Service 00. 

"Back to the early 1980s, when David Tran 
-sent me a version of the Lord's Prayer, 


announcing a one-day "personal stress 
workshop" for expatriate officers. ! 

The circular continued: "We have been 
priviledged [sic] to get assistance from 
Laura & Francis Shopp, a husband and 
wife team from the USA. Laura is a 
numerologist while Francis is a channeller. 
Laura attended the Copenhagen University 
in Denmark and Colorado University in 
USA and has a degree in psychologist 
[sic] from the Colombia University. Laura is 
also the author of The Tao of Harmony, The 
Tao of Lao Tsu and The Technique of Mastery. 
Both Laura and Francis have provided 
counselling service to celebrities and politi- 
cians in Hollywood, New York and other 
cosmopolitan cities." 

I have no doubt that the two Shopps are 
well qualified and experienced in advising 
celebrities in Hollywood and other cos- 
mopolitan cities. Nor do I doubt that many 
Hongkong civil servants I have met would 
benefit from a pair who read numbers 
(especially those in the Legal Department, 
and in the Banking and Securities Commis- 
sions’ offices) and can channel (a know- 
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_ but it sounds like the sort of educational ex- 


ledge of how to go through the proper 
channels is essential to any civil servant). 

What I cannot understand is why the 
Hongkong taxpayer should pay for such 


occult services. It says much of the state 


of Hongkong today that the authorities 


should be willing to shell out for a one-day 
course to teach expatriate civil servants 
“how to manage stress levels," as the circu- 
lar put it, "so as to bring more balance, har- 
mony and tranquillity" into their lives. In- 
flated salaries, large pensions, huge fringe 
benefits, heavily subsidised hi | 

generous home leave plus job. security are 
not sufficient, it would. seem. 








i must admit, however, dete even in the al- 
legedly stress-free environment of Hawaii, 
the East-West Centre hosted a similar two- 
day workshop on the "Perceptions of the 
Body." This programme featured an emi- 
nent Chinese academic lecturing on Percep- 
tions of the Body from a Confucian Per- 
spective; a philosopher from the University 
of Hawaii on the Concept of the Body; a 
"somatic psychologist" from California on 
Multi-Cultural Images of the Body in Ap- 
proaches to Healing, and an expert in the 
Phenomenology of the Body pontificating 
on "The Lucidly-lived Body." Preferring 
my body to be non-lucid, I did not attend, 






nice Hongkong civil servants might 


especially amended for Hongkong people. 
Now in Taiwan, he writes to suggest that 
the text as he sent it then still stands, 
though for “Xiao Ping in the second line, 
we might substitute “Li Peng.” With a few 
other minor amendments of my own, I 
offer it again as an apt text for the Evensong 
Service at Hongkong Cathedral: 

Our brother, who art in Peking, 

Xiao Ping be thy name. 

United Kingdom gone 

Thy will be done 

In Hongkong 

As it is in Heavenly Peace Gate Square. 

Give us each day our daily bet 

o forgive us our filthy riches 

As we forgive them that speculate 
against us. 

Lead us not into Communism - 

But deliver us from Guweilos, - 

For thine is the T ii XX 

and the Meis i a UE 

For ever and ever, 
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PHILIPPINES 1 


Economic decline boosts influence of provincial barons 


Power to the patron 


By John McBeth in Manila 


Ithough a declining economy and 

a bloody clan war in the central 

Luzon province of Nueva Ecija 

may not be inter-related, they 
have raised the spectre of a return to the 
bad old days of Philippine politics. Says act- 
ing Commission on Elections (Comelec) 
chairperson Haydee Yorac: “Practices and 
devices that we used to denounce in the 
days of the dictatorship have resurfaced 
with new intensity — except now we do 
them in the name of democracy.” 

The stakes may be high. Yorac notes a 
perceptible nostalgia for authoritarianism, 
brought about by a season of drift, despon- 
dency and despair, and says if the sche- 
duled 1992 presidential, congressional and 
local elections are seen to be 
disorganised — or worse, dis- 
honest and violent — it could 
drive people back into the em- 
brace of those who espouse ex- 
tremist ideologies. 

As she told a recent gather- 
ing: “While in the rest of the 
world the fortresses of fascism 
and communism have crum- 
bled, paving the way for 
democracy and affirming Be- 
nedeto Croce’s theory of his- 
tory as the story of liberty, the 
Philippines might be a sad his- 
torical aberration: an authorita- 
rian state in the 21st century.” 

The death of long-serving 
Nueva Ecija governor Eduardo 
Joson triggered the latest erup- 
tion in the continuing conflict between the 
Josons and their political rivals. But while 
having its roots in old enmities, the Nueva 
Ecija violence does underline what Yorac 
calls an “overall retrogression” in political 
and electoral culture since the heady days 
of 1986 when adversity and oppression 
compelled Filipinos to act and work in a 
principled way. 

“In a lawyer-dominated society there is 
a remarkable cynicism about rules, and in 
my over four years in the commission | 
sense a distressing tendency to undermine 
rather than reinforce the rule of law,” she 
said. “Fraud, terrorism, undue influence 
and bribery of public officials are resorted to 
without hesitation or remorse to gain unfair 
advantage.” 

If Nueva Ecija is an active trouble- 
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spot, there is also potential for electoral 
bloodshed to the north in Ilocos Norte pro- 
vince, where governor Rodolfo Farinas is 
engaged in a bitter feud with Vice-Gover- 
nor Rolando Abadilla and Congressman 
Roque Ablan. Other areas where private ar- 
mies and clan conflicts present a dangerous 
mix include the Cordillera provinces of 
northern Luzon, Cagayan, Masbate, Mus- 
lim Mindanao and Agusan del Sur. 
Eduardo Joson is an example of why 
private armies have flourished in the Philip- 
pines. Like many other provincial barons to 
emerge in the post-war years, Joson was 
the former leader of an anti-Japanese gueril- 
la unit which was never really disarmed 
and which his critics claim was transformed 
into a convenient private army to facilitate 
his entry into politics — first as a town 


Yorac: nostalgia for authoritarianism. 


mayor and then as a five-term governor. 

Although armed elements of the war- 
time resistance gradually faded away in a 
good number of provinces, the practice of 
maintaining private security persisted, as 
did the proliferation of unregistered fire- 
arms. A great number of irregular forces 
were either frozen or dismantled when 
then president Ferdinand Marcos declared 
martial law in 1972, but later underwent a 
resurgence as his grip on the country began 
to weaken in the early 1980s. 

Efforts to put an end to the armies and 


On other pages 


Clan rivalries erupt in bloody 
political row: 27. 


FAR EASTERN ECONOMIC REVIEW 





abuses committed by undisciplined militia 
units were renewed when President Cora- 
zon Aquino came to power. Perhaps the 
most publicised case was that of the late 
Negros Occidental strongman Armin Gus- 
tilo, whose followers were disarmed under 
the personal supervision of then Armed 
Forces of the Philippines (AFP) chief of staff 
and now defence secretary, Fidel Ramos. 

Lanao Del Sur warlord Ali Dimaporo 
was also forced to disband his “Barracuda” 
army after a tense confrontation with gov- 
ernment forces in western Mindanao’s Ma- 
rawi City. But despite the obvious decline 
in his fortunes, sources close to him claim 
the incumbent congressman can still call on 
about 2,000 armed supporters. 

Senior Officials say the government's 
campaign was eventually sidetracked, first 
by military coups and then 
by the political realignments 
that took place in early 
1988 when Aquino's young- 
er brother, Jose “Peping” 
Cojuangco, brought a string of 
oligarchs and former Marcos 
stalwarts into the new ruling 
Lakas ng Demokratikong 
Pilipinas party (REVIEW, 14 
Sept. '89). Cojuangco himself 
has long been rumoured to 
maintain a private army on the 
family’s Hacienda Luisita in 
the central Luzon province of 
Tarlac, but nothing has ever 
been proven. 

While it is unlikely the 
Philippines will return to 
the days of rampant warlord- 
ism, the political climate itself is a far cry 
from 1987-88 when the economy appeared 
to be on the path to recovery. Traditional 
politicians abound and with 200,000 fire- 
arms estimated to be loose in the coun- 
tryside, simply the threat of violence is 
often enough to cow opponents. 

Many analysts feel the downturn in the 
economy, and an institutionalised system 
of congressional pork-barrelling that pro- 
vides lawmakers with even more money 
than they received under Marcos, has only 
strengthened an already deeply rooted pa- 
tronage system under which rural oligarchs 
dispense largesse in the form of jobs, edu- 
cation expenses, food aid, and even birth 
and funeral costs. 

Former League of Governors chairman 
Luis Villafuerte, who administers the 
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“I expect just-in-time delivery of 
my raw materials. No delays.” 


*No problem. We use a fleet of 
dedicated tankers and 14 
distribution centres strategically 
located around the globe.” 


We have shipping options that 
will deliver your basic chemicals 
where you want them, just when 
you want them. 


From extraordinarily modern ports, 
our dedicated tankers transport 
product to our 14 distribution 
centres in Asia, Europe, the USA, 
the Middle East and North Africa. 


They all operate under tight control 
from SABIC Marketing Ltd., with 
offices in Saudi Arabia, Hong Kong. 
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Connecticut, USA, 


We deliver SABIC petrochemicals 
to customers in 70 countries. More 
than 4 million metric tonnes, much 
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southern Luzon province of Camarines 
Sur, said that more important than vote- 
buying itself, was the sense of gratitude 
that had been made possible long before 
the election. “Voting for a patron is not con- 
sidered obnoxious.” 

By seeming to coddle traditional politi- 
cians and turn her back on the non-govern- 
ment organisations who helped her rise to 
power, Aquino cemented in place a system 
that has little place for newcomers and 
which in many ways has left the job of re- 
storing democracy only half-done at best. 

“A lot of idealistic people won in the last 
elections, but I don’t think that will be re- 
peated,” said Villafuerte. “We are back to 
the old game and the old rules.” The water- 
ing-down of the Comprehensive Agrarian 
Reform Law (CARL) by the powerful land- 
lord lobby in Congress was perhaps the 
first sign that the 1986 people’s power up- 
rising and the promise it held may have 
been little more than an historic aberration. 
It also showed that despite her much- 
touted sincerity and stoic political biparti- 
sanship, Aquino is first and foremost a 
member of the ruling elite. 

Although effective land reform is proba- 
bly only possible through a well-funded 
cooperative system, no effort was made to 
introduce such a concept. Yet when she 
was asked recently what her administration 
had done for the average poor Filipino, 
Aquino blithely used the example of former 
communist New People’s Army chief Ber- 
nabe Buscayno, who now heads probably 
the most successful cooperative in the coun- 
try. Not only is Buscayno a long-time friend 
of the family, which no doubt helped him 
secure the loans that got his project off 
the ground, but his cooperative backs 
on to the Cojuangcos’ Hacienda Luisita 
— a 7,000-ha estate whose owners avoided 
land reform through the mechanism of a 
stock option clause inserted into the CARL 
legislation as part of the watering-down 
process. 


ust as important has been the lack of 

progress in passing laws that would 

have reinforced the democratic struc- 

ture. "We have democracy as a pro- 
cess, but we don't have a democracy of 
substance," Yorac said. Villafuerte counts at 
least 96 provisions in the 1987 constitution 
which he says have not been given the 
force of law, about half of them dealing 
with political reforms. 

Probably the chief anomaly is a clause 
which stipulates that the government "shall 
guarantee equal access to opportunities for 
public service, and prohibit political dynas- 
ties as may be defined by law." But what 
law? Empowering legislation approved by 
the Senate in December 1987, which prohi- 
bited relatives of existing top-level political 
office-holders from gaining political posts, 
failed to get by its second reading in the 
House of Representatives. 


Senate majority leader Teofista Guin- 
gona, who co-authored the bill with 14 other 
senators, said he was told by lower house 
leaders that the majority of the Congress 
would not vote for it "so it's sleeping the 
sleep of death." Guingona had earlier ap- 
proached Aquino before the promulgation 
of the constitution asking for an executive 
order enforcing an anti-dynasty measure, 
but he said she declined, saying it was bet- 
ter for the Congress to decide. 

Predictably, many of the lawmakers 
later called on to examine the issue came 
from the very clans whose powers the bill 
sought to dilute. Among them were a 
number of Aquino's relatives, including 
brother-in-law Sen.  Agapito Aquino, 
younger brother Jose Cojuangco, two un- 
cles, Hermino Aquino (Tarlac) and Fran- 
cisco Sumulong (Rizal), sister-in-law Teresa 
Aquino Oreta (Malabon/Navotas), and a 
cousin, Emigdio Tanjuatco (Rizal). 

Agapito Aquino did in fact support the 
Senate bill. Sen. John Osmena, whose 
brother is the governor of prosperous 
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Guingona: anti-dynasty measures. 


Cebu, voted against it even though his col- 
leagues urged him to do so on the grounds 
it would not pass the lower house anyway. 
"I'm not a hypocrite,” he explained. “There 
are really two kinds of dynasties. The bad 
side is what is going on in Nueva Ecija. The 
good side is what is happening in Cebu.” 

The Senate legislation, which went to 
the lower house for concurrence on 11 De- 
cember 1987 and has since gathered cob- 
webs in the Committee on Electoral Re- 
forms, would have applied to all positions 
from president down to municipal mayor 
— but did not affect vice-governors, vice- 
mayors, provincial, city or municipal board 
members or barangay officials. 

Aquino reiterated her intention not to 
intervene in the issue following the 1988 
local elections, which she said had amply 
demonstrated the population’s sentiments 
against dynasties. Only up to a point, how- 
ever. Although the Laurels of Batangas, 
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the Sumulongs of Rizal, the Navarros of 
Surigao del Norte and the Dimaporos of 
Lanao among others may have suffered 
setbacks, analysts were unconvinced it 
represented a significant and progressive 
trend. 

The fact-finding Davide Commission 
says traditional politicians have been cited 
by coup plotters and communists alike as a 
major reason for their actions. It noted that 
when Aquino launched her populist Ka- 
bisig programme last August, it hit a raw 
nerve in Congress when it was depicted as 
a movement to bypass the traditional politi- 
cians, known as frapos, a contraction that 
literally means “dirty rags.” 


he commission traced the return 

of traditional politics to the lack of 

opportunities for various elites to 

surface during the Marcos era 
when the recruitment process for the “best 
and brightest" was disrupted and cor- 
rupted. But it says while the democratic 
space created under the new administra- 
tion allowed for a renewal of societal elites, 
the results of this process have been 
clouded by the early lead and positioning of 
the traditional families. 

Among the commission’s recommenda- 
tions, which have so far been greeted with 
a deafening silence in Congress, are the im- 
plementation of what it described as “key 
provisions” in the constitution. One it speci- 
fically identifies is the ill-fated anti-dynasty 
law. Another is legislation which would 
allow subsidies for poor but deserving can- 
didates or their inspectors. The constitution 
does stipulate that congressmen cannot 
serve more than three consecutive three- 
year terms, a provision that will begin to 
have its effect in 1998, but the very size of 
Philippine families and the matrix of inter- 
relationships that bind them, often ensures 
the political continuity and dominance of a 
particular clan and its impact on both na- 
tional and local politics. 

Alex Brillantes, of the University of the 
Philippines’ College of Public Administra- 
tion, argues that despite the formalisms of 
political parties and the distinctions and ap- 
parently differing platforms among them, 
the differences have been largely superficial 
and their commonalities lie in their class 
bases and elite origins and the interests 
they represent. 

In a recent preliminary paper on the 
subject, Brillantes pointed to the role local 
clans and dynasties play in supporting the 
ascendency, continuity and exit of Philip- 
pine presidents. “The support of such local 
clans is indispensable in trying to convert 
mass popularity to actual votes,” he said. 
“This is where the party machinery in gen- 
eral and local dynasties in particular come 
in, operating within the context of patron- 
age.” 

Little wonder then that the party selec- 
tion process itself is routinely ill-defined 
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and lacking in objectivity. The only choice 
for many aspiring politicians is to run as 
independents or with smaller splinter 
groups, and Philippine political history is 
strewn with examples of third-party candi- 
dates overwhelmed by the machineries of 
dominant political parties. 

Local Government Secretary Luis Santos 
and the current chairman of the League of 
Governors, Roberto Pagdanganan, both 
appear to share the now common view that 
the growing percentage of younger voters 
in the Philippines (as many as 85% are now 
below the age of 44) will in turn lead to a 
change in voting patterns. One of a new 
breed of governors who emerged in the 
1988 elections, Pagdanganan said that in 
his travels around the country he had also 
detected a greater degree of political in- 
volvement, notably in such places as north- 
ern Samar and Lanao del Norte. 

Even presidential contender Eduardo 
“Danding” Cojuangco, an old-school pa- 
tron who many feel is one of the masters of 
political culture in the rural Philippines, has 
noted a change in awareness 
among village constituents — 
despite the fact that only 7% of 
the population regularly read 
newspapers. Aides said on 
one recent trip to the central 
Luzon province of Pangasi- 
nan, Danding was surprised 
when a villager asked him a 
question about the country’s 
balance-of-payments position. 

Despite her forebodings, 
Yorac also does not believe all 
is lost. She feels the prolifera- 
tion of non-government or- 
ganisations and civic groups in 
the past few years will leave 
its imprint on electoral politics, 
mainly by helping to change 
the attitudes of constituents. 
The activism of the powerful 
Catholic church is also seen as 
a potentially powerful counter-weight to 
the influence of traditional politicians. 

Comelec, for its part, is launching a 
voter education campaign in an effort to 
raise political consciousness and ensure a 
higher sense of responsibility among vot- 
ers. “We must not only overcome the prop- 
ensity of the poorer sector of society to sell 
their votes, but more important, we must 
show the need to make their choice on the 
basis of policies and programmes of the 
candidates and the political parties,” Yorac 
said. 

But that may be a lot easier said than 
done. All too often policies and program- 
mes are vague and lacking in substance, 
and if there has been a growth in political 
maturity it will probably be more than 
offset — in the congressional and local elec- 
tions at least — by the growth in voters’ 
economic dependency and the patronage 
system that is firmly rooted in it. s 
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PHILIPPINES 2 


Clan rwalry erupts in bloody political row 


Bad blood 


By John McBeth in Cabanatuan, Nueva Ecija 


or three decades the former resist- 
ance fighter dominated the politics of 
the central Luzon province of Nueva 
Ecija. But when governor Eduardo Joson 
succumbed to a heart attack last August, 
his death triggered a bloody challenge to 
the Joson clan that has killed at least 10 
people and could claim many more lives. 
Described as “the gentle lion” by one 
biographer and a ruthless Mafia-like figure 
by his detractors, the 71-year-old patriach 
was always his own man, defying attempts 
by then president Ferdinand Marcos to cut 
him down to size, and keeping his distance 


Rangers manning a checkpoint in Cabanatuan City. 


from the administration of President Cora- 
zon Aquino. Almost everyone acknow- 
ledges, however, that Joson was gifted with 
the common touch. 

Now that he has passed from the scene, 
his family members and their followers 
claim they are the targets of an intimidation 
campaign engineered behind the scenes by 
Local Government Secretary Luis Santos, 
a former Huk communist guerilla leader, 
whom Joson banished from Nueva Ecija 
after his capture in the late 1940s. 

One of Joson’s sons, Cabanatuan pro- 
vince capital vice-mayor Eduardo “Dand- 
ing” Joson III, 34, died in a highway am- 
bush last November. He left behind four 
angry brothers: provincial Vice-Governor 
Tomas Joson, 43, Congressman Eduardo 
Nonato “Edno” Joson II, 40, Quezon town 
Mayor Mariano Cristino "Boyet" Joson, 38, 
and Quimba landowner Eduardo Joson IV, 
32. 
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Between them, they have 12 young sons 
and four daughters to carry on the dynasty. 
"This is one advantage our family has over 
our political rivals," says Tomas Joson, who 
lives above an ice-making plant and next to 
a family-owned cockpit. on Cabanatuan's 
northern outskirts. "Unlike father, most of 
them appear to have no potential direct 
successors." 

Critics claim the Josons still control a pri- 
vate army of 100-200 men and identify 
Boyet Joson as its leader and probably the 
most unpredictable of the brothers. The Jo- 
sons say if they have a private army it is the 
people of Nueva Ecija. "We are not war- 
lords, we are just strong leaders," Tomas 
told the REVIEW. "Everything my father at- 
tained was done through teamwork [but] 
we didn't mean to dominate Nueva Ecija." 

Still, the challenge to that domination is 
real enough. The rival clan's local prota- 
gonists are Cabanatuan Mayor Honorato 
Perez and the Quibuyens, a military family 
Perez has known since the 1960s. The bad 
blood can be traced back to 1971 when 
Joson Sr sought unsuccessfully to block 
Perez appointment as provincial pro- 
secutor, allegedly because of his involve- 
ment in criminal activities, and later in 1980 
when the newly elected mayor barely sur- 
vived an assassination attempt. 

In a tearful appeal to the House of 
Representatives after his brother's murder, 
Congressman Joson blamed the violence 
on the power politics of the ruling Lakas ng 
Demokratikong Pilipinas (LDP) and said ef- 
forts were being made to prevent the family 
contesting the 1992 elections. Santos and 
House Speaker Ramon Mitra, who has al- 
ready declared himself as a candidate for 
the presidency, both denied the charges. 

“We expected that father’s death would 
bring us a lot of problems because we 
knew our opponents would think that the 
people’s support for us would decrease,” 
Tomas Joson said. “This is not a normal 
family feud. It is a move by Perez to be- 
come the leader of the province. It should 
be the people who decide who the leader 
should be.” 

Although the brothers claim allegiance 
of 10 of the province’s 32 mayors, some 
local observers believe they have lost some 
of their father’s political following, which 
carried him through five gubernatorial elec- 
tions — and which appears to have been 
built as much on largesse as it was on the 
muscle he could call upon. 

“Joson did not really try to groom his 
sons as future leaders,” said one indepen- 
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dent observer, who recalls the patriarch’s 
practice of donating coffins to poor con- 
stituents unable to afford the expense of a 
funeral. “Maybe he never thought of it, or 
maybe he thought they could do it them- 
selves.” 

Up to now at least, the Josons’ base has 
been Quezon, a quiet town of 20,000 peo- 
ple, and in the northern part of Nueva 
Ecija where the Cordilleras begin to intrude 
on the rice-growing lowlands. But they also 
appear to have a foothold in the south, 
largely because of Boyet’s marriage to 
Josefina Manuel, the daughter of Gapan 
‘political kingpin and former mayor Basilio 
Manuel. 

Backing Perez since the Marcos days are 
his two brothers-in-law, Congressman Her- 
mogenes Concepcion, a retired Supreme 
Court justice, and former congressman 
Angel Concepcion, who is being tipped as 
the LDP candidate in the 1992 gubnatorial 
elections. His likeliest rival: Tomas Joson, 
head of the Bagong Lakas ng Nueva Ecija 
(Balane) party which his father founded in 
1987. 


The Concepcions can rely on the back- 
ing of LDP secretary-general, 
Congressman Jose "Peping" 
Cojuangco, the  president's 
brother and the acknowledg- 
ed political force in Region 3 
(Central Luzon). Joson, on the 
other hand, has initiated a 
signature campaign in support 
of Peping's estranged cousin 
and prospective presidential 
candidate Eduardo "Danding" 
Cojuangco, a close family 
friend who helped deflect a lot 
of pressure Marcos put on 
Joson because of his indepen- 
dent stance. 

A staunch Liberal Party 
supporter, Joson finally re- 
lented and joined Marcos’ 
Kilusang Bagong Lipunan 
machine. But unlike many provincial gov- 
ernors, he never went cap in hand to the 
presidential palace looking for handouts 
and, as a result, Nueva Ecija is seen to have 
retrogressed economically in comparison to 
neighbouring provinces. 

Although it is highly doubtful Santos 
has anything to do with the current wave 
of violence, the Josons are convinced he 
was responsible for sabotaging a Balane de- 
cision allegedly reached before the January 
1988 local elections that if anything hap- 
pened to Joson Sr, then vice-governor Nar- 
ciso Nario would step aside for Tomas, 
who was to become head of the provincial 
board. Tomas says his father decided that 
having two Josons holding the province's 
highest positions would not be appropriate 
at a time when critical attention was being 
focused on political dynasties. Instead, 
Balane chose Nario as the governor's run- 
ning mate. 





Tomas Joson; Perez: leadership push, not a feud. 


Nario did in fact resign after Joson suf- 
fered a heart attack in December 1989 
which was to leave him bed-ridden until 
his death on 9 August — but subsequently 
retracted his resignation and asserted his 
claim to the governorship. A long-time 
family associate with virtually no political 
following of his own, Nario claims he re- 
signed for health reasons but later learned 
his condition was not as serious as he first 
thought. 


\ lthough he acknowledges being 


summoned to a 2 January meeting 

with Santos, at which Perez and the 
Concepcions are said to have been present, 
Nario denies he was arm-twisted into stay- 
ing on. “He [Santos] asked me about my 
resignation and whether it was because the 
pressure from the Josons was unbearable,” 
said the governor. “He told me if that was 
the case, then he wouldn’t accept my resig- 
nation.” 

Nario, who like the other principals has 
been provided with 24-hour police protec- 
tion, rejects the Josons’ assertions of a prior 
agreement or that he asked for P600,000 
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(US$21,430) to sweeten the deal. “There 
was no gentleman’s agreement, because it 
would have been illegal, immoral and 
against public policy,” he said. The gover- 
nor says he never took the money. The 
family claims he did and that it was re- 
turned after he retracted his resignation. 

The Josons took the case all the way to 
the Supreme Court, which eventually ruled 
in Nario’s favour a few days before Joson 
died. Apart from locking Tomas Joson out 
of his office, one of the incoming gover- 
nor's first acts was to appoint a new war- 
den for the provincial jail. That man turned 
out to be retired army colonel Francisco 
Quibuyen, the elder brother of Perez’ long- 
time secretary, Andres Quibuyen. 

To the Josons, the move was aimed at 
neutralising the 40-man Provincial Guards 
detachment, which had served them for 
years. On 5 April, Tomas and Boyet Joson 
went to the jail, apparently on the pretext 
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of investigating a rash of escapes. The cir- 
cumstances still remain unclear, but the late 
afternoon visit triggered a gun battle be- 
tween Joson and Quibuyen supporters in 
which one constabulary soldier was killed. 
The two brothers are now facing murder 
charges in connection with the incident, 
but the regional trial court judge handling 
the case has so far declined to issue arrest 
warrants. 

The violence slowly escalated. In May, 
two of vice-mayor Joson's bodyguards and 
a pregnant woman they were taking to a 
hospital delivery room were killed in an 
ambush clearly set for Joson himself. In Oc- 
tober, another Joson follower was shot 
dead inside a Cabanatuan service station, 
and in early November a policeman aligned 
with the Perez camp met the same fate. 

A week later, Andres Quibuyen and 
three bodyguards were killed in the heart 
of Cabanatuan when their vehicle was 
blocked by two carloads of assailants as 
they drove to city hall. Retribution was 
swift. On the evening of 30 November, 
gunmen in a jeep pulled alongside the vice- 
mayor's car on the main Maharlika High- 
way north of the province cap- 
ital and riddled it with auto- 
matic weapons fire. Danding 
Joson and one his security men 
were both mortally wounded. 

Investigators say the vehi- 
de used in the ambush be- 
longed to Francisco Quibuyen. 
Although the prison warden 
has yet to be charged, a man- 
hunt is said to be under way in 
neighbouring provinces and as 
far afield as Manila for his son 
and another relative, both of 
them soldiers, who are thought 
to have staged the attack. 

The ambush raised the 
stakes and more than 350 
policemen, including a 100- 
man regional special action 
force, have been specifically assigned to 
keep the antagonists apart. "Before it was 
only small fry," said provincial police chief 
Lieut-Col Virtus Gil, "but the latest victim is 
a brother. I might be able to prevent killings 
in the city, but I can't prevent it in the pro- 
vince." 

The day after Joson's death, Gil banned 
the carrying of guns in Cabanatuan, threw 
up 24-hour checkpoints and took the un- 
precedented step of transferring 30 Philip- 
pine Constabulary (PC) and Integrated Na- 
tional Police (INP) personnel identified with 
the two warring factions. Included among 
them were 13 of Quezon’s 20 policemen 
who allegedly acted as private bodyguards 
for mayor Boyet Joson. 

But though human-rights advocate 
Akhtar Chauhan and other independent 
observers praised the colonel’s neutral 
handling of the situation in the five months 
he had been there, Gil was recently trans- 
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With the dramatic and 
much-publicized growth that 
The Ports of Virginia have 
experienced over the last few 
years, one might get the idea 
that we're running out of room. 

And in fact, 
nothing could 
be further from 
the truth. 

Currently, 
our expansion 
for the 1990's 
includes the 
development of 
a new 300-acre terminal 
with over 4,000 feet of 
berthing space adjacent to 
Norfolk International Terminals, 
effectively doubling this 
terminal's existing capacity. 
And we're the only port on the 
U.S. East Coast to enjoy the 
availability of adequate land 
for such an expansion. 
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- ferred to serve in Laguna province. 

For years, the Nueva Ecija police force 
_ was effectively in the pocket of the Josons 
who, according to some local accounts, 
used prisoners from the provincial jail to do 
some of their dirty work. But the un- 
explained removal of Gil has led many 
townspeople to believe the pendulum may 
now be swinging the other way — this time 
with the dice loaded in favour of Perez and 
the Concepcions. 

Santos, who is now in charge of the 
newly formed Philippine National Police, is 
a fiercely partisan LDP supporter and will 
most likely stand as the ruling party's con- 
gressional candidate in the Mindanao pro- 
vince of Davao del Sur. It is also no secret in 
police circles that Peping Cojuangco has a 
say in almost all personnel changes in the 
six provinces of Region 3 — including the 
provincial PC/INP commanders. 

Perez obviously feels he has a score 
to settle. Shortly after he won the 1980 
mayoral race on a recount by a mere 777 
votes, gunmen burst into his office and 
opened fire. Eight people were killed and 
31 wounded in the attack, which ended in 
- the burning of the city hall. Perez, slightly 
wounded in the head and neck, jumped 

from a second-floor window and sought 
refuge in a nearby house. 

The mayor claims the bloodshed did 
not end there. He says the two men he 
appointed in succession as his chief ad- 
ministrative officer, Oscar Tobias and Eli 
Samaniego, were both killed when they 
- began looking into certain shady transac- 
tions of the previous city government of 
. mayor Mario Garcia, a Joson ally. It was 
this, he alleges, that also motivated the pre- 
vious assassination attempt. 

Perez won re-election in 1988 in a three- 
sided race with Garcia and Philip Ordonez, 
son of former justice secretary Sedfrey Or- 
donez. But a bomb was thrown into his 
final rally and again there was a con- 
troversy over the returns before he was fi- 
 nally prodaimed the victor by an even 
smaller margin of 771 votes. 

Local residents, and perhaps even the 
judiciary itself, fear being caught in the 
middle of the resurgent conflict. "Most 
people don't want to get involved," said 
one business source. “They kill each other, 
they can kill us too." Chauhan, a trans- 
planted Pakistani whose house was once 
raked with gunfire, agrees. "Why should I 
die for the Josons or Perez when they are 
not my blood," he said. 

Few people, including the police, seem 
to believe the conflict will end peacefully. 
Perez has rejected a Joson proposal that 
those holding public office from both fac- 
tions should resign and insists the only 
solution is to disarm the Josons' private 
army, one of many that still exist through- 
out the Philippines. Tomas and Boyet Joson 
say the family will abide by the law. But 
they are not all that convincing. i 


JAPAN 


Lack of recruits underpins new defence tlunking 


A few good men 


By Anthony Rowley in Tokyo 


ith recruitment and image prob- 
W lems in its Self-Defence Forces 
(SDF), Japan aims to make the mi- 
litary profession more respectable and re- 
warding in future. It also plans to acquire 
a good deal of sophisticated new military 
equipment over the next five years. At the 
same time, the Japanese Government will 
shoulder a greater part of the financial bur- 
den of maintaining US forces in the country 
under the Treaty for Mutual Cooperation 
and Security between the two nations. 
These changes are envisaged under the 
recently approved ¥22.75 trillion (US$172 
billion) mid-term defence programme for 
1991-95. The first tranche — ¥4.39 trillion 
for fiscal 1991 (beginning April) — was ap- 






SDF march: hoping for more recruits. 


proved by the cabinet of Prime Minister 
Toshiki Kaifu on 29 December. 

The sDF's primary mission, meanwhile, 
remains unaltered from its somewhat 
nebulous role set out in the National De- 
fence Programme Outline of 1976 as that of 
sustaining an "effective yet moderate" de- 
fence capability, enough to deal with “lim- 
ited and small-scale acts of aggression" in 
what Japan sees as an improving environ- 
ment for regional stability. 

Under what is termed a build-up in 
capability, though not in numbers, the size 
of Japan's ground-based self-defence forces 
is supposed to be held to a maximum of 
153,000 personnel over the next five years, 
according to a document entitled Basic Po- 
sition on Defence Planning from 1991 issued 
jointly by the cabinet and Japan's minis- 
terial-level security council. 

The REVIEW understands, however, that 


FAR EASTERN ECONOMIC REVIEW 


div 


there is provision for increasing the size of 
this force by up to 180,000, excluding the 
SDF's air and naval components. If aviation 
and maritime forces are added, the total 
strength of the SDF would reach something 
nearer 250,000. However, a clear inference 
from the document is that maintaining 
manning levels could be under pressure if 
conditions of service are not improved. A 
need to “enhance the living environment 
for personnel” is stressed. 

The SDF has experienced considerable 
problems with recruitment in recent years, 
especially at non-commissioned officer and 
enlisted levels. Pay is lower than that of US 
and other armed forces, and the SDF finds it 
hard to compete with civilian pay and con- 
ditions. One diplomatic source told the 
REVIEW that the SDF's "living conditions are 
harsh, pay is not great and the profession 
has little respect in the Japanese culture. It 
all adds up to a recruitment problem writ 

e." 

A further problem is that the steady age- 
ing of the Japanese population is making it 
increasingly difficult for the SDF to compete 
for a declining 18-20 age group, especially 
when the corporate sector is able to offer 
much greater material inducements. At 
least some of these problems should be sol- 
ved by higher pay envisaged in the new de- 
fence plan and by the proposals for upgrad- 
ing barracks, residences and general ameni- 
ties for military personnel. 

While the document talks of main 
equipment capabilities having been "largely 
attained," it envisages some substantial 
procurement of new arms and equipment. 
It calls for a sophisticated aircraft-based Air- 
borne Warning and Control System to im- 
prove coordination of air defences and step 
up maritime surveillance. This could pro- 
vide a major order for Boeing Aircraft Corp. 
in the US, while a multiple-rocket system 
may be procured off-the-shelf from over- 
seas suppliers or from licensed production 
in Japan. New Aegis class destroyers, the 
hulls of which will be built in Japan with 
the US providing weaponry and electronic 
systems, are also called for, as are more F15 
fighters and a variety of missiles. 

The defence document also provides for 
the Japanese Government to shoulder the 
entire financial burden for the 22,000 or so 
Japanese personnel working at US bases in 
Japan as well as other yen-based and uti- 
lities costs. Although this falls short of what 
some congressional interests in the US have 
called for, it has pleased President George 
Bush's administration. z 
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SPACE WORLD, the world’s first space theme park, 
has now opened in Japan ... another NIPPON STEEL diversified activity . 





Tradition and Transition 


We live in a time of change, and NIPPON STEEL is 
changing with the times. Now, in an age of mounting expectations, 
NIPPON STEEL stands ready to serve the needs of people everywhere. 
Steel will continue to be our mainstay, as we use our historic strengths 
to advance into many diverse and exciting fields of endeavor. 
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WHO DISCOVE! 





Christopher Columbus 


Give up? 

Well, it was Kath and Bob Wilcox from 
Moonee Ponds, Australia in 1990. 

Their first and perhaps most remark- 
able discovery was Thai's Discover Thailand 
Ticket. This occurred early one February 
morning only a few hundred yards from 
home base in Moonee Ponds. 

Bobs eagle eye spotted it at their local 
travel agency. 

It lets you make four separate flights to 
any of the 24 destinations in Thai's internal 
network at a remarkably low rate. And up 
to four more at little extra cost. 

Its the perfect way to discover Thailand. 

The only stipulations are that you use 
the ticket within a 60 day period from the 
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Captain ‘James Cook 


day of your first domestic flight; that you 
purchase it before arriving in Thailand; and 
that you use it by 31st December, 1991. 

It was the breakthrough Kath and Bob 
were looking for. 

However, there still remained the burn- 
ing question - which direction to set off in? 

Kath, self-appointed navigator, took the 
challenge in her stride. Eschewing a compass, 
she retired to bed early one night with a glass 
of warm milk, a packet of Iced Vovos and 
Thais Discover Thailand brochure. 

Bingo! An itinerary was hatched. 

Two weeks later they set off, eating, 
drinking and snoozing their way on Thai 
International, until they arrived at their 


launching point - Bangkok. The rest is history. 


Sir Francis Dr 


Ferdinand Magellan 


Bob parasailing in Phuket towed behind 
a boat. Kath sailing around the shops in 
Bangkok with Bob in tow. 

Bobs remake of ‘A Bridge on the River 
Kwai, starring Kath, now the talk of the lo- 
cal Bridge Club. 

A spot of shooting - down the rapids 
of the Mae Kok River; and hunting - for 








Kath and Bob Wilcox 


bargains in hundreds of local Thai markets. 
We could go on and on. They did. For 60 
days, in fact. 
At the end of which they had discovered 


that in Thailand money still goes a very long 

way. Especially with Thai’s e , 
* 

Discover Thailand Ticket. Ti hai 
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EXTENDED THROUGHOUT 1991. ONLY US$219. 
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Zhejiang Cereals, Oils & Foodstuffs 
Import and Export Corporation 

102 Feng Gi Road, Hangzhou, Zhejiang, China 
Tel: 557532, 554408 

Cable: "CEROILFOOD" HANGZHOU 

Telex: 35012 CEROF CN Fax: 0571-552514 
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Sassy youth culture cocks a snook at neo-Maoist icons 


Filial impieties in Chine 


By Geremie Barmé in Peking 


he doctors and nurses in this great 
big mental hospital called China 
seem to have lost control of their 
patients.” So said the singer-dissi- 
dent-cum-exile Hou Dejian in an interview 
with Hongkong’s South China Morning Post. 

The inmates were conspicuously 
troublesome when they demonstrated in 
the streets of Peking and other cities in the 
spring and summer of 1989. Less obvious, 
but perhaps even more maddening to the 
medics, the madhouse wards have re- 
mained restless, despite the seeming calm, 
even since the 1989 Peking massacre and 
the year-long purge that has followed. 

About the only central government 
leader who has so far evinced any aware- 
ness of the restive state of the masses has 
been Li Ruihuan, the politburo ideology 
chief and former mayor of Tianjin. Unlike 
most of the others, his hands are not 
smeared with the blood of 4 June. 

At a meeting in late April with staffers 
of the party newspaper, People’s Daily, Li 
urged the editors and writers: “Let us not 
just emphasise the extreme nature of strug- 
gle. We must also appreciate the plurality 
of expression. When chopsticks ‘struggle’ 
with meat, the meat ends up in your 
mouth . . . [in] struggles, the aim is to re- 
solve contradictions.” 

Li went on to admit that, despite the 
repeated slogan of “stability crushing all 
else,” things remain unsettled. It was now 
high time, he said, “to smoothe over the 
feelings of the people . . . After all, if the 
ideological work you do makes everyone 
want run away, you'd better rethink what 
you're doing.” 

No wonder people want to flee the 
ghoulish gallery of “working heroes" 
exhumed by the Maoist nostalgia freaks in 
the party’s propaganda department and 
the Ministry of Culture. Nowadays the 
press, literature and TV are once again full 
of such shopworn icons as the imbecilic 
Red samaritan Lei Feng, the carbonised 
pre-pubescent firefighter Lai Ning and the 
incorruptible cadre Jiao Yulu. 

But the officially promoted “main me- 
lody” of socialist civilisation is soured by a 
dissonant Loony Tune of vital and irrepres- 
sible popular culture. It is by no means 
highbrow stuff — that has mostly been 
banned or denounced. Nor is it always 
seemly, angst-ridden and meaningful — 
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people soon tire of the survivor's guilt and 
macabre symbolism born of last June. 

Yet for many young people, 1989's pre- 
June hootenanny in Tiananmen Square was 
liberating and fun. And the lessons of dis- 
respect for authority have not been forgot- 
ten. Kids identify with the cheeky charac- 
ters in the outrageous Peking-vernacular 
stories of Wang Shuo or the full-blooded 
novels of Liu Heng and others. 

Deprived of the outdoor stadium of 
Tiananmen, young artists can be found 
performing on the mini-stages in the 
karaoke clubs of the capital. And, while 
many serious journals have been closed 
down, newspapers aimed at high school 
students and new magazines are defiantly 
providing an outlet for "bourgeois liberalist" 
self-expression of all sorts. 


Those in their 50s retire and take it easy; 

Our brothers in their 40s are with 

money-making busy. 

They say only once you're 30 do you 

really understand. 

But where in all this do we 20-year-olds 

stand? 

Some are busy with Reform, others go 

overseas. 

So what's left for us 20-year-olds — can 

someone tell me, please?" 

Chang’s contemporary, rock singer Xie 
Chenggiang of Canton, poses the question 
even more forthrightly in his latest MIV 
recording, entitled What's the 90s Gonna 
Bring? The query seems especially apt to 
audiences in Hongkong, where the tape 
has been shown on television. 





The mainstream culture of party sym- 
bols and propaganda actually provides the 
building blocks for the hybrid youth culture 
of Peking. It is post-communist culture, 
born of the Four Basic Principles, but free of 
dogma and convention. 

In this world, Lei Feng gets tricked out 
in punk regalia, party hymns are spoofed 
and the wooden language of Maoism finds 
a new lease on life in the jokes of street- 
wise kids and disco dancers. Consider the 
irreverent lyrics of 21-year-old Peking 
singer Chang Kuan's entry in a pop contest 
in March: 

"While the erandads in their 70s lead the 

nation, 

Uncles in their 60s take care of 
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For an answer, no point in shuffling 
party pronouncements for clues. Better to 
turn to the divination classic Book of 
Changes, which is enjoying a new nation- 
wide vogue. Fresh editions, reprints of 
traditional commentaries and practical 
handbooks on the Book of Changes fill 
shelves in even such stodgy bookstores as 
the Zhonghua and Joint Publishing outlets 
in Peking. Or you could tell your own for- 
tune with the "Eight Trigram Playing 
Cards" now sold at the Daoist temples. 

In the West, this sort of occultism is re- 
garded as symptomatic of what is now call- 
ed "End Time" theology (or eschatology). 
In Peking, it all adds up to a fin de siecle so- 
ciety with Chinese characteristics. E 
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Computerised ‘go’ and Artificial Intelligence 


Peyond ‘brute force’ 


By Robert Delfs in Peking 


o the uninitiated, the scene may look 

sleepy: 10 desktop computers whir- 

ring away, with rumpled academic 
types at the keyboards; the low murmur of 
conversation punctuated by the "clack" of 
go stones on the playing boards strewn 
about the fluorescent-it conference room. 

But to those in the know — aficionados 
of the milennia-old Asian game of go and 
scientists at the frontiers of Artificial Intelli- 
gence (AI) research — the 1990 International 
Computer Go Congress (ICGC) combines 
the drama of a duel with the challenge of 
breakthrough technology. 

So excitement ran high when an upstart 
challenger, Mark Boon of the Netherlands, 
scored early victories over entrenched con- 
testants from previous tourneys in the 
ICGC's five-year history. And tension in- 
creased when Boon — a pale, intense 
young man like a fledgling gun-slinger 
from a cowboy movie — was, in turn, de- 
feated by Ken Chen, a genial China-born, 
Taiwan-trained, US-based cybernetician. 

In the end, the tournament's Swiss-style 
scoring rules awarded first place to Boon, 
though he and Chen had each scored five 
wins and one loss. Third 
place was a similarly close 
call, between two players 
with four wins and two 
losses apiece. As it turned 
out, Janusz Kraszek of Po- 
land edged out Liu Dong- 
yue of Taiwan, the top- 
scoring Asian contestant. 

Even though top hon- 
ours went to Western con- 
testants, the 1990 ICGC 
broke new ground for Asia. |^ f @ 
Go itself, of course, has 
been around here since it 
was first derived, as scho- 
lars believe, from Chinese 
divination techniques of 3- 
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4,000 years ago. 
Yet Europeans and 
Americans, rather than 


Asians, have so far domi- 
nated the branch of AI re- 
search embodied in compu- 
ter go. This year, however, 
marked the debut of 
mainland China and 
Japan in the ICGC. And, 
for the first time, the 

tourney was held 
in Peking. 
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China's Institute of Computing Techno- 
logy (ICT) and the Acer Corp. of Japan were 
co-sponsors of this year's contest. Since its 
inception five years ago, the ICGC has been 
promoted by the Taiwan-based Ing Chang- 
ki Wei-ch'i Education Foundation, which 
offers a prize of NT$40 million (US$1.47 
million) to anyone who develops a pro- 
gram that can defeat a human player 
selected by the foundation before the year 
2000. 

It may be a while before anyone claims 
the money. Modern chess programs al- 
ready play at the master level and seem 
well on their way to capturing the world 
championship. The top go programs, in 
contrast, can barely match a 13-kyu (using 
the Japanese system of handicap ranks) in- 
termediate-level human player. 

No program today is capable of chal- 
lenging even a skilled amateur player, 
much less a go master. After the ICGC tour- 
ney, in fact, Boon's winning program was 
beaten in by an 11-year-old boy from 
Shanghai. 

Compared to the best go programs of 
only a few years ago, however, the 1990 
ICGC entrants impressively mimic human 
abilities. As recently as the late 1970s, the 
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prospect of computers playing go at a 
human level at all was dismissed as "only a 
fantastic dream" by the Nihon Kiin, Japan's 
association of professional go players. 

The reasons why $0 is so much harder 
for a computer than chess go to the heart of 
why go is attracting so much attention in AI 
research today. At the core of every chess 
program is a "brute force" algorithm that 
for every play looks at each possible move, 
then every possible response to each move, 
every counter-response, and so on up to 
some arbitrary stopping point. 

By assigning a numerical value to each 
hypothetical end result, the program can 
select a move that is most likely to lead to 
a positive outcome with the least chance 
of suffering unavoidable loss. Capturing a 
piece, for example, would yield a large 
positive value, while losing a major piece 
rates a negative value. 

"Brute force" does not work for 2o, how- 
ever, because the much wider range of 
legal plays for each move results in a com- 
binatorial explosion of possibilities which 
can overwhelm the capacity of even the 
world's most powerful supercomputers. 
For instance, since there are generally no 
more than 25 possible legal moves available 
at mid-game in a chess match, to look 
ahead six moves, a "brute force" chess 
program must evaluate at most "only" 
about 250 million hypothetical boards. 

A similar go program, however, would 
have to consider 250-330 possible legal 
plays for each move during the middle 
game. That means it would have to analyse 
about 250 trillion boards for each move in 
order to carry out an 
exhaustive six-play search. 
Even if it could analyse 
500,000 hypothetical boards 
per second (a capacity any 
existing g0 program), it 
would take more than 15 
years for each go move, ver- 
= Sus barely eight minutes 
| per move for a comparably 
| — fast chess program. 

E Since "brute force" is 
impractical, 20 programs 
v . must instead be able to rec- 

I| S ognise patterns, apply ab- 
“7| © stract principles, and balan- 
ce tactical versus strategic 
goals in a way that is analog- 
ous to how a human mind 
would play the game. Arti- 
ficial Intelligence research, 
too, is replete with real- 
world problems which, like 
$0, are not amenable to 
"brute force" search tech- 
niques. 

Among the few com- 
mercially viable AI appli- 

cations to date are "ex- 
pert systems" such 
as those cur- 
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rently used in medical diagnosis and oil 
exploration. They are constructed by 
codifying the knowledge of human experts 
into a tree-like hierarchical database. By 
answering a series of questions posed by 
the program, less-skilled technicians can 
tap the knowledge of the human expert. 

These systems are limited, however, in 
that they cannot respond creatively to 
novel situations that were not anticipated 
by the designers of the program. According 
to Bruce Wilcox, a Hawaii-based pioneer of 
$0 programming, expert systems cannot 
perceive and react to their environment. 

Wilcox’s go program, Nemesis, placed 
fifth in this year’s competition, but an ear- 
lier version won the 1989 iCGC contest in 
Taipei. Wilcox, who previously worked for 
a Massachusetts-based defence contractor, 
has used models from go programming in 
real-time AI research applications, such as 
designing control systems for pilotless air- 
craft. 


Control of battlefield and air weapons 
are classic examples of situations where 
there may be neither sufficient data nor 
time for exhaustive brute-force analysis. 
One of the most trenchant criticisms of 
former US president Ronald Reagan’s Star 
Wars Initiative was that the hypothetical 
computer system needed to identify and re- 
spond to a missile threat in a matter of sec- 
onds would vastly exceed the capabilities of 
any current AI system. 

In real-time applications, Wilcox says, 
“the decision to sacrifice requires use of 
global judgment, a willingness to give 
away important local tactical gains for 
larger-scale global strategic gains which 
may not be immediately quantifiable.” 
Goliath, this year’s winner, according to 
Wilcox, is one of the first go programs to 
successfully incorporate a relatively sophis- 
ticated global perception model into its de- 
cision-making structure. 

Wilcox believes that ideas from current 
$0 programming research will play an in- 
creasing role in the next generation of Al 
software — programs for such real-time ap- 


17 JANUARY 1991 





RICKY HUI 


plications as controlling manufacturing pro- 
cesses or making on-the-spot medical deci- 
sions in hospital emergency rooms. 

Go programming insights can also con- 
tribute to such areas as pattern recognition 
and sophisticated expert systems that deal 
with incomplete data, adds Ken Chen of 
the University of North Carolina, second 
place winner at this years ICGC. Such 
knowledge-based search models can even 
be used in "natural language" systems 
which can understand and generate 
human speech, Chen says. 

Although it cannot yet talk, at least one 
of the ICGC entrants — the mainland 
Chinese program Thinker — consciously set 
out to emulate human thought patterns, ac- 
cording to its lead programmer, Zhang 
Yuzhi, a PhD student and director of the 
ICr's Game Playing System Group. Thinker 
uses a "force propagation" model to 
analyse board situations, Zhang explains. 

Each stone or group of stones is under- 


Concerning ‘go’ 


Go, or weigi in Chinese, dates back to di- 
vination practices of 3-4,000 years ago, 
historians believe. It was introduced 
from T'ang China into Korea and Japan, 
where the game attained its highest de- 
velopment. Although mainly played in 
Asia, since World War II go has gained a 
in parts of Europe and North 
e game is deceptively simple. 
Starting with an board incribed 
with a 19x19 grid, the two players alter- 
nately place black and white pieces, or 
"stones," one at a time upon the interse- 
ctions of the grid. 
The object is to create coherent arrays 
of adjacent stones which surround as 
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stood to radiate influence over surrounding 
intersections. These lines of force reflect 
back from the edges of the board and rein- 
force or interfere with the influence radiat- 
ing from other stones. This closely resem- 
bles the way some skilled human players 
say they visualise the board when playing 
go: as a pattern of force fields surrounding 
and connecting different groups of stones. 
As each new stone is played, the pattern is 
distorted and redefinied. 

Thinker still needs a 16-stone handicap to 
play against a skilled human go player. At 
the ICGC, the program suffered from fre- 
quent crashes and placed a disappointing 
eighth among the 10 competitors. But this 
was the first time the Ict’s brain-child has 
faced serious silicon competition. Zhang 
says his team has now identified the pro- 
gram's weak points and will be able to field 
a much improved version next vear. 

As for the broader issues of Al, Zhang 
maintains that “once a computer makes an 
error or modifies its own behaviour in re- 
sponse to the external environment, it is no 
longer a Turing Machine." 

This alludes to a very simple imaginary 
computer posited by British logician and 
cryptologist Alan Turing in the 1930s. In its 
plodding, one-step-at-a-time way, it has 
been proven theoretically able to solve all 
problems — but only those problems — 
susceptible to pure symbolic manipulation. 

These limitations, many theorists be- 
lieve, apply to all conventional computers 
in use today. Only innovative, “massively 
parallel” computer architecture is thought 
capable of emulating the network-like or- 
ganisation of the brain to achieve “true” in- 
telligence. But Zhang implies a yet more 
radical statement: that already-available 
conventional computers can break through 
the limits of the Turing Machine. a 


the stones become intricate ir 
structures. The game is finished when 
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ously under the control of one side or 
the other. 


A group of stones caught behind - 
enemy lines is judged to “alive” if it can - 
maintain contact with a minimum of — 
two distinct empty intersections. Dead 
stones and the space they occupy are 
forfeit to the op side. 

Go really has only one rule, which in | 
effect defines the conditions of “life” for — 
the stones, so a novice can learn to play - 
basic go in less than an hour. But, — 
paradoxically, go is immensely difficult — 
to play well, requiring years of practice 
and study to achieve even a modest 
level of competence. m Robert Delfs- 
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The few; the proud? 


Bums and prancers 


About Face by Colonel David H. Hackworth 
and Julie Sherman. Sidgwick & Jackson, 


London. £16.95 (US$32.90). 


Hack, as all ranks called him, was in his 
time the youngest colonel in the US Army, 
most times (eight) wounded fighting sol- 
dier, hung with medals galore and the 
army's greatest hero. 

He joined the ranks when he was 15 in 
Trieste, went to Korea where, in the first 
months of that last pre-TV war, he says, the 
US fought worse than it had done any- 
where else in a war. Then he spent years in 
Vietnam, which cost the Americans US$141 
billion, 58,000 dead and more than 300,000 
wounded; yet in 11 years the US Army 
never beat the North Vietnamese. 

By 1971 Hack was sick of Vietnam, par- 
ticularly the US side of it — where senior 
officers often had themselves written up for 
gallantry medals by their mates; where 
in rear echelon headquarters staff officers 
dined off regimentally monogrammed 
china, sat down on meticulously ironed 
trousers, wearing camouflage kerchiefs 
around their necks, happy in the know- 
ledge that they were earning their combat 

pay. 

. Where command of troops (good or 
bad) was of limited length so that all regular 
officers could punch their Vietnam ticket in 
their service record. Where the only thing 
that mattered was a body count of the 
enemy, a figure which should rise daily, 
even though weapons were rarely found 
by bodies and there was every reason to 
doubt that the dead had been the genuine 
enemy at all. Meanwhile, the so-called 
combat bums were earning the staff offi- 
cers’ disdain. 

Combat bums, Hack explains, came in 
two (albeit overlapping) varieties. Some 
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would have marched to the guns wherever 
they were blazing and had become, like 
Hack, obsessed with figuring out a way of 
winning this particular conflict. Then, there 
were those who had gone native. 

These latter were most easily identifi- 
able: many of the Special Forces men (the 
Green Berets) had been there so long that 
the place had become a way of life for 
them. They loved the food, spoke the lan- 
guage, many owned digs in Saigon and 
had Vietnamese girlfriends to go home to 
when they were not playing war. 

Most of them wore brass bracelets that 
looked as if they were made of welding 
rods, which “proudly signified nothing less 
than honorary membership of a Montag- 
nard tribe.” (The so-called Montys lived 
along the mountain range which led into 
the soft underbelly of North Vietnam. For 
this reason their loyalty and goodwill was 
vital to all Special Forces, especially to those 
operating within enemy territory.) 

As a body, almost by definition, the 
Special Forces were combat bums and the 
best men to fight this war, according to 
Hack. But they were also animals who 
offended all the prancers (career officers 
punching their Vietnam tickets and espe- 
cially staff officers). Gen. Abrams, the last 
commanding four-star general in Vietnam, 
hated them. 

The Americans came into the war at full 
bore when, in 1965, the Army of the Re- 
public of Vietnam (ARVN) was losing a bat- 
talion a week to the North Vietnamese 
and Vietcong guerillas. Their non-commis- 
sioned officers were tired and burned out: 
they had seen too much combat. If the 
ARVN units still fighting had been put under 
command of combat bums specially de- 
tached form the Special Forces for this 
morale-building job, then says Hack right- 
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ly, the outcome of the war would have 
been quite different. 

Hack felt he was fighting a great war for 
the country he loved. But the US Army was 
blowing cold on him. A man who would 
punch you as soon as look at you — he 
decked men he thought inefficient or cow- 
ardly irrespective of rank — he sat on a 
committee which found that between 15% 
and 20% of American deaths in action were 
caused by friendly (that is, US artillery) fire 
in error, a horrifying statistic. In a TV inter- 
view, he said that casualties were 30% 
higher than they should have been because 
pre-battle training given the Gls before 
their arrival in Vietnam was “totally in- 
adequate.” He refused to fake a recommen- 
dation that the Silver Star for bravery be 
given to a brigadier who had not even 
dared to leave his helicopter. 

The ARVN was entirely corrupted: col- 
onels drew pay for phantom units which 
never existed. ARVN soliders left the dying 
to US Gls while they got on with buying 
houses or setting up businesses with funds 
squeezed out of defenseless farmers and 
townspeople. 

Hack reminds readers that the US still 
has a leadership problem: 8,610 medals 
were given to the 7,000 GIs who carried out 
the Grenada invasion in 1983, even though 
the Americans were held off for three days 
by a few hundred Cuban construction en- 
gineers. 

Hack quotes a soldier-novelist in France, 
Jean Larteguy, on the subject of armies that 
carry more administrators and logistics 
men than fighters in their ranks. “Td like 
to have two armies. One for display with 
lovely guns, tanks, little soldiers, staffs, dis- 
tinguished and doddering generals and 
dear little regimental officers who would 
be deeply concerned over their general’s 
bowel movements or their colonel's piles, 
an army that would be shown for a modest 
fee on every fairground in the country. 

“The other would be the real one, com- 
posed entirely of young enthusiasts in 
camouflage, uniforms, who would not be 
put on display but from whom impossible 
efforts would be demanded and to whom 
all sorts of tricks would be taught. That's 
the army in which I should like to fight." 

Hack's message is the same, brought 
home to the reader by his own problems 
and behaviour. His criticism of the war ef- 
fort might have led to the primed grenade 
found under the driving seat of his jeep one 
day. 

It might also have accounted for the 
sudden surge of funds in his bank account 
— followed almost as immediately by a 
team of investigators asking where the 
money had come from. Hack had no idea 
— it was certainly not from himself. So, 
after 18 years as an American hero, he 
found himself obliged to bury himself in 
Australia. This jolting soldier's memoir is 
the upshot. m Donald Wise 
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Botanical bravado 


A Reunion of Trees by Stephen A. Spongberg. 





Westerners all too easily forget the 


exotic origins of many of their most famil- 


iar garden plants. "Boston ivy," for in- 
stance, was ori a Japanese creeper; 
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relates, is a result of the truly heroic 
forts of a succession of specimen collec- 








North America’s 
woodlands. Only later — in 
the 17th and 18th centuries 
— did they turn their atten- 
tion to the “hermit” em- 
pires of China and Japan. 
The first "plantsmen" 
reached Asia on the heels 
of the Linnaen revolution in 
next wave, after the 19th- 
century Treaties of Nanking 
and Kamagawa, coincided 
with the spread of Darwi- 


In bed with the board 


Unequal Equities by Robert Zielinski and Nigel 
Holloway. Kodansha, Tokyo. US$21.95. 


How does Japan win? Simple, accordin 
to Tokyo securities analyst Robert Zielinski 
and business editor Nigel Holloway of the 
REVIEW: it cheats by rigging its financial 
markets to give its companies an insupera- 
ble advantage. 

Forget the vaunted Japanese manage- 
ment techniques. Adoption of every one 
of them would not enable Western com- 
panies to compete because they would 
still lack the decisive factor that their mar- 
kets do not allow them to duplicate — free 
capital. 

In 1989 the cost of new equity to Japan- 
ese corporations on the Tokyo Stock Ex- 
change was less than 0.4%, which implies a 
250-year payback period. 

At the same time, Japanese industry 
had negative net interest payments on its 
debt. Contrast that with the 20% hurdle 
rates and the 90-day reporting pressure on 
US managers. 

Such comparisons make it clear that 
the fabled long-term vision of the Japan- 
ese and the much criticised short-sight- 
edness of American management are not 
genetic, managerial, or cultural pheno- 
mena. Rather they are the logical re- 
sult of very different financial structures 
that put Western competitors at a tremend- 
ous disadvantage. 

In sum, the authors emphasise, much of 
Japan's industrial success “has been the re- 
sult of heavy financial subsidies orches- 
trated by the government." 

The key elements of the Japanese struc- 
ture are the keiretsu, which account for 
about 60% of all listed shares. These huge 
entities such as the Mitsui, Sumitomo, and 
Toyota groups each encompass hundreds 
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of companies whose largest shareholders 
never sell their holdings. 

These investors are not so much in- 
terested in direct financial returns as in the 
entree to the inner sanctum of corporate 
Japan that comes with stable shareholder 
status. 

The result is a market divorced from 
Western financial fundamentals and domi- 
nated by corporate management rather 
than shareholders. 

Because most shareholders are not in- 
terested in return on investment, there is 
no need to emphasise earnings or pay high 
dividends. Instead, Japanese companies 
busily sell shares to each other. 

As long as no losses are involved, 
stable shareholders are expected to absorb 
enough of any new issues to maintain 
their traditional ownership proportion. 
The potential of this system can be seen 
from the fact that in the 1980s Japanese in- 
dustry raised new equity equal to twice its 
cumulative earnings over the same period 
of time. 

Moreover, companies and industries 
with lower earnings raised as much capital 
and actually had higher price-earnings 
ratios than very profitable firms. 

In such a market, the only hope of mak- 
ing money on shares is through capital 
gains. Nor is there any obligation for stable 
shareholders to buy when stock prices are 
falling. As a result, the system demands a 
stable and steadily rising market. 

Here is where the financial institu- 
tions and particularly the brokers come 
in. That the majority of shares are locked 
away makes for a thin market. That the 
bulk of trading is done by a few major in- 
stitutions makes it relatively easy to mani- 
pulate. 

Securities companies are famous for 
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nian thinking on the propagation of 
species. 


Spongberg admirably captures the 
intellectual excitement, as 
well as the sheer swash- 
buckling bravado of the 


— but lucidly written — 
scientific lore. Black and 
white period pictures of the 
‘protagonists enliven the 
tale. The lavish colour re- - 


pushing the stock of the week and for so- 
called theme selling. 

On some days, brokers churning of 
their own accounts results in 4095 of 
all trading. As recent scandals have shown, 
much of Japanese politics is financed 
by manipulation of stock prices. So the 
government seldom goes out of its way 
to enforce anti-trust or insider trading 
rules. 

Of course prices cannot rise all the 
time, and when they fall the Ministry 
of Finance can be counted upon to mount 
a support operation. What is more, it 
drafts into these support operations pre- 
cisely those large institutional investors 
who would otherwise look after their re- 
turns in order to pay insurance and other 
claims. 

But the institutions’ problems are re- 
lieved, anyway, by the same friendly minis- 
try which allows them to maintain price 
cartels and insulates them from foreign 
competitors. 

The financial system, the authors argue, 
is at the heart of the trade frictions that in- 
creasingly dog Japan. 

On the one hand, it leads to over-invest- 
ment and thus overcapacity and over- 
production, which is dumped into the US 
and other markets. On the other hand, it 
is inherently a closed and exclusionary 
system. 

Nor will this system collapse in the 
wake of the recent plunge in the Nikkei, 
index, the authors believe. They note that 
the keiretsu are still sitting on piles of capital 
unmatched by foreign industry and that 
the Ministry of Finance is mounting the 
normal support actions. 

To avoid trade friction, the authors’ final 
prescription amounts to dismantling the 
entire system of “unequal equities.” This is 
unlikely to occur. Nevertheless, this small 
flaw should not deter readers from rushing 
to the nearest book store to obtain this very 
important volume. B Clyde Prestowitz 
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AVIATION 1 


Philippine Airlines in disarray as it heads for sale 


PAL in a spin 


By Rigoberto Tiglao in Manila 


ounting losses and manage- 
ment disarray at state-owned 
Philippine Airlines (PAL) are 
raising questions about whether 
the Aquino government will be able to 
privatise the airline as planned. Since Sep- 
tember, PAL has been suffering a financial 
haemorrhage partly induced by the Gulf 
crisis, while allegations of irregularities — 





including fraud — led to the sacking of 10 


top staff on 20 December. 

The sale of the national flag carrier has 
been a major plank of the government's 
economic policy. Yet in the present cir- 
cumstances, any private bidder would be 
unlikely to pay more than a fire-sale price to 
take PAL off the government's hands. 

Higher oil prices and the peso's decline 
have wiped out the net income of P300 mil- 
lion (US$10.7 million) that PAL recorded for 
the five months to 31 August. In the follow- 
ing three months, the airline nose-dived 
into the red with losses estimated at P904 
million, making the net loss for April-Nov- 
ember an estimated P604 million. 

Because of higher oil prices, PAL’s fuel 
bill rose 86% in October from the previous 
monthly average. Manila raised domestic 
aviation-fuel prices 21.9% on 21 September. 
The effects of a 48% rise on 5 December 
have yet to be felt. 

At the same time, PAL's foreign-ex- 
change losses have escalated because of the 
peso's 12.9% depreciation between April 
and October. US-dollar denominated fleet 
and financing costs — mainly aircraft leases 
and amortisations — were 1876 higher in 
October than the April-August monthly 
average, while some other forex losses dou- 
bled. Again, this deterioration does not in- 
clude the even bigger impact of Manila's 31 
October de facto devaluation of the peso, 
which cut its value by 8.7% to P28:USSI. 

As if this were not enough, PAL's man- 
agement is in a shambles. The 10 key offi- 
cers — including executive vice-president 
Leslie Espino, two senior vice-presidents, 
and four vice-presidents — were dismissed 
on the grounds that they had lost the 
- board's confidence. 

They are among 22 senior staff who 
have variously been accused of negligence, 
mismanagement and fraud. Four other 
vice-presidents have been suspended for 
between three and six months, while three 
other officers have been "admonished." 


The remaining five were exonerated. 

The accusations have yet to result in 
criminal charges, and are denied by those 
who were dismissed. In its decision to sack 
them, the PAL board made no finding of 
fraud or anomaly; it merely cited its "loss of 
confidence" in the executives. PAL presi- 
dent Dante Santos, who reportedly abstain- 
ed from the vote, told the REVIEW: "The 
mere fact that an official is being investi- 
gated means that there is already loss of 
confidence in him." 

PAL'S predicament appears to confront 
the government with two unpalatable 
choices: postpone the airline’s privatisation, 
provide it with financial support (some- 
thing the government can ill-afford to do) 
and allow PAL to bump up its unrealistically 
low domestic fares; or go for a quick sale at 
a much-reduced price. 

No signs have emerged so far to suggest 
that Manila will postpone the sale. Indeed, 
the 19 October appointment of Feliciano 
Belmonte as PAL chairman was intended by 
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President Corazon Aquino to accelerate the 
privatisation. Belmonte, who is also 
head of the Government Service Insurance 
System (GSIS), which owns 74% of PAL, 
succeeded then executive secretary Catalino 
Macaraig. 

Belmonte said in November that the PAL 
divestiture, based on a programme drawn 
up by the International Finance Corp., a 
World Bank affiliate, was in full swing. As 
a first step, about US$170 million of the air- 
line's US$650 million debt had been re- 
purchased using funds from the sale and 
leaseback of aircraft. If carried through, 
the programme would put 35% of PAL's 
shares in foreign hands, with the rest 
going to PAL employees and other local 
investors. 

A date for the sale and details of the bid- 
ding process have yet to be announced, 
though Belmonte and Santos say they ex- 
pect the airline to be sold by mid-year. US- 
based merchant bank J. P. Morgan has 
been contracted by the airline to advise on 
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foreign partner. 
Under Commission on Audit rules, the 


government will be required to invite ten- 
ders, though a Philippine company, 
Banahaw International Management Corp. 

(Bimacor), has offered the equivalent of 
P10 billion in US dollars for a negotiated 
sale. This is the only concrete expression of 
interest so far. Bimacor, which says it is ex- 
perienced in the aviation industry, hopes to 
persuade the government to waive the bid- 
ding rules. Under its proposal, unidentified 
foreign entities would hold 35% while PAL 
employees (probably mostly pilots) would 
hold 24%. Bimacor’s financial adviser is 
Hongkong-based First Pacific Bank. 

PAL president Santos attributes much of 
the airline’s woes to its domestic cost struc- 
_ ture. Internal fares have been determined 
-since the Marcos years by political, rather 
than economic, considerations. Fares are 
set by the Civil Aeronautics Board, which 
reports to the president. Santos notes that 
the Manila-Cebu fare is US$43. "Compare 
that to similar distances elsewhere: Osaka 
to Tokyo is US$120, New York to Washing- 
ton is US$80, and Melbourne to Sydney is 
US$150," he says. 





owever, higher oil prices forced 
the governments hand on 21 
September, when it granted an 
average 21.976 price increase 
(matching the fuel rise) for some domestic 
flights. But the benefits to the airline's over- 
all financial position will be limited: net rev- 
enues from domestic operations in October 
amounted to P324 million, compared with 
P1.4 billion for international revenue. 

The Philippines' foreign-exchange crisis 
has made things worse. Santos said local 
banks have been refusing to sell US dollars 
since September. "We had to rush to the 
central bank in November to tell them that 
if they don't give us the dollars, we'll be de- 
faulting on our leases," Santos said. Instead 
of selling dollars, however, the bank lent 
PAL US$20 million at market rates, Santos 
complained. 

Besides more-expensive oil, the Gulf 
crisis has cost PAL higher insurance sur- 
charges, mostly for the flights ordered by 
Manila in September to evacuate Filipino 
contract workers from Kuwait. 

But the real causes of PAL's malaise go 
deeper. Since its takeover by the Marcos 
government in 1978, the airline has been 
hobbled by ineffective management and 
corruption. Santos, a successful indus- 
trialist who is close to Aquino, claims to 
have turned the airline round, citing PAL’s 
profit of P583 million for the fiscal year that 
ended last March. In March 1986, the 
month Santos became president, the airline 
< had chalked up a fiscal-year loss of 2.1.9 bil- 











industry and relied on the judgment of 
long-time PAL officials. Said one insider: 
“It’s been a leaderless organisation, with 
Santos merely acquiescing to what his 
executives propose." 

Indeed, PAL’s improved performance in 
the fiscal year ending March 1987 owed 
more to new-found political stability in the 
Philippines and Aquino's roll-back of oil- 
price rises than it did to greater productivity 
by the airline. The following year, the air- 
line returned to the red, its losses made less 
painful by gains from the sale and lease- 
back of aircraft. Earnings in succeeding 
years have been helped by similar gains, 
and by accounting gains derived from re- 
purchasing debt at a 50% discount under 
the government's buy-back scheme. These 
latter amounts accounted for P516.2 mil- 
lion, or 88%, of the profits reported in 
March. 

Against this background, Gsis. head Bel- 
monte was made PAL chairman in October 
with a brief to speed up the airline's privati- 
sation and resolve its management prob- 
lems. He has been helped by retired Air 
Force general Romeo David, who was ap- 
pointed corporate-services senior vice-pre- 
sident, and who, it is believed, is being 
groomed to succeed Santos as president. 

It was David who in June brought to the 
board the allegations which resulted in De- 
cember's sackings. Although Solicitor-Gen- 
eral Francisco Chavez, a PAL board mem- 
ber, subsequently ordered an investigation, 
no criminal charges have been filed. The ac- 
cusations involved 23 purported ir- 
regularities, including a P158 million over- 
payment to an Australian-based ticket 
agent, the absence from stocks of aircraft 
parts worth P163 million and an inexplica- 
bly large inventory of 750,000 sanitary nap- 
kins. 


The accused PAL officials deny the alle- 
gations. Among other things, they say it 
was one of their own number who unco- 
vered the ticketing overpayment, and that 
the actual inventory of sanitary napkins 
was only 9,000. They have also denied any 
complicity in pilfering of aircraft parts, 
while noting in a statement that this "has 
been an endemic PAL problem." 

À source close to the accused officers 
said they suspect the allegations have been 
used as a pretext to purge PAL's upper man- 
agement so that David can take over as pre- 
sident with an entirely new core of execu- 
tives. This, they reason, would be the pre- 
lude to a sale. 

Chairman Belmonte says the firing and 
suspension of 14 key officers has not hurt 
morale. President Santos, however, says 
executives have become too cautious to 
make decisions, instead referring to him for 
authorisations they could give themselves. 

Santos himself appears to have given 
up. Asked whether he will be quitting PAL, 
he said: “I’m out of here the minute they 
allow me." E. 
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 subishi Heavy Industries. These ventures, 
though technically successful, were com- 
mercial failures because the companies 
tried to go it alone without sufficient mar- 
keting experience and after-sales support or 
a proven track record with which to woo 
airlines. 

But Japan's policymaking Ministry of In- 
ternational Trade and Industry has been 
determined in its strategy that manufactur- 
ing airliners is a logical step in upgrading 
industrial capabilities. JADC companies built 
the YS-11 airliner in a consortium known as 
Nippon Aircraft Manufacturing Corp. 

After the project failed, the group was 
reorganised with the same partners, and in 
the mid-1970s, the new grouping — Com- 
mercial Aircraft Development Consortium 
— bid for full partnership in the Boeing 767 
airliner programme. 

The ambitions of the Japanese consor- 
tium, however, worried parts of the US 
aerospace industry and the US Congress, 
which feared that future competition by a 
US-assisted grouping on the lines of 
Europe's Airbus Industrie might hurt US 
manufacturers’ markets. Consequently, the 
link-up was reduced to a subcontracting 
role that continues today. 


panels and other parts for the Boe- 

ing 767. While the group took part in 
the design work and shared the risk in de- 
velopment costs, it was not allowed to be- 
come an equity partner. 

In the late 1980s, Boeing invited the 
group — which had been renamed again 
as JADC — to take part in its 777 airliner 
project, which is to compete with the Air- 
bus Industries A-330 in the wide-body 
market for the next 15-20 years. But the two 
sides scaled back plans after a furore de- 
veloped in the US about an intended trans- 
fer of American technology for an indigen- 
ous Japanese jet fighter, the rsx. Plans 
now call for the indigenous fighter to be 
a redeveloped version of the F-16 manu- 
factured by General Dynamics Corp. of the 
US. 

Also, Boeing is facing the reality that 
with a winding down of the defence indus- 
try in the wake of the changing political 
situation in Eastern Europe, American de- 
fence manufacturers will be crying out for 
alternative work, creating an even stronger 
constituency in the US against full partner- 
ships with foreign companies. The work of 
the Japanese consortium on the Boeing 777 
includes the forward, rear and tail sections 
of the fuselage, the centre wing and wing 
ribs. 

International collaboration is now the 
name of Japan's game, not a separate pro- 
gramme. “We tried [an individual plan] 
with the YS-11, but now, no single com- 
pany can do it," an industry official says. 
"Almost all progress we know about is 
made by international partners." a 


T he consortium makes fuselage 
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Mahathır loyalists to control opposition’s firm 


Sweet revenge 


By Doug Tsuruoka in Kuala Lumpur 


ust three months after a bitterly fought 

general election, the last corporate 

bastion of opposition leader Tunku 
Razaleigh Hamzah has fallen under the 
control of the dominant party, the United 
Malays National Organisation (Umno). A 
controlling stake in Idris Hydraulic, an 
investment-holding company, has been 
amassed by an Umno company with no 
known business activities, according to 
sources close to Idris. 

By the end of the takeover exercise, 
Umno hopes to own at least a 30% stake — 
or 81.6 million shares — in Idris through 
Tanjung Layang, described by one ob- 
server as just a “paper” company. It is not 
clear how many shares Tanjung Layang 
has already purchased. 
Idris’ shares are currently 
valued at about 70 M 
cents (26 US cents) each. 

Prime Minister Datuk 
Seri Mahathir Mohamad, 
buoyed by the convincing 
win of his National Front 
coalition in the October 
1990 election, is con- 
solidating his power fur- 
ther by erasing Raza- 
leigh's last stronghold in 
Malaysia's business com- 
munity, the sources say. 


Razaleigh formed the vz 
Semangat ‘46 political 
party after losing an 


Umno leadership race in Patt 
1987. 


“They [Umno, the main Razaleigh: takeover victim. 


party in the National 

Front] are taking away everything [from 
Razaleigh]," an Idris official says. Although 
Idris was of little value to Razaleigh in fund- 
ing his political activities because of its 
cumulative losses and debts, the company 
provided him with strong links to the busi- 
ness community. 

Idris’ original owner was Koperasi 
Usaha Bersatu (KUB), a financially troubled 
cooperative that controlled the company 
through its investment arm, Permodalan 
Bersatu (PBB). The nearly 100% stake in 
Idris, a former British-owned tin-mining 
company, was purchased by PBB in 1981 
from Straits Trading Co. and through a 
general offer to Idris shareholders. 

Umno injected five PBB-controlled corpo- 
rations into Idris: Kewangan Usaha Ber- 
satu, Talasco Insurance, Masa Merdeka, 
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Mengawarti Sdn. and Advanced Elec- 
tronics. These companies provided the ail- 
ing company, which was seeking to pull 
out of the mining business, with new busi- 
nesses grouped around the property, fi- 
nance, manufacturing and insurance sec- 
tors. 
Idris, however, has been managed by 
an official assignee since 1988, when Malay- 
sias High Court dissolved Umno in the 
wake of a lawsuit brought by pro-Razaleigh 
dissidents. Although Mahathir quickly re- 
grouped his followers under the banner of 
Umno Baru, he was unable to reassert his 
control of KUB or its subsidiaries because of 
problems posed by the receivership and the 
resistance of Razaleigh's supporters on the 
boards of the three companies. 

Finance Minister Datuk Paduka Daim 
Zainuddin has denied al- 
legations that Umno used 
its control of the govern- 
ment to stop financial in- 
stitutions lending to KUB 
and Idris before the gen- 
eral election in an effort to 
put the companies out of 
business. But Mahathir's 
success at the polls has 
loosened Razaleigh's grip 
on Idris by encouraging 
some Semangat support- 
ers to reconsider their ties 
with the opposition. 

The unravelling of Se- 
mangat is underscored 
by what appears to be a 
switch in political loyalties 
by Idris’ current chair- 
man, Datuk Harun Idris, 
a long-time ally of Raza- 
leigh. Observers say Harun’s improved 
ties with Umno became public in Novem- 
ber, when he showed up at the party’s 
general assembly meeting. He was the 
only Semangat leader to attend the meet- 
mg 
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Semangat officials say Umno's majority 
stake in Idris has been culled from open- 
market transactions, PBB and the direct and 
indirect stakes in the company controlled 
by Harun. The takeover was also aided by 
PBB's practice of pledging the shares it con- 
trols in Idris as collateral for loans with local 
financial institutions. 

PBB's equity in Idris had been reduced 
to 17.1676 in 1986 largely as a result of the 
company obtaining loans from creditors in 
exchange for shareholdings. As of 17 Au- 
gust 1990, Idris 20 largest shareholders 
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were made up mostly of entities such as 
Arab Malaysian Nominees, which had a 
14.98% stake, and Mayban (Nominees), 
which had a 14.64% shareholding. 

On 6 July 1990, PBB issued a statement to 
the Kuala Lumpur Stock Exchange (KLSE), 
explaining that it was not a substantial 
shareholder in Idris and that its remaining 
stake in the company amounted to about 
9.93 million shares, or less than a 4% 
shareholding. Sources close to Idris say 
these shares were sold to Tanjung Layang 
with Harun’s approval. Harun is also be- 
lieved to have sold his own 11,000 shares to 
the Umno company. 

The money used by Tanjung Layang to 
purchase the Idris shares from PBB and 
other parties was funnelled through Roxy 
Electric Industries, a company that has 
been associated with Finance Minister 
Daim. As part of the takeover, Ishak Ismail, 
a businessman allegedly linked to Daim, is 
expected to be appointed to Idris’ board at 
a meeting on 10 January, according to 
sources close to Idris. Harun will eventually 
resign as Idris’ chairman, the sources add. 

Although Umno's takeover of Idris does 
not technically affect KUB, the sources say, 
the cooperative and its subsidiaries will 
subsequently fall under the control of 
Umno because of Harun’s influence on the 
boards of these companies. 

Some analysts believe Idris may enter 
into a lucrative arrangement with a local 
communications or property company. 
They say such a deal may involve Cel- 
com, a communications company formed 
through a joint venture with privatised 
_ telecommunications utility Telekom Malay- 
sia and Fleet Communications, a unit of 
Umno-owned Fleet Group. 

A pro-Razaleigh board at Idris led by 
Marina Yusoff had been labouring since 
1989 to turn around the company. Some of 
these efforts have recently borne fruit. Idris 
posted a consolidated pre-tax profit of 
M$10 million in the fiscal year ended on 31 
December 1989, compared with a loss of 
M$19.69 million in the previous year. Rev- 
enue rose 22% to M$123 million. (Idris had 
net current and non-current liabilities total- 
ling M$649.5 million at the end of 1989. 
More recent figures are not available.) 

But pro-Razaleigh overseers at Idris are 
expected to be sacked in favour of a board 
more sympathic to Mahathir. Analysts 
point out that Marina, Idris’ managing di- 
rector, has served as a Semangat vice-presi- 
dent and was the party’s defeated candi- 
date in the general election for Kuala Lum- 
pur's Lembah Pantai parliamentary district. 

Rumours about Idris have been rife on 
the KLSE since mid-December, when the 
company's share volume began to increase. 
Idris shares, which analysts have never 
considered a particularly attractive invest- 
ment, were the most actively traded on the 
KLSE on 2 January, with 1.6 million shares 
changing hands. 5 
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INVISIBLE HAND 


The nervous nineties 


Many Japanese businessmen and bureaucrats believe that economic recession in the 
US will prove to be “short and shallow.” From this they infer that Japan and other 
parts of Asia plugged into the international economy will escape relatively lightly. 
They are almost certainly wrong on both counts. 

This does not mean that recession with a small ^r," which even President George 
Bush has now acknowledged of the US economy, will necessarily evolve into the 
still unutterable depression with a big "D." But the dangers are there. 

Set aside the possibility of a collapse of the Uruguay Round trade talks, ignore 
the danger of a Gulf war, and there are still enough problems in the financial sectors 
of the US and Japan to bring about a severe and enduring recession in the global 
"real" economy. 

As investment bank Salomon Brothers puts it, the 1990s will see the "credit en- 
gines" of the 1980s go into reverse, bringing problems of debt-deflation “not seen 
since the 1930s." 

The crux of the matter is the arrival on the global stage of “non-price rationing 
of credit." Only failure to comprehend it permits blithe optimism that central banks, 
whether the US Federal Reserve or the Bank of Japan, can turn on economic growth 
as easily as they turned it off, at the flick of the interest-rate switch. 

Official monetary policy in countries which have already slid into recession — 
the US, Britain, Canada and Australia — has actually been easing while those 
economies have continued to slow down. This is one important factor which makes 
the current recession "atypical" of recessions in the 1970s and 1980s. 

If the 1980s taught nothing else, they proved that economic and business expan- 
sion can continue unabated in the face of high real interest rates, provided the sup- 
ply of credit remains liberal. In this sense, it was a decade that gave the lie to 
monetarism based on the price-rationing of credit. 

The causes of the new-style credit squeeze are well known: excessive lending by 
banks and non-banks in the 1980s strained capital ratios beyond what was belatedly 
deemed by regulators to be prudent, and resulted in dangerous over-exposure to 
real estate and in a proliferation of non-performing loans in general. 

In the US, households and over-leveraged companies are seeking to shed unpre- 
cedented debt loads. An accelerated slowdown in domestic demand and thus in in- 
vestment will have all-too-obvious implications for global demand. 

Banks, which are now as cautious as they once were profligate, cannot simply re- 
verse credit rationing even if the official discount windows open wider and reserve 
requirements ease. Their balance sheets are too stretched and asset inflation has by 
no means been wrung out of the system in either Japan or the US. 

The fact that borrowers can now tap international credit markets ought in theory 
to mean reduced vulnerability to capital rationing in any one country. The reality is 
that credit constraints can occur simultaneously in major markets, as the US and 
Japan are now proving. 

What is likely to emerge at the end of current disinflation — which could yet turn 
to deflation — might again prove strangely reminiscent of what happened at the 
end of the 1930s depression. Central banks, egged on by their ultimate political mas- 
ters, will first try monetary reflation through the simple expedient of easier central 
bank credit. Stagflation will be the inescapable result. 

Enter then the public sector and a neo-Keynesian recourse to fiscal stimulation of 
economies. This will be in stark contrast to the 1980s when, as Salomon notes, fall- 
ing government budget deficits emerged as the principal force behind the 
worldwide boom in consumption and capital spending. 

While the Japanese and British budgets have shifted into surplus, the US internal 
balance has remained stubbornly in deficit. But even there, recession is beginning to 
favour the public sector, with a flight to quality pushing financial institutions away 
from corporate securities and into government bonds. 

The first half of the 1990s will be a period of painful adjustment. But a proper ba- 
lance between fiscal and monetary policies and a willingness to enforce credit con- 
trol through means other than just price rationing will prevent the re-emergence of 
asset inflation. Out of darkness cometh light. m Anthony Rowley 
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INDUSTRY 1 


Retail labyrinth cannot resist pressure to modernise 


Reforms tn store 


By Charles Smith in Tokyo 


apan may be on the verge of shatter- 

ing one of the last remaining obsta- 

cles to free trade in its domestic eco- 

nomy. A byzantine retail-distribution 
system, which cossets manufacturers and 
small shopkeepers at the expense of the Ja- 
panese consumer, is coming under unpre- 
cedented pressure for reform. 

Japanese officials say that opening up 
the retailing industry will produce the first 
genuine price competition, particularly in 
food, since the start of the Meiji era (1868- 
1912). Then, the country modernised its 
manufacturing industry while leaving its 
distribution system intact. 

A three-stage plan has been drawn up 
for the revision (and possible eventual 
abolition) of the notoriously restrictive 
Large Scale Retail Store Law of 1974. Cities 
will be transformed over the next five to 10 
years, as the country’s hitherto dominant 
family-run stores give way to supermarkets 
and computerised chain stores. 

According to the Ministry of Interna- 
tional Trade and Industry (Miti), the gov- 
ernment agency which polices the retail- 
trade sectors, about 2,500 “large-scale” 
stores (defined as having more than 500 m? 
of floor space) will open in Japan within the 
next 18 months. This is more than double 
the rate of openings in the previous couple 
of years. 

In May 1990, Miti introduced an 18- 
month time limit on the previously open- 
ended procedure whereby local chambers 
of commerce review — or, in practice, quite 
frequently refuse to consider — applica- 
tions from store owners to open large or 
medium-sized stores. 

Miti's ruling does not apply to the text of 
the Big Stores Law (as it is known) but to 
the crucial question of "administrative gui- 
dance," a euphemism for the way in which 
government officials choose to interpret 
vaguely worded legislation. 

Actual changes to the text of the law are 
promised within the next 12 months, and a 
“basic review" of the law, possibly leading 
to its abolition, will take place in 1993. At 
the very least, the power of local authorities 
to introduce their own regulations govern- 
ing the opening of big retail stores will be 
reduced. 

This promise to overhaul the Big Stores 
Law was claimed by US officials as one of 
the major achievements of the Structural 
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Impediments Initiative (Sil) talks concluded 
in June 1990. But Miti says it was planning 
broadly similar measures well before the 
US started to apply pressure. 

Rationalisation of the retailing sector 
through an increase in the number of big 
stores should benefit consumers, Miti rea- 
sons, if only because big retailers offer a far 
wider range of goods than small stores and 
are less vulnerable to pressure from manu- 
facturers. Apart from the 100 branches 
planned by giant US retailer Toys ‘R’ Us, it 
is uncertain how many of the newcomers 
will be foreign. 

The phasing out of the Big Stores Law 
means that the writing is on the wall for 
many of the 875,000 "subsistence stores" — 
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shops with fewer than three employees — 
that still constitute the core of Japanese 
retail distribution system. But small shop- 
keepers have been disappearing, anyway. 
When shop owners retire, their children 
often do not want to carry on the family 
business. 

According to Miti, subsistence stores ac- 
counted for 57% of all Japanese retail estab- 
lishments in 1982 (when the total number 
of retail outlets peaked at 1.72 million). By 
1988, there were 100,000 fewer shops in the 
country as a whole and small retail stores 
had shrunk to 54% of the total. 

Even so, Japan boasted 680,000 small 
specialised food stores in 1988, more than 
five times as many as the US on a per- 
capita basis. Yoshihiro Tajima, chairman of 
the Miti-sponsored Distribution Economics 
Institute of Japan, thinks food stores will be 
the first to disappear when the small-store 
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sector “really” starts declining in the next 
five years or so. 

In the past, small food retailers have sur- 
vived because of a nationwide system of 
wholesale auction markets that favours 
small traders against bulk buyers such as 
supermarkets, Tajima says. But supermar- 
ket chains have recently begun dealing di- 
rectly with producers or negotiating pri- 
vately with market authorities before public 
auctions are held. 

Yasuaki Suzuki, professor of business 
administration at Aoyama Gakuin Univer- 
sity, believes that revamped shopping 
areas still have a bright future. But a 1985 
survey by Miti of the 10,000 or so shotengai 
classified 88.9% of them as having a stag- 
nant or declining business, compared with 
60.5% in 1970. Shopkeepers believe that 
competition is becoming fiercer. Only 676 of 
shop proprietors in a recent Miti survey 
said they had “no direct competitor." In 
1973, the figure was 24%. 

Miti officials privately admit that mea- 
sures to assist the industry are cosmetic. 
One official in the ministry's Small and 
Medium Enterprise Agency told the 
REVIEW that the budget available for help- 
ing shotengai to rebuild facilities (about *45 
billion — US$285 million — in fiscal 1989) is 
too small to be of much practical use and 
serves mainly as a token of official concern 
for small retailers. It is minuscule compared 
with the funds available to the Ministry of 
Agriculture for supporting farmers. 

According to Tomoaki Iwai, professor of 
politics at Tokiwa University, this is a reflec- 
tion of the political weakness of the retail 
sector. Shopkeepers suffer from not hav- 
ing a single national lobbying organisation 
comparable with the formidable farm co- 
operative movement, known as the Nokyo, 
which has managed to intimidate the gov- 
ernment into maintaining its ban on rice 
imports. 

The result, says Iwai, is that the Japan 
Communist Party (JCP) is replacing the rul- 
ing Liberal Democratic party (LDP) as the 
small shopkeeper's champion in many of 
the smaller cities. In the LDP, politicians ap- 
pear to have recognised that there is more 
political mileage (and certainly more cash) 
in ^mediating" at the local level between 
big stores and small retailer associations 
than there is in outright protection. 

The phasing out of family owned stores 
may not be the only shock in store for 
Japan's retailing industry. According to 
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Tajima, there will be a severe shake-out 
among larger retailers since deregulation 
will lead almost inevitably to excessive ex- 
pansion and tougher competition and to an 
eventual increase in the number of business 
failures or forced mergers. 

Tajima says Japanese retailers are imma- 
ture compared with their US or European 
counterparts: their approach to branch- 
network expansion normally stresses sales 
growth at the expense of everything 
else, induding a reasonable return on 
capital. However, he stil believes the 
long-term effect of liberalisation will be 
to produce an overdue concentration of 
the retail sector. This in turn should help 
to redress the imbalance of power between 
Japan's manufacturers, who have the 
upper hand, and the weak distribution in- 
dustry. 

Increased competition between a small- 
er number of powerful retail chains will 
lead to increased pressure on manufactur- 
ers to cut prices instead of relying on 
"tame" distributors to preserve market 
share. Eventually, price levels within Japan 
could start reflecting international trends in- 
stead of following a mysterious path of 
their own. 

Signs that retailers are already gaining 
the upper hand on manufacturers are ap- 
pearing in the clothing industry. The fastest 
growing chains now design clothes them- 
selves rather than stock goods consigned to 
them on a sale-or-return basis by manufac- 
turers. 


ut the mushrooming of "roadside" 
discount stores, whose floor space 
is designed to stay just below the 
levels restricted by the Big Stores 
Law, is turning out to be an urban plan- 
ner's nightmare. 

One of the side effects of rigid govern- 
ment controls on the siting of new shops 
has been the absence of any overall urban 
zoning regulations. Only 1.5% of the land 
area of Japanese cities is covered by detailed 
zoning rules that effectively prevent hous- 
ing areas from being overrun by commer- 
cial development, according to Ichiro Aoki, 
a deputy division director in the Construc- 
tion Ministry's city-planning division. The 
Big Stores Law, in effect, lays down zoning 
rules on an ad hoc basis. 

The lack of rigid zoning rules suits local 
governments which like to be able to strike 
deals with developers in return for political 
contributions or donations to road-building 
programmes. But Tajima believes Japan 
could turn into a wilderness of drive-in 
superstores if the government stops reg- 
ulating commercial development and if it 
fails to introduce an adequate zoning sys- 
tem. 
If the retail trade was successfully lib- 
eralised, however, it could have a level- 
ling effect on Japan's polarised real-estate 
prices. More opportunity for the big chain- 
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store companies to expand in the suburbs 
of big cities would mean less pressure on 
space in traditional commercial areas such 
as Shinjuku, Ikebukuro and Shibuya, three 
famous Tokyo shopping and entertainment 
districts where land is currently valued at 
more than ¥25 million a m2. 

Freedom to invest anywhere should 
lead to more competition between cities, or 
in the case of Tokyo and Osaka between 
shopping centres. Hajime Furuta, director 
of Miti's retail-industry division, says some 
shoppers are prepared to drive 50-100 km 
to buy clothes if the reward is lower prices 
and a wider choice of goods, or if there is 
an added attraction such as a health club, 
an exotic restaurant or a concert. 

Despite US satisfaction at Tokyo's com- 
mitment to overhauling the retail industry, 
deregulation will not necessarily be good 
for imports, or least not for established im- 
porters of European and US branded pro- 
ducts. For instance, the newly acquired 
right of big supermarket chains to sell al- 
coholic liquor (previously most sales were 
through department stores and small 
specialist stores) will probably lead to the 
chain stores developing their own cheaper 
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brands rather than selling imported pro- 
ducts. 

Officials at Miti remain convinced that 
a freer distribution system will provide a 
boost for imports, if not traditional goods 
from the West. Asian exporters to Japan of 
electrical and other goods may fare better, 
but they will have to overcome their image 
as producers of poor-quality goods. 

Miti, however, is commited to liberalisa- 
tion for reasons other than foreign pres- 
sure. If the official stranglehold on retail 
store openings is broken, the hapless Ja- 
panese consumer may become as value- 
conscious and as discriminating as his 
counterparts elsewhere in the world. m 
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Clothing chains which 
avoid the middleman 


Wholesale 
killers 


y ignoring the elaborate wholesale- 

distribution system, a new genera- 

tion of specialised clothing stores has 
managed to slash the price of goods and 
double their market share in five years. So- 
called “roadside” stores in city suburbs, 
which buy directly from manufacturers, 
now account for 10% of the ¥3.6 trillion 
(US$26.5 billion) men’s clothing market. 
Upmarket department stores, meanwhile, 
have had to struggle to increase their 
sales. 

Something similar has been happen- 
ing with children’s clothing, thanks to the 
enterprise of retailers such as Takatoshi 
Yajima. He has organised a 
network of manufacturing op- 
erations — mostly located 
outside Japan — that bypass- 
es the entire traditional distri- 
bution system. 

One of the prize exhibits at 
Idol, Yajima’s chain of 300 
specialised children’s clothing 
stores, is a pair of boy’s cotton 
shorts imported from Viet- 
nam after passing through va- 
rious manufacturing centres 
(China, Japan, Hongkong and 
Thailand, as well as Vietnam). 
A similar pair of shorts would 
be nearly twice as expensive 
in a Tokyo department store, 
Yajima says. The reason is not 
simply Idol's skill in organis- 
ing a complex division of la- 
bour. 

Unlike conventional retail- 
ers, who enjoy the luxury of 
being able to return unsold 
goods to the wholesale network, Idol buys 
the whole of its stock outright and in cash. 
The company can fix its own prices instead 
of having them dictated by wholesalers or 
manufacturers, who often assign staff to 
department stores to ensure that goods are 
not discounted. 

A chain of kimono stores run by 
Yajima's father introduced the practice of 
cutting prices by commissioning directly 
from the manufacturer. The kimono com- 
pany, Yamato, could dictate its terms be- 
cause kimono makers tend to be tiny work- 
shop-style operations with a tradition of 
working to order from customers. Yajima 
organised a network of children's clothing 
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makers similar to the traditional kimono 
workshops. 

Buying goods outright means Idol 
stands to lose heavily if a line of clothing 
fails to sell. But with a 300-store network, 
Idol is less likely to be saddled with unsale- 
able goods than a department store com- 
pany with a vastly wider range of goods 
and a much smaller number of branches. 

Cutting out the wholesaler network also 
means that goods can be manufactured 
quickly when needed: a Korean-made 
piece-dyed (as opposed to yarn-dyed) 
sweater can be on the shelves two weeks 
after the production order has been placed. 
Fast delivery from the manufacturer is one 
reason why Idol can turn over its entire 
stock 13 times a year, a much higher rate 
than for the traditional system. 

A roadside store chain with 122 branch- 
es that specialises in men's suits, Aoki In- 
ternational, will typically order 3,000 suits 
of a particular style (in 15 sizes), whereas 
the largest department store might order 
only 300. The company's bulk-buying saves 
it money at every stage of the manufactur- 
ing and distribution process, including the 
cost of the material. 

Further, Aoki saves about 15% on the 
retail price of an average suit by planning 
its sales strategy 12-18 months ahead, al- 
lowing it to place orders with manufactur- 
ers in off-peak production seasons. 

The major saving comes at the handling 
stage, where conventional Japanese cloth- 
ing wholesalers incur massive costs on the 
return of unsold goods and the despatch of 
staff to serve, and monitor the prices, at de- 
partment stores. 

According to Nikkei Ryutsu Shimbun, a 
retail-industry journal, 39.576 of all women's 
fashion garments were returned unsold to 
wholesalers by department stores in 1989 
(though many returned goods may have 
been sold after the wholesalers shipped 
them to other department stores). 
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Branch shopping leads retail revolution. 


The ratio of wholesalers' staff manning 
the counters in the clothing departments of 
Mitsukoshi is reportedly as high as 66%, a 
figure which virtually reduces the store's 
role to that of an expensive showcase. 


he irony of Aoki's position in the 
i clothing business is that the goods 
the company sells are almost indis- 
tinguishable from the fashionable designer 
clothes offered in department stores. Like 
nearly all the big names in the men's fash- 
ion industry, Aoki's clothes come from a 
multitude of small-scale factories employ- 
ing anywhere from 20 to 300 workers, most 
of whom work to designs provided by fam- 
ous European couturiers. 
Aoki differs from big-name clothing 


fensive. 
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ren, many of whom 


the nearest main railway station. But an underground c 
considered the best solution, would cost X20 million 
(US$148,300) a parking space or about *50 billi 


As this is roughly equivalent to the annual turnover of the 


specialists such as Onward Kashiyama or 
Renown in paying designers a royalty in- 
stead of a fixed design fee for the goods it 
commissions and in modifying the original 
designs, ostensibly in order to “suit Japan- 
ese taste.” Whether such modification is 
necessary, the result is that designer clothes 
sold at Aoki stores are slightly different 
from the original European designs sold at 
roughly double the price in the prestigious 
department stores. 

According to Aoki spokesman Mitsuo 
Takahashi, roadside stores specialising in a 
single line of goods would probably not 
have succeeded before the 1970s, when the 
family car was not so commonplace. Until 
then, most people either walked to shops 
or used public transport. 

Roadside stores enjoy numerous inci- 
dental advantages. With so much business 
weighted towards the weekend, they can 
rely heavily on part-time staff. In Aoki’s 
case, only 630 employees out of 1,600 work- 
ers work full time. 

Another attraction of running a large 
network of relatively small outlets is the 
ability to take advantage of climatic vari- 
ations. Aoki's branches in the Hokuriku 
area on the Japan Sea coast can be used for 
pilot marketing of winter fashions before 
goods are placed on sale in the main mar- 
ket of Tokyo and the surrounding area; 
winter comes two weeks earlier in the 
Hokuriku region. 

Takahashi describes Aoki as a “category 
killer,” meaning that it and similar com- 
panies are driving traditional retailers out of 
a whole market sector. Department stores 
may continue to rule the roost as sellers 
of expensive European branded goods, 
Yajima adds, but the retailing revolution is 
all about offering prestige-label goods at 
half the price. 

It is only the prejudice and gullibility of 
Japanese consumers that is delaying the 
process. m Charles Smith 


centres which have put the Isezakicho shopkeepers on the de- 


Until the past two years or so, Isezakicho mall just managed 
to hold its own against competition from a complex of depart- 
ment stores and underground shopping arcades that have 
sprung up in the past 20 years around Yokohama station, in- 
cluding the 70,000-m? Sogo department store, Japan's largest. 

But Koichi Tamaki, chairman of a local 
says there is a risk of abrupt decline within the next four to five 
years as shopowners retire and are not succeeded by their child- 
prefer to work as salarymen employed by 


To stave of disaster, Isezakicho shopkeepers need to put 
themselves on the communications map of Yokohama: at pre- 
sent, the area suffers from being nearly 10 minutes' walk from 


retailers’ association, 


d car park, 





on for 2,500 cars. 
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Rebel electrical-goods shop wins against odds 








bution system is not the entrenched 

power of small retailers, but the way 
manufacturers manipulate the system to set 
prices and keep out newcomers. The manu- 
facturers’ clout used to be strongest of all in 
the massive market for consumer electronics. 
Yet this is one area where the old order 
seems to be passing as enterprising new- 
comers find ways to beat the tightly regu- 
lated system of manufacturers’ “families.” 

A prominent, if untypical, example of a 
former family member successfully striking 
out on his own is Minoru Terada, a 35-year- 
old engineer. He originally set up business 
as a retailer selling goods with the National 
brandname, one of 24,000 small business- 
men officially privileged to do so by Mat- 
sushita Electric, Japan’s largest consumer 
electronics maker. 

But in 1983, Terada was caught dis- 
counting the company’s products. Mat- 
sushita took away his sign and trading 
manual. Although he was unable to raise a 
bank loan for years afterwards, he man- 
aged to set up a retail network of his own 
called Step Co. 

The company offers no after-sales ser- 
vice, does not permit the return or ex- 
change of goods and is proud of the fact 
that goods are stacked in carboard boxes in- 
stead of displayed. Prices for video systems 
and personal computers are 10-15% less 
than in Akihabara, the network of streets in 
central Tokyo that handles 10% of Japan's 
consumer electronic sales. 

Step has built up an independent sup- 


T he real problem with Japan's distri- 


Step out of line 


ply network that enables the company to 
ignore unofficial price guidelines set by 
manufacturers. Part of its supplies come 
from the so-called genkin donya (cash 
wholesaler) network of cut-price dealers 
based in the Kanda district of central 
Tokyo. Their job is to dispose of the unsold 
surpluses of “legitimate” dealers in Akiha- 
bara. 

Another source of supply, though 
Terada himself does not confirm this, al- 
most certainly consists of overflow sales 
by manufacturer-controlled wholesalers in 
other parts of Tokyo who have been unable 
to meet the volume-sales targets set for 
them by the producers. 

According to Masahiko Ota, president 
of Jason Co., a discount specialist whose 
prices rival Step’s, wholesalers assigned to 
Tokyo by the big electronics makers typi- 
cally dump their excess stock in the sur- 
rounding prefectures when they cannot sell 
to small retailers within their own territory. 


T erada says heavyweight electronics 


manufacturers such as Matsushita 

have come to regard Step as a neces- 
sary evil, given the conventional dis- 
tribution system's need for some kind 
of safety valve. But stories abound of 
the pressures still applied by manu- 
facturers to keep conventional dealers in 
line. 

According to Terada, stores at Akiha- 
bara operate a four-tier pricing system 
which is designed to give the consumer the 
impression of being able to strike a bargain, 


while actually conforming strictly to manu- 
facturers' recommendations. 

The system starts with a list price which 
is seldom or never used in practice, fol- 
lowed by a resale price which is about 4% 
cheaper and two actual selling prices (jit- 
subaikakaku). These are, respectively, 15% 
and 20% below the list price and represent 
the bargains offered to frequent shoppers. 

Akihabara retailers who go below the 
second actual selling prices are liable to be 
reported to the manufacturers by com- 
petitors, Terada claims, and may be 
punished by a suspension of deliveries. 
Wholesale prices are usually set at about 
60% of list prices so the retailer is left with 
a margin of 20% even if he sells at the low- 
est of the two actual selling prices. 

Minoru Ota, president of the Rogers dis- 
count store group in Saitama prefecture (so- 
called because the president is a fan of film 
star Ginger Rogers), says that Matsushita 
and other big manufacturers normally 
allow selected discounters in the Tokyo 
suburbs to offer prices well below the 
Akihabara minimum. But this mainly 
applies to older models, or to products 
which are designed simply to match those 
already being sold by other manufacturers. 

However, if the manufacturer objects to 
what is being discounted, he may react by 
buying up the shop's entire stock of the 
item and forcibly selling it back to the 
wholesaler who originally supplied the 
goods. 

Pressure from manufacturers on the 
tens of thousands of small retail stores that 
form the backbone of the distribution 
system for consumer electronics is less blat- 
ant but possibly even more effective. Ac- 
cording to Tadashi Saito, a researcher at the 
Miti-sponsored Distribution Economics In- 
stitute of Japan, manufacturers keep small 
retailers in line by paying rebates that rec- 
ognise loyalty as well as sales volume. 

Loyalty, in this definition, includes the 
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Isezakicho mall, central or local government subsidies would be 
required. Yokohama officials are considering the matter. 

If the Isezakicho mall seems rooted in the past, the future is 
respresented by Mycal Honmoku, a slick new shopping centre 
housed in what is optimistically claimed to be a Spanish colonial 
architectural setting. The brainchild of Nichii Co., Japan's fifth- 
largest supermarket chain, Mycal is a complex of trendy 
boutiques, induding more than 20 foreign retailers; upmarket 
food stores; and leisure facilities, including a health club and a 
concert hall. It opened in April 1989 on the site of a former US 
army installation south of Yokohama's city centre. 

The sponsors, who also own much of the land on which the 
complex is built, claim that Mycal attracted 15 million visitors in 
its first year, twice as many as had been expected. But total sales 
of about ¥32 billion were in line with the original target. Judg- 
ing by the car registrations in the complex's 2,500-vehicle car 
park, at least a quarter of Mycal's weekend visitors are Tokyo re- 
sidents. The sponsors claim that 70% of all customers are aged 
between 20 and 39. Mycal stores do not stock products aimed at 


older people. 
The Yokohama city government welcomes the way Mycal is 


helping to upgrade the Honmoku area, which was little more 
than a wilderness when the US Government handed it back in 
1982. Elsewhere, its problem is to prevent aggressive retail 
chains from overwhelming housing areas with ambitious new 
stores. 

Tatsuo Kashiwada, a planner in the economic-affairs bureau 
of the city government, says he tries to persuade companies 
seeking permission for large-scale land purchases either to re- 
duce the size of their projects or to contribute to the improve- 
ment of Yokohama's woefully inadequate road system. 

“Administrative guidance,” a popular euphemism for 
bureaucratic arm-twisting, has worked well enough in the past 
but may become impossible if the government succeeds in re- 
writing the Big Stores Law to outlaw municipal interference. 
That would be good for consumers but not necessarily good for 
the orderly development of Japan’s increasingly chaotic cities. 

B Charles Smith 
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extent to which retailers stick to price re- 
commendations and the share of the man- 
ufacturer's products in the retailer's overall 
sales. In other words, a retailer whose over- 
all sales performance is poor but who 
mainly handles the products of one man- 
ufacturer may be given bigger rebates than 
a store which handles a variety of brands, 
irrespective of the volume of goods sold by 
either type of store. 

Manufacturers do not exercise financial 
control over retailers through equity stakes 
or loans, Saito says, but many companies 
send “helpers” to small shops who can 
monitor sales policy. These helpers can 


discourage the proprietor from handling 
rival products, including imports. 

A spokesman for Matsushita told the 
REVIEW that the company makes no at- 
tempt to regulate prices charged by retail- 
ers, though it publishes a list price for most 
of its products. Matsushita says the 24,000 
small retailers in its group account for a 
steady 60% of its domestic sales (against an 
industry average of 40% for sales through 
similar groups). 

Matsushita is encouraging retailers to 
specialise. Privately, some Matsushita man- 
agers believe that the number of national 
shops will have to be scaled down as shop- 
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Not all shops are behind the times 


Open-and-shut case 





By Marjorie Sun in Tokyo 


ackaged doughnut in hand, a young 
man in jeans steps up to the cash re- 
gister at a convenience store in north 
Tokyo's Ikebukuro district. The check-out 
assistant presses a laser-scanning gun to 
the item, punches a couple of buttons on 
the register, accepts the customer's money 
and hands him his change. The whole 
transaction takes less than 10 seconds. 

In that brief time, Family Mart Co. has 
gathered a wealth of information through a 
computerised system that has helped to 
propel the company and other convenience 
stores into one of the fastest growing parts 
of Japan's retail sector. Convenience stores 
are “a rare example" of distribution effi- 
ciency in Japan, says Joy Walbert, a senior 
analyst at Baring Securities’ Tokyo office. 

Since 1985, Family Mart and similar 
companies have each year opened more 
than 2,000 shops. Revenue has jumped an 
average of 30% during the past two years, 
according to Mike Allen, senior analyst at 
Barclays de Zoete Wedd in Tokyo. 

With more than 40 rival groups in the 
sector, competition is fierce. Seven-Eleven 
Co. is by far the leader of the pack and will 
grow even more once its parent company, 
Ito-Yokado, completes its purchase of 
Southlands, the US originator of the 7-Ele- 
ven franchise. Family Mart, a member of 
the huge Seibu distribution empire which 
also runs department stores and supermar- 
kets, is the second largest with one-third 
the sales of 7-Eleven. 

Convenience stores are a relatively new 
phenomenon. Family-owned outlets have 
long dominated the retail industry, but in 
1989, their share of a market then worth 
3115 trillion (US$853.1 billion) a year had 
declined to about 60%, from 70% in 1986, 





and the trend is expected to continue. 

Family stores have failed to keep pace 
with contemporary lifestyles. They are usu- 
ally closed after 8 p.m., while their newer 
rivals are open 24 hours. At the conveni- 
ence stores, customers can pay gas and 
electricity bills, order cinema and theatre 
tickets, arrange courier services or use a fax 
machine. Easy-to-cook food available at all 
hours is especially popular with young, 
single people. 

Also, they offer a much wider array of 
sundries and other kinds of merchandise 
than family shops. The commercial life of 
half of these items is only a year, says Fam- 
ily Mart spokesman Ken Mizuochi says, so 
inventories are constantly changed to keep 
up with the latest fads. 

Convenience marts can stock so many 
lines and keep a low inventory (which in 
turn means cutting costs, and prices, to the 
bone) because of computerisation. The 
point-of-sales system, or POS, as it is 
known, has revolutionised retailing. 

With the POS system, a store can analyse 
data about sales of a specific brand and gen- 
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pers tum to more competitive outlets. 
Terada says Matsushita is impatient with its 
traditional distribution system, but the 
company cannot dismantle it because of the 
huge number of people who are dependent 
on it. 

The revolution in the retailing of elec- 
tronic consumer goods has done little to 
boost imports of products from Asia's 
newly industrialised countries (NICs). Until 
Japanese consumers are persuaded that 
cheaper does not necessarily mean inferior, 
NICs’ imports and discount stores will con- 
tinue to have an image problem. 

m Charles Smith 


eral categories, the demographics of cus- 
tomers, the time of purchases by hour, day 
or week, and even daily weather condi- 
tions. This information is tabulated and 
analysed by a computer at the store, which 
in turn is linked to more sophisticated com- 
puters at corporate headquarters. 

When the young man bought his 
doughnut at Family Mart in Ikebukuro, for 
example, the cashier fed detailed informa- 
tion about the product into the store's com- 
puter system by scanning the bar code on 
the package with the laser gun. The clerk 
also pressed a button on the cash register 
that identified the customer as a young 
male. (There are buttons for young females, 
young male and female students as well as 
^mature" women and men.) 

With information from the POS system, 
stores can order precise quantities of sup- 
plies, particularly of food, for morning, af- 
ternoon or evening on a given day. At Fam- 
ily Mart, the day's order for food is based 
on data covering the past two weeks. 

Despite the chronic traffic congestion in 
Japan's urban areas, 7-Eleven and Family 
Mart stores receive food deliveries three 
times a day through their streamlined dis- 
tribution systems. Family Mart, for exam- 
ple, clumps its stores together so that a 
common distribution depot is no more than 
two hours from any one store. 

In addition, 7-Eleven has a history of 
novel and successful delivery methods that 
cut down on costs and ensure fresh food 
reaches stores on time. A decade ago, it 
convinced three competing dairy companies 
to combine their deliveries. In 1984, 7-Eleven 
went even further and combined deliveries 
of all refrigerated foods. In 1987, it began 
delivering cooked rice three times a day. 

Because convenience stores sell in such 
high volume, they have enormous pur- 
chasing power, Allen says. As Japan's 
largest retailer of food, 7-Eleven is the ex- 
clusive customer of six food companies. It is 
the nation's top seller of boxed lunches and 
rice balls, oden (pieces of fish, vegetables, or 
soybean cakes which have been simmered 
in broth), canned coffee, pastries, ramen 
noodles, and magazines, according to com- 
pany data. * 
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Taiwan seeks new winners to back 


The capitalist seed 


By Chris Brown in Taipei 


the next six months to begin disburs- 

ing a further NT$1.6 billion (US$59 
million) to venture-capital funds, a move 
that will create further opportunities for 
foreign investment in Taiwan. 

By expanding the venture-capital pool, 
Taipei hopes to strengthen the island’s in- 
dustrial base. The seed capital is likely to be 
accompanied by greater efforts to ensure 
that investment goes to the areas the gov- 
ernment most wants to develop. 

The bulk of Taiwan’s venture capital has 
so far gone into computer and electronics 
companies. While these are still important, 
Taipei wants also to boost other “strategic 
industries” such as aerospace, specialty 
materials, biotechnology, environmental 
products (such as chemicals for de-pollut- 
ing river water) and electro-optics — a field 
which includes laser printers, fax machines 
and computer disk-drives. 

Compared with past efforts, the govern- 

ment is this time expected to be more selec- 
tive in its choice of investment partners. 
Its goal is to lure not only financial sup- 
port for promising young companies but 
also foreign technology and technical ex- 
pertise. 
Officially, venture capital came to Tai- 
wan in 1985, when the state-run Bank of 
Communications invested a total of NT$800 
million in eight funds. Local and overseas 
investment has since swelled these to 
NT$4.5 billion. Additional funds have also 
been set up. According to the Ministry of 
Finance (MOF), 20 venture-capital firms now 
operate in Taiwan, with roughly NT$10.5 
billion invested in more than 200 enter- 
prises. These include a sizeable number 
of overseas firms with interests in Tai- 
wan. 
Most funds target established small com- 
panies in need of second-round financ- 
ing with a view to a public listing or merger 
in three to five years’ time. Typically, only 
one or two out of up to 100 investment pro- 
posals are approved, with a fund’s partici- 
pation usually limited to around NT$40 
million. 

About 10-20% of the total investment 
pool is reckoned to be foreign money. Until 
this month’s partial opening of the Taipei 
stockmarket, the venture-capital route was 
one of the few channels for foreign invest- 
ment. 

Seven of the eight original funds are 
aligned with foreign partners, who gener- 


T he Taiwan Government plans within 
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ally have a seat on the board and some 
authority in investment decisions. Foreign 
backers include Hambrecht & Quist (H&Q) 
and Wang Development & Investment 
Corp. of the US, Japan's Nippon Invest- 
ment & Finance Corp. and Banque In- 
dosuez of France. 

Taipei has kept narrow limits on the 
venture-capital funds, restricting their in- 
vestment to the designated "strategic in- 
dustries." Venture-capital firms must sub- 
mit annual reports and notify management 
changes to the MOF. Industry observers ex- 
pect that the government may in future 
also appoint co-managers to oversee funds 
in which it participates. 

The MOF is selective in letting in foreign 
venture-capitalists. Foreign applicants are 
required to have had annual invested capi- 
tal of more than US$5 million over three 
years, with at least 30 current projects, or 
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show special experience of investing in hi- 
tech industries. 

These rules reflect Taipei’s use of ven- 
ture capital as a policy instrument to ac- 
quire foreign technology rather than simply 
a financing mechanism. However, its ef- 
forts so far have fallen somewhat short of 
its goals. 

There is broad agreement that the in- 
dustry lacks experienced fund managers 
(H&Q saw its core staff lured to two new 
venture-capital companies). The authorities 
are also understood to be concerned that 
some funds have not been very successful 
in attracting overseas technical expertise, 
while others have become vehicles for il- 
legal stock speculation. 

Speculative activity reached its height in 
1989 following the profitable (for sharehold- 
ers) flotations of computer-equipment firms 
Acer and Microtek International the pre- 
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vious year. Shares in other, yet-to-be-listed 
technology firms, such as Taiwan Semicon- 
ductor Manufacturing Co. and Winbond 
Electronics, suddenly became hot invest- 
ments on Taiwan’s unofficial “grey” mar- 
ket. 

While this speculation has now cooled 
along with the collapse of the Taipei stock- 
market, it highlighted a problem for mana- 
gers of venture-capital funds: how to realise 
investment gains. The preferred exit route 
would be through a stockmarket listing 
when a company in the investment stable 
reaches maturity. But few of Taiwan's 
many small hi-tech enterprises are in any 
shape to go public. 

Typically, their capital base is low, 
profits are erratic, management is a family 
affar, and the product line may be nar- 
row with little export potential. And even 
among the more promising companies, 
the prospects for new listings in the Taipei 
market's currently chastened state are not 
bright. 

Although an over-the-counter market 
exists for shares of smaller firms, only a 
handful of stocks trade on it. Thus, ven- 
ture-capital funds can only withdraw by 
selling their stakes privately. 

Sector-wide performance figures for the 
20 funds are unavailable, as in most cases 
their investments are too recent to have 
borne fruit. Some companies do pay an an- 
nual dividend to venture-capital investors, 
but often this is in the form of stock rather 
than cash. 

However, Chin Lin, president of China 
Venture Management, one of the longer- 
established fund managers, says the firm's 
first fund achieved compound annual re- 
turns of about 25%, while a second fund 
is on course to better that result. An- 
other fund manager, Champion Consult- 
ing Group, forecasts compound annual re- 
turns of 35-40%. 

Managers of venture-capital funds typi- 
cally charge a pricey 2.5% a year in services 
fees and cut themselves 20% or so of any 
capital gains. Whether the competence of 
fund managers justifies these charges is 
one of several matters causing particular — 
concern to the government. i 

Another is evidence that too many of 
the Taiwanese firms who have invested in 
venture-capital funds have little experience 
of technology. In some cases, they are lured 
by tax incentives offered to venture capital. 
Moves to limit the amount of money that 
publicly listed companies can put into the 
funds are under study. 

With the chances of heavy speculative 
gains removed — for the moment, at least 
— and the likelihood of greater govern- 
ment scrutiny, the outlook is for a more 
testing time for fund managers. “The good 
times are over,” says China Venture’s Lin. 
“Starting now, we're really going to see 
who knows how to manage these funds 
well.” x 
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y! Mark Clifford in Seoul 


oncerns are mounting among for- 
—. eign bankers in South Korea because 
\_A of rising costs, sluggish business 
rospects and labour squabbles. Some of 
ie banks are even evaluating their commit- 
nts i in the country, one of Asia's largest 
king markets. 

On 5 January, Westpac Bank an- 
ounced that it would close its branch in 
eoul and begin winding up operations be- 
iuse of chronic labour disputes. The Aus- 
alian bank's move came after a four- 
onth strike that centred on union de- 
mands to have a say in personnel manage- 








5 Last year, six foreign banks cut their 
taffs as a result of high costs of doing busi- 
..ness in the country and narrowing profit 
. margins. These were the first large-scale 
__ Staff cutbacks since foreign banks opened 
-branches in South Korea in 1967. Fifty-three 
D d banks have branches in the coun- 












v - Early retirement programmes have been 
I unplesenied at Chase Manhattan Bank, 
Australia & New Zealand Bank, Barclays 
-Bank, Banque Indosuez, Lloyds Bank and 
Royal Bank of Canada. About 25% of the 
total staff of 400 people at the six banks 
have taken early retirement. The program- 
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ie e nar il n , their South MM operations 


mes at the banks were generous, with the 
maximum payment to one Chase Manhat- 
tan employee reportedly totalling Won 460 
million (US$642,000). 

Other foreign banks are considering 
similar redundancy plans. "[The staff re- 
ductions are] related to the general bank- 
ing conditions here and overall costs," 
says Chase Manhattan's country manager 
Richard Mounce. "We have seen real soft- 
ness in revenue over the last 18 months 
and expect revenue over the next 24 
months to stabilise at this level or decline 
further." 

Staff costs, which account for up to two- 
thirds of overhead costs for foreign banks 
in South Korea, have also doubled between 
1987 and 1990. The foreign bank union 
has been one of the most effective labour 
groups in the country in raising wage levels 
and improving working conditions, accord- 
ing to analysts. "You're matching a doubl- 
ing of staff costs and an increase in other 
costs against a declining revenue stream," 
Mounce says. 

Moreover, business prospects are not 
promising. Foreign bankers estimate that 
profits declined 10-30% in 1990. The 
outlook for this year is no better. Trea- 
sury business, which indudes foreign- 
exchange trading, had been a growing 
source of profits for foreign banks. But 
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ied of the Philippines’ few promising 
export industries claims its access to the 
Nerio US market is being threatened 
by US rivals who are using alleged health 
concerns to dingue a trade-protection 
campaign. 
hil ippine carageenan, a seaweed de- 
/ative used as a gelling agent, was 
xlared by US food-industry regulators 
1990 to be fit for use in food 
cts. But 12 members of the US 
ouse of Representatives. succeeded in 
ember in attach: ing a rider to the 1991 
deral ‘budget which. requires the re- 
gi ators to re-examine their a A 


-The MM Industry Association of 
ne ind Eu ean 


petitors have launched a misleading 
media offensive against imported 
carageenan to frighten US importers 
from confirming supply contracts. 

Philippine carageenan manufacturers, 
spearheaded by leading producer Shem- 
berg Marketing Corp., are particularly 
anxious because the alleged campaign 
coincides with their hopes of tapping a 
huge, new market. Hamburger chain 
McDonald Corp. is testing a low-fat ham- 
burger, using Philippine carageenan as 
binding agent. 

Exports of carageenan as well as un- 
processed dried seaweeds have been 
growing rapidly, from. US$8.3 million in 
1980 to an estimated US$48 million in 
1990. Producers believe that if they had 
unfettered access to the the US market, it 
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mid-1990. have Subs activ 
area. — : 
“I think it’s s going to ae a tough year i in. 
terms of trying to find new products, par- 
ticularly in foreign exchange,” says Alan | 
Timblick, manager of Bardays 
branch and head of the Foreign Bankers 
Group. 

High interest rates and restrictions on 
raising funds are also hampering expansion 
by foreign banks. Citibank is the only for- 
eign bank attempting to build a branch net- 
work, a move reflecting the US bank's 
global strategy. 

In addition, foreign banks have seen 
their so-called swap lines, which guarantee 
access to won funding, reduced. progres- 
sively since 1987. A cartel of local banks 
routinely denies foreign banks access to 
market-rate funds on the interbank market. 
Continuing restrictions on issuing. certifi- 
cates of deposit and engaging in the trust. 
business make other sources of funding - 
problematic. 

Japanese banks have been unaffected by 
the staff cutbacks, primarily because of a 
different organisational structure. They ty- 
pically hire Koreans only for clerical and 
low-level managerial positions, with Japan- 
ese expatriates filling senior slots. As a re- 
sult, the Japanese have been able to whittle 
down their staff through attrition. 

South Korean banks have also been able 
to avoid staff reductions, but analysts say a 
restructuring of the domestic banking sec- 
tor is only a matter f time. They note that 
South Korean banks are overstaffed and 
saddled with a huge amount of non-per- 
forming loans. u 








could mean additional annual sales of 
US$30-50 million within the next few 
years. Carageenan now accounts for 
about 65% of the Philippines total sea- 
weed-based exports 

In the early 1980s, Philippine seaweed sd 
producers developed a manufacturing 
process that made locally produced 
carageenan at US$3,000 a US ton highly 
competitive against its US equivalent at 
US$10,000 a ton. But the Philippine pro- 
duct is cloudy in appearance and hasa |. 
higher cellulose content, an alleged im- | | 
purity. Shemberg. Marketing : insists these |. 


differences are unimporta t in colou ed. 









the carageenan, saying. the product was | 
too impure for human consumption. w 
was only in. July: that the Food and Dr 

Administration. allayed t the fears of poten- 





tial users byg giving i the product its seal of 
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AGRICULTURE 


Bangkok plans US$450 million rice subsidy scheme 


Paddy polities 


By Paul Handley in Bangkok 


omestic politics and international 

competition have led Bangkok to 

initiate a Baht 12.1 billion (US$480 
million) price support and subsidy pro- 
gramme for Thai rice. The possibility of a 
parliamentary election within the next few 
months has prompted Thai politicians to 
shore up support among grumbling paddy 
farmers. And Vietnam’s emergence since 
1989 as a rice exporter has challenged 
Thailand’s pre-eminence in global rice mar- 
kets. 

Thailand is the world’s leading rice ex- 
porter with a 33-4076 share of the global 
market over the past five years. It exported 
a record 6.1 million tonnes in 1989. In the 
same year, Vietnam exported 1.4 million 
tonnes, compared with virtually nothing in 
1988. Last year, the country exported an es- 
timated 1.5 million tonnes. Vietnam won 
several deals from Thai competitors by un- 
dercutting them. 

Thai exports dropped by a third in 1990 
to an estimated 4 million tonnes, while pro- 
duction fell only slightly. Export earnings 
declined even more sharply to an estimated 
Baht 28 billion in 1990 from Baht 45.5 billion 
a year earlier. Most of the drop is due to a 
steep fall in exports of low grades of rice 
which contain 25% or more broken grains. 
Although top-quality Thai rice continues to 
sell well, cheaper grades have been made 
uncompetitive by rising prices for land, la- 
bour and fertiliser. 


Wholesale prices paid by Thai exporters 
reflect the discrepancy. In the past 18 
months, the price gap between the best 
and the worst Thai rice has widened. But 
this has failed to stimulate domestic con- 
sumption, because most Thais still prefer to 
eat the better grades of rice. 

To prevent prices falling too far, the 
Commerce Ministry bought 600,000 tonnes 
of low-grade rice last year at prices higher 
than those prevailing internationally. But 
the local price in January 1991 was 17% 
lower than a year before, at Baht 5,500 a 
tonne for 25% rice, and remains mostly un- 
exportable. Following several loss-making 
sales (including a December 1990 deal to 
sell Moscow 200,000 tonnes on very cheap 


Quality counts 
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terms) the ministry is still left with stocks of 
about 200,000 tonnes of low-grade rice. The 
export market could be cut off completely 
if, as expected, Burma begins to export 
more low-grade rice again. 

The controversial core of the rice pro- 
gramme is a Baht 5 billion zero-interest loan 
facility provided to rice farmers against 
pledged crops through the Bank of Agricul- 
ture and Agricultural Cooperatives (BAAC). 
Until now, BAAC mortgaged 80% of the cur- 
rent market value of a farmer's crop as col- 
lateral for loans, and charged 3% interest. 
In the new scheme, 90% of the crop is 
mortgaged, but the mortgaged crop is val- 
ued in a range that is 25% higher than mar- 
ket prices as of late December. And the 
loan is free of interest. 

The price-support programme also in- 
volves Baht 2.1 billion in market interven- 
tion schemes through various government 
bodies, up to 50% more than in 1990. In ad- 
dition, the Commerce Ministry will buy in 
400,000 tonnes of rice for re-export. The re- 
mainder of the cost will cover items like the 
expected financial losses of the BAAC on 
government-backed rice exports. 

In addition, the Commerce Ministry will 
not buy low grades, but only top-quality, 
100%-unbroken white rice. As for the loan 
scheme, glutinous rice can now be pledged 
as well. Glutinous rice is almost all sold 
domestically, but many members of par- 
liament within the coalition government 
come from the glutinous rice-growing 
areas in the poor north and northeast of 
Thailand. 

Some local economists have attacked 
the plan as politically inspired and econo- 
mically unsound. Ammar Siamwalla, the 
country's leading agricultural economist 
and president of the Thailand Develop- 
ment Research Institute, argues that under 
the new scheme, farmers will be encour- 
aged to sell their rice cheaply, repay their 
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Actions versus words 


The Thai move to protect rice farmers is not thought to be linked 
to the breakdown of the Uruguay Round of Gatt negotiations in 
Brussels last month. But the subsidies would be inconsistent 
with Thailand's membership in the Cairns Group of major ag- 
ricultural exporters who are lobbying to break down trade bar- 
riers. 

The Cairns Group, which includes five Asian members, has 
played a major role in pushing agricultural trade to the forefront 
of the current Gatt negotiations. Diplomatic sources say the Thai 
subsidy programme has attracted the group's notice, though no 
official explanation by Bangkok to the grouping has been made. 

Bangkok seems to have softened its support for the Cairns 
Group, primarily because it has faced no major trade barriers 
to its exports of agricultural products, which consist mainly of 
rice, tapioca and sugar. Indeed, some diplomats believe that 


Subin Pinkayan, who was commerce minister in the first half of 
last year, actually wanted Thailand to withdraw from the 


up. 

e But Thailand has long been critical of the substantial rice sub- 
sidy programme in the US. In the mid-1980s, the US program- 
me did appear to exacerbate the deep international price slump, 
which hurt Thai farmers badly. But since then, prices have 
strengthened, leading Bangkok to raise the issue only when 
linking it with US pressure against Thailand over intellectual 
property protection. 

The US firmly rejects the linkage. Moreover, Thailand can- 
not blame US subsidies for its recent slump in rice exports. In 
fact, Thai exporters are looking closely at Washington's progress 
in forcing open the Japanese rice market. 

But Thailand may not gain from such market-opening 
moves by Japan — if and when barriers to rice imports are re- 
laxed. Popular Japanese varieties are not grown in Thailand, 
while unconfirmed press reports say Japanese corporations are 
already establishing farms around the region, including Viet- 
nam, to produce rice for export to Japan. m Pau! Handley 
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loan with the proceeds and pocket the dif- 
_ ference between the low sales price and the 

higher target price on which the bank val- 
. ued the paddy. 

Alternatively, a farmer might simply de- 
fault on the loan, leaving the bank holding 
the rice and a significant paper loss, says 
Ammar. In both instances, there would not 
be any effect on the market price but farm- 
ers would profit. 

Ammar says the new programme is 
likely to teach farmers that bank debts need 
not be repaid. It would also weaken the 
widely respected BAAC. "Why not just write 
them cheques directly?" he says. 

Ammar proposes that the government 
should pay a flat subsidy to exporters. The 
scheme would be simple to administer and 
its effects would gradually work their way 
through to all farmers. He argues that a 
subsidy programme is necessary to protect 
the older generation of farmers who cannot 
go off to work in factories like their younger 
rural brethren. And he points out that the 
US, the world's second-largest exporter, 
subsidises its rice farmers as well. 

The new subsidies, however, will not 
help solve the long-term effects of the 
change in the international rice market. 
Thailand can still easily sell its high-quality 
rice, which comprises half of output. But it 
will be difficult to encourage farmers who 
produce much of the other half — the low- 
quality grain — to diversify their crops, 
says a BAAC official. 

A BAAC official says it took a decade to 
persuade farmers in some areas to intro- 
duce the high-yielding varieties which 
make up most of the low-quality rice out- 
put. One possibility is to encourage millers 
to produce more parboiled rice, for which 
Thailand is a small exporter and faces little 
competition. Another idea is to convert 
paddies to produce soyabeans or vegeta- 
bles for export to foreign markets nearby. 

Efforts also need to be made to increase 
efficiency and productivity on the farms, re- 
gardless of what is grown, the BAAC official 
says. This year, though, the government 
and BAAC might not have to spend too 
much money, because prices of all grades 
have suddenly risen. The government's an- 
nouncement ironically coincided with some 
major export deals that caused a 10-20% 
rise in local prices. 

Part of this rise was in reaction to the 
government announcement, as farmers 
began to delay the sale of paddies to wait 
for implementation of the programme. But 
Song Ongchaiwattana, owner of the coun- 
try's largest paddy market in Nakhon 
Sawan in central Thailand, said greater- 
than-expected pest damage reduced the 
main crop in the central plains by 5-15%. 
The national crop could have fallen by 5% 
last year to 19 million tonnes. If prices re- 
main steady, the new BAAC paddy-pledg- 
ing scheme could prove unnecessary for 
most grades of rice. @ 
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Kretek factories consume 90% of the annual crop. 


INDUSTRY 


Jakarta gives go-ahead to clove-trading monopoly 


No smoke without 1 ire 








By Adam Schwarz i in Jakarta 
I ndonesian Trade Minister Arifin Siregar 





has authorised a private consortium to 

act as a middleman for the purchase 
and sale of cloves, the important raw mate- 
rial for the country's multi-billion dollar kre- 
tek cigarette industry. Siregar says the con- 
sortium will improve the welfare of In- 
donesia's clove farmers. 

The authorising decree, signed by Sire- 
gar on 28 December 1990 and effective on 1 
January, brings to an end a bitter battle be- 
tween the kretek industry and members of 
the clove-trading consortium. But the an- 
nouncement of the move still elicited pro- 
tests from kretek companies, which say the 
arrangement will distort market forces and 
be far more lucrative for the trading consor- 
tium than for clove farmers. 

"We fought, and we lost," says an offi- 
cial of the Association of Indonesian 
Cigarette Manufacturers (Gappri). The new 
trading body will push up the price of 
cigarettes by 20-40%, put at risk thousands 
of jobs and lower tax revenue, Gappri says. 

In a broader sense, according to eco- 
nomists, businessmen and government 
officials, the creation of a new trading 
monopoly represents a major step back- 
wards in the government's deregulation 
drive and could be politically damaging to 
President Suharto. 

Members of the consortium led by 
President Suharto's youngest son Hutomo 
“Tommy” Mandala Putra have been amass- 
ing clove stocks since 1987. They have 
found it nearly impossible to unload those 
stocks since the country’s main kretek fac- 
tories have relied on their own trading net- 
works to procure clove supplies. 


FAR EASTERN ECONOMIC REVIEW 


The new decree establishes the Clove 
Support and Trading Board (BPPC) as the 
exclusive agent for buying cloves from 
farmers and selling cloves to kretek man- 
ufacturers. Kretek factories consume more 
than 90% of Indonesia’s annual clove pro- 
duction of approximately 80,000 tonnes. 
BPPC includes the five-member consortium, 
Kembang Cengkeh Nasional (KCN); state- 
owned trading house Kerta Niaga; and 
farming cooperatives. 

Kerta Niaga was set up in 1980 to 
stabilise the clove market by managing a 
buffer stock and fixing a floor price of Rps 
6,500 (US$3.42) a kg. But because it was 
undercapitalised and mismanaged, Kerta 
Niaga often failed to support prices, and in 
recent years, clove prices have fallen to as 
low as Rps 34,000 a kg. Current prices are 
around Rps 7,500 a kg. 

One industry official says the underly- 
ing problem is that Indonesia has too many 
clove trees supplying too many cloves. "If 
the goal is to have higher prices for farm- 
ers," he says, "then the only real long-term 
solution is to somehow keep domestic pro- 
duction below usage. When there are 
shortages, we can import. By artificially 
raising prices to farmers, you will only en- 
courage farmers to grow even more 
cloves.” 

Gappri chairman Sugiharto Prajogo says 
his organisation proposed a plan to the 
Trade Ministry that would establish an ef- 
fective floor price for cloves of Rps 7,500 a 
kg. “Nothing of our plan made it into the 
new decree,” he says. "We've looked at the 
decree, and it looks like a monopoly to us.” 

Trade Minister Siregar says the purpose 
of the new body is to ensure a stable in- 
come to the country’s 34 million clove 
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the main motive behind the formation of 
-BPPC is private profit rather than concern for 
-the public good. “What worries me is that if 
:Gappri can't prevent this kind of 
monopoly, then no one can,” a business- 
man says. m 

The cigarette industry carries a great 
deal of clout in Indonesia. It employs 
125,000 people and supports another 3-5 
million. In addition, kretek companies paid 
the government nearly Rps 2 trillion in ex- 
cise taxes last year, the largest contribution 
outside the oil business. 
_ The 128-member Gappri was prepared 
oppose forcefully the proposed clove- 
trading monopoly despite its ties with Pre- 
sident Suharto's son. This sort of public 
clash is highly unusual in Indonesia, where 
the business activities of the president's 
children remain largely taboo topics. 

In the end, KCN proved to be stronger. 
.. The consortium is led by Bina Reksa Per- 
= dana, of which Tommy Suharto is chair- 
. man. Other important players are Jantje 
Wirotitjan, Robby Sumampouw, Budiman 
Lius and Bhakti Nendra Prawiro. 
Most of the consortium's leaders are 
spice traders originating in Sulawesi or 
<- -~ Moluccas: Industry executives say the mas- 

 termind behind the consortium is Singa- 
pore-based commodity trader Tjia Eng Tek. 























father-in-law of Budiman Lius, Eng 


ana, and other members of 

Tefer all questions to 
who was unavailable for 
ontacted. 








. average price of Rps 7,000 a kg for its 
doves. These officials say three state- 
owned banks — Bank Dagang Nasional, 
Bank Bumi Daya and Bank Rakyat In- 
 .donesia — have funded the lion’s share of 
'onsortium's costs. 
The principal remaining question is the 
. price BPPC will finally charge kretek factories 
for-cloves. Siregar says a Trade Ministry- 





Ted team will set prices for BPPC, but Gappri 


officials believe KCN will have the final say. 
A new regulation on clove prices is ex- 
pected imminently. 

In an interview, Siregar said cloves will 
be sold to kretek factories at about Rps 
13,000 a kg and farmers will be paid about 
Rps 8,000 a kg. The difference, he said, will 
|. go to covering the costs of BPPC. 

-. An industry official familiar with the 
-. Trade Ministry's plan for BPPC spelled out 
roposed prices in more detail. He says 
ill sell cloves to kretek factories at 
00 a kg. Of that amount, Rps 8,000 
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akg will be paid to farmers, Rps 1,000 a kg 


will be deposited in a farmer's fund, Rps 
500 a kg will go to cooperatives and into a 
clove-rehabilitation fund, and Rps 80 a kg 
will be deducted as a handling fee. The re- 
mainder will be left for KCN. 

Assuming annual clove consumption of 
80,000 tonnes, a pricing plan similar to the 
one described above would bring KCN 
yearly revenue in excess of Rps 190 billion. 

Siregar said in the interview the money 
paid into the farmers' fund will be used to 
help farms buy into the monopoly. "One 
day, we want the farmers' cooperatives to 
take over the trading company," he said. 

Kretek company officials say a dove 
price of Rps 12,500-13,000 a kg will make a 
pack of kreteks about Rps 100 more expen- 
sive to make than a pack of all-tobacco 
cigarettes. "If the kretek industry is forced 
to subsidise clove prices at Rps 12,500 a kg, 
there will be a shift to the manufacture of 
[all-tobacco] cigarettes,” a company offical 
says. "Clove usage will plummet, and the 
clove farmers will be worse off than ever 
before." 

Doubling the price of cloves could put 
thousands of labourers out of work since 
[all-tobacco] cigarettes," a company official 
intensive than kreteks, the company official 
adds. Kretek cigarettes are a mixture of to- 
bacco and cloves. 

Gappri chairman Sugiharto points out 
that if clove prices rise to Rps 13,000 a kg, 
20% of the country’s kretek makers could 
go out of business. He says small labour-in- 
tensive companies would be the worst-af- 
fected. “It’s true that the smaller firms will 
suffer,” Siregar conceded in the interview, 
“but big companies will take over their mar- 
ket share.” 

A second unsettled issue is the disposi- 
tion of KCN's clove stock. Gappri members 
have vowed to run down their stocks, 
which average 10-12 months, before buying 
any cloves from the newly established 
dp us When they start buying the 
spice from BPPC, kretek company executives 
say, Gappri will buy on their behalf. 

Kretek company executives say the 
Trade Ministry has pressured them to build 
their stocks to a two-year level. They say it 
is the govemment's way of helping KCN 
unload stock that has been stored for up 
to three years. "Why should we buy their 
stock?” an executive asks. "We already 
have more than we need." 

The goverment has yet to disclose its in- 
tentions on clove imports, but it is pre- 
sumed by industry executives that BPPC will 
be made the sole clove importer. Gappri of- 
ficials allege that commodity trader Eng Tek 
has bought up 13-16,000 tonnes of cloves 
from Madagascar and Zanzibar and is hold- 
ing the stock in Singapore to export to In- 
donesia through BPPC. The officials say Eng 
Tek bought the cloves at an average price of 
Rps 3-4000 a kg, making sales to BPPC 
highly profitable. a 


FAR EASTERN ECONOMIC REVIEW 


BUDGETS 





















Suharto cautious 
despite oil windfall 
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C donesia's budget for fiscal 
å unveiled by President Su 
January. Beginning in April 








spending will rise by 18%, but 
no pay increases for civil serv 
been widely expected. Prop 
enues next year have been based 
servative price of US$19 a barrel, wh 
eign-aid receipts are expected to dro 
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The bulk of the spending increase: 
to development expenditure, which 
raised by 23%. Sharply higher spending 
planned for roads, education and rural. 
frastructure, with a major portion of the 
spending earmarked for the less-developed | 
eastern part of the country. B 

"The development budget must sustain 

. . an equitable distribution of develo 
ment gains, economic growth and nation- 
al stability,” Suharto told parliament. Tota 
spending in fiscal 1991 will rise to Rps: 
trillion (US$26.8 billion), a real increase of 
about 11% over the current fiscal vear. —— 

Tax receipts are projected to rise | 
more than 20%, contributing 5695 of tot 
domestic revenue, through more vigoro 
collection rather than through tax increa 
"There is enormous scope for colle 
more taxes," said one economist. "1 
now there has been a lack of political wi 
do so." | 

By law, the Indonesian budget 
balance, though the differenc 
domestic receipts and total : 
been covered in the past by 
commitments, For fiscal 1991, € 
equal to 20% of total spending, dov 
26% in fiscal 1990. E 

The major surprise of the budge 
freeze on civil-service salaries. 
and political figures had urged thi 
ment fo use its unexpected wi 
higher oil prices to boost p 
wages. But Suharto cautioned thà 
state finances remain limited,” adding 
he sought “the understanding 
dulgence of civil servants and me 
the armed forces because their s 
not yet be raised.” . 

The announcernent was imme 
criticised by several parliament 
some economists said the governon 

























































| te sels downplayed next year's foreign- 
. aid receipts and oil revenues in order to re- 
. Sist pressures to raise routine expenditures, 

including public-sector wages. The wage 
freeze "makes sense economically but it 
will certainly have a political cost," said one 
analyst. 

By concentrating next year's spending 
increases on development projects, the 

government hopes to minimise inflation, 
which last year hit 9.6%. Many big-ticket 
development projects have a high import 
content and thus release less money di- 
rectly into the domestic economy. The gov- 
ernment expects an inflation rate of 7% next 
year. 

The largest outlay under routine expen- 
ditures goes to servicing Indonesia’s US$42 
billion foreign debt. Total interest and prin- 

cipal payments will rise next year to Rps 
14.4 trillion, up 11% from the current fiscal 
year. 

Indonesia is entering a period of higher 
foreign-debt payments as the grace periods 
on loans taken out in the difficult years of 

. 1985-87 begin to expire. Nevertheless, Fi- 
nance Minister Johannes Sumarlin said the 
country's debt-service ratio (relative to ex- 
ports), including public and private debt, 
would decline slightly in fiscal 1991 to 
31.2%, from last year's 31.8%, thanks to 
higher overseas sales. 

The government said total exports in fis- 
cal 1990 were expected to grow by 15% over 
year-earlier levels, but that non-oil exports 
would rise only 10% against a budgeted 
increase of 25%. Non-oil exports, which 
_ the government is promoting as a top prior- 
ity in its deregulation drive, are project- 

ed to expand by 18% in the coming fiscal 
year. 

Many economists feel the projection is 
overly optimistic, given inadequate infra- 
structure at home and the deepening reces- 
sion in the US and the economic slowdown 
in much of Europe, Indonesia's major ex- 
port markets. One economist said the gov- 
ernment may have set a higher export 
target to mask the consequences of higher 
debt payments and sharply higher imports. 

Imports have been growing at some 
20% a year as demand for capital goods for 
newly built factories has increased and as a 
more affluent middle class has raised its 
spending on consumer goods. The most re- 
cent projection for fiscal 1990's current-ac- 
count deficit is US$2.6 billion, more than 
twice what was originally budgeted. The 
deficit would have been significantly larger 
if not for the run-up in oil prices beginning 
in August. 

The National Development Planning 
Board says the current account in the next 
fiscal year will show a US$2.4 billion deficit. 
For that to happen, oil prices must stay 
above pre-Kuwait invasion levels, non-oil 
exports must flourish despite a global reces- 
sion and import growth must be held to 
under 10%. ia 


ECONOMIC MONITOR: 


AUSTRALIA 


A hard landing 


ustralia begins 1991 in one of its 
gloomiest moods since the 1982-83 
slump, with fading hopes for an 
early recovery from the present 
downturn. GDP figures for the three 
months to 30 September (the first quarter of 
the fiscal year) confirmed that the economy 
was in recession. The quarter’s negative 
growth of 1.6% followed a smaller contrac- 
tion of 0.4% in the previous three months. 
This represents a sharp turnaround 
from the 3.4% growth chalked up for the 
whole of fiscal 1989-90, ending on 30 June. 
Although the federal government, in its 
August budget, predicted a mild economic 
recovery in early 1991, most observers now 
do not expect an upturn before the second 
half of the year. 
A recent OECD forecast that the Austra- 
lian economy would grow by 2.2% in calen- 
dar 1990 and by 2.3% in 1991 is seen as 
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hopelessly out of date. Westpac, Australia’s 
largest private bank, predicts that the eco- 
nomy will expand by a mere 0.75% in 1991, 
recovering to 3% growth in 1992. 

The big worry is that the world slow- 
down — particularly the US recession and 
the economic uncertainty in Japan — may 
restrict demand for Australia’s mineral ex- 
ports, thus dampening the effects of any 
domestic recovery. 

The mining, oil and energy sectors were 
by far the strongest in the economy in 1990. 
Non-rural exports — mainly minerals such 
as coal, gold and iron ore — rose by 19% in 
volume terms in the first nine months of 
the year. By contrast, exports of Australia’s 
major farm products, wool and wheat, fell 
5.3% in volume during the same period be- 
cause of weak international markets. 

Under the influence of the tight mone- 
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tary policy which the Hawke government 
began in May 1988 to curb the current-ac- 
count deficit, demand for imports is slow- 
ing. The current-account deficit is expected 
to shrink from a record A$21.1 billion 
(US$16.3 billion) in 1989-90 to A$18.5 billion 
in the current fiscal year. 

The improvement would be faster were 
it not for Australia’s huge foreign debt of 
A$130 billion. The net income deficit, 
which includes interest paid on foreign 
debt (as well as dividends and other remit- 
tances overseas), is expected to rise to 
A$17.4 billion in 1990-91 — making up 
more than 90% of the overall deficit. The 
net income deficit in 1989-90 was A$16.3 
billion. 

Domestically, the economic downturn 
has gone well beyond the “soft landing” 
that the government was trying to engineer 
by manipulating interest rates. Despite suc- 
cessive cuts in official interest rates in 1990, 
from 18% in January to 12% in December, 
private consumption has shrunk to levels 
not seen since Australia’s big credit squeeze 
in 1961, and has yet to show signs of reco- 
very. Economists predict at least one further 
round of interest-rate cuts early in 1991. 

The government hopes that personal- 
tax cuts which came into effect this month 
will also help to boost domestic consump- 
tion and the housing market. Other stimu- 
lants to growth are a rundown in non-farm 
inventories, continued strength (for the 
time being, at least) in non-rural exports 
and government spending. 

A sharp rise in unemployment is mean- 
while putting political pressure on the 
Labor government. The jobless rate jumped 
to 8.2% in November from 6% earlier in the 
year. 

Inflation, on the other hand, may be 
slowing from the 7.7% rate recorded for the 
year to 30 June. In the September quarter, 
consumer prices rose a surprisingly low 
0.7%, cutting the 12-month rate to 6%. The 
drop was helped by a freeze on petrol 
prices and by low food prices; figures for 
the December quarter are expected to be 
higher, reflecting dearer oil. Nevertheless, 
Westpac predicts that the inflation rate will 
fall to 4.5% late this year. 

Confidence about lower inflation was 
reinforced by a wages-and-taxes deal be- 
tween the government and the central 
union body, the Australian Council of 
Trade Unions, in late November. The 
unions agreed to drop scheduled wage 
rises in return for this month’s tax cuts, 
which are higher than they would other- 
wise have been. m Glenda Korporaal 
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Tokyo to lift ban 

on China investment 

> Tokyo is to lift its ban on Japanese direct 
investment in China and on China raising 
funds in the Japanese bond markets, with 
effect from the spring. The Ministry of 
Finance (MOF) move follows the recently 
announced resumption of Japanese 
Government yen-denominated loans to 
China and loans by private financial 
institutions. The MOF cited Peking’s 
continued steps towards economic reform 
and its softer political line since its June 
1989 crackdown on dissidents as 
justification for removing the remaining 
sanctions. China's last bond issue in Japan 
was in April 1989 — the 17th such issue 
since 1982. It raised a total of X370 billion 
(US$2.75 billion). The MoF's relaxation is 
also expected to pave the way for a 
renewal of Japanese manufacturing 
investment in China. 


Third private stockmarket 


to open in Indonesia 


> A third privately run Indonesian stock 
exchange is due to begin business in June 
in the North Sumatran capital of Medan. 
The other two private exchanges are in 
Surabaya and Semarang, both in Java. 
(Indonesia's largest exchange, in Jakarta, is 
government-operated but may soon be 
privatised.) 


Seoul awards contract 
for nuclear reactor 


> South Korea's power-generation 
monopoly has awarded a Won 380 billion 
(US$530.4 million) contract for a second 
heavy-water nuclear reactor to Atomic 
Energy Canada Ltd. The 700 MW unit will 
be built at Wolsong, on the east coast, 
and is due for completion in June 1997. 
Its total cost will be US$1.2 billion. South 
Korea has eight pressurised-water (Pw) 
reactors and one heavy-water plant already 
in service, and is building two more Pws. 
Because of its need to get more power 
capacity quickly on line, South Korea 
aims to complete the second heavy-water 
reactor even before the new Pws are 
finished. 


Japanese chip makers 
lose market share 


> Japanese semiconductor firms saw their 
share of the US$58.4 billion global chip 
market shrink from 52.196 to 49.595 in 
1990, the first fall since 1982. By contrast, 
US chip makers' share rose for the first 
time in more than a decade, from 34.9% to 
36.576, according to California-based 
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market research firm Dataquest. Analysts 
say a glut of dynamic random access 
memory chips — a market which Japan 
dominates — cut memory-chip prices 
sharply in 1990. Increased sales of 
microprocessors have halted the erosion of 
US chip makers’ position, but experts are 
not yet predicting a long-term 

turnaround. 


France shows interest 

in Taiwan building projects 

» In the first official visit to Taiwan by a 
member of the French cabinet in over 25 
years, Minister of Industry Roger Fauroux 
indicated French interest in construction 
projects proposed under Taipei’s US$200 
billion six-year plan. Fauroux offered to 
increase industrial cooperation as well as 
promote trade and investment. 
Unconfirmed Taiwan press reports also 
claim the French Government has offered 
technical assistance in building fighter 
aircraft and naval warships. 
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Manila adds 9% levy 
to all imported goods 


> Philippine President Corazon Aquino 
on 3 January signed an executive order 
imposing an additional 9% duty on all 
imports, including oil. The levy will remain 
effective until 30 June 1992. Manila’s move 
is aimed at generating at least P20 billion 
(US$716 million) in additional revenues to 
shrink the government's mounting budget 
deficit, and to contain the country's 
widening trade deficit, which reached 
US$3 billion in the first nine months of 
1990. A limited list of imports is exempted 
from the new duty. These include imports 
for the diplomatic corps, for bonded 
warehouses (mainly for re-export 
operations), and for enterprises registered 
under the export-processing zone 
programme. 
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Malaysia may support 

trust's stock price 

»> Permodalan Nasional Bhd (PNB), 
Malaysia’s state-run investment 
corporation, has set aside M$1 billion 
(US$368 million) to bolster the stock price 
of its Amanah Saham Nasional (ASN) unit 
trust — launched on 2 January — in the 
event of a Gulf war. ASN, with investments 
totalling more than M$12 billion, is 
Malaysia’s largest unit trust. Group chief 
executive chairman Abdul Khalid Ibrahim 
said PNB could step in to support ASN's 
share price if the Kuala Lumpur 
stockmarket drops 20% from its current 
index level. Khalid was responding to 
rumours that ASN’s shares would be 
suspended on 15 January, the UN deadline 
for an Iraqi pull-out from Kuwait. 


Sri Lanka raises rates 

to dampen inflation 

> Sri Lanka's central bank has raised the 
bank rate from 15% to 17%, its highest 
level in 40 years, as part of a tighter 
monetary package aimed at curbing 
inflation. In addition, the bank has 
withdrawn facilities that enable commercial 
banks to hold part of their required 
liquidity reserve in the form of government 
bills. It has also raised by two percentage 
points the central-bank refinance rates 
offered to commercial banks. However, 
banks have been permitted to reduce their 
cash:reserve ratio on deposits from 1595 to 
13%. Central bank governor Neville 
Karunatillake said inflation had jumped 
from 12% in 1989 to 19% in 1990, fuelled 
partly by a 2596 increase in private-sector 
borrowing. 


Thai Airways records 

decline in earnings 

> Thai Airways International posted net 
profits of Baht 6.75 billion (US$267 million) 
on Baht 48.61 billion in revenues for the 
fiscal year ended 30 September. Revenues 
were up 11.976 from fiscal 1989 but the 
profit figure was down 9% because of 
higher fuel prices and slower economic 
growth. 


Singapore stamps on 
tank-filling trips 

> Singapore, which keeps petrol prices 
high to discourage car usage, is trying 
harder to deter motorists from buying fuel 
in nearby Malaysia, where petrol is 
one-third cheaper. From 4 February, 
Singaporeans driving across the causeway 
to Johor must have three-quarter-full 
tanks, up from half-full previously. 
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Previous 3months Year US$1 Spot Previous 3months Year 
Last sale to 7 Jan. Latest week ago ago 7 Jan. Worth rated weekt agot agot 
Gold London (2) 391.62 386.45 393.55 404.85 Australia dollar 1.2867 1.2945 1.1955 1.2732 
Copper New York (3) Bangladesh* taka 35.85 35.85 35.75 32.25 
Current delivery (Jan.) 116.65 113.25 122.05 111.95 Britain pound 0.5239 0.5192 0.5044 0.6044 
Mar. delivery 115.90 Brunei dollar 1.7565 1.742 1.739 1.905 
Abudnlunh London(7) Burma* kyat 5.945 5.945 6.08 6.65 
Current delivery (Jan.) 1,555.00 1,568.00 1,995.00 1,635.00 Canada dollar 1.1536 1.1605 1.1511 1.1602 
France franc 5.204 5.075 5.126 5.6885 
iR oe BIBS ey peer = Tee Hongkong dollar 7.1985 7.7995 7.7755 7.812 
India rupee 18.1175 18.1159 17.8015 16.88 
coe ee 76.69 "130  — 6631 Indonesia rupiah 1,905.00 1,901.00 1,863.00 1,803.00 
delivery ' Japan yen 136.00 134.35 130.31 144.15 
Rubber Kuala Lumpur (8) Macau* pataca 8.05 8.05 8.05 8.05 
Current delivery (Feb.) ne 241.00 238.50 225.00 Malaysia dollar 2719 2.7145 2.699 2.708 
Apr. delivery i Nepal* rupee 24.00 24.00 24.00 24.00 
Jute Dhaka (11) 410.00 410.00 410.00 390.00 NewZealand dollar 1.6892 1.6941 1.6103 1.6653 
Palm Oil Kuala Lumpur (4) Pakistan rupee 21.8581 21.8581 21.7582 21,3986 
Current delivery (Jan.) 895.00 886.00 655.00 660.00 Papua N.G. kina 0.9479 0.952 0.9474 0.9565 
Mar. delivery 907.00 Philippines peso 27.79 27.944 25.88 22.46 
Sugar New York (3) Singapore dollar 1.7565 1.742 1.739 1.905 
Current delivery (Mar.) 9.20 9.70 9.94 14.16 South Korea won 716.70 716.40 713.80 681.30 
May delivery 9.29 Sri Lanka rupee 39.908 39.889 39.88 39.88 
Pepper Singapore (9) Switzerland franc 1.291 1.2745 1.2765 1.5245 
Sarawak Asta blk 10096 290.00 290.00 310.00 —— 397.50 Taiwan NT dollar 27.12 27.129 27.275 25.925 
Wheat Chicago (5 Thailand baht 25.25 25.295 25.15 25.68 
Current delivery (Mar.) 257.40 262.20 273.60 409.60 WestGermany mark 1.5323 1.4943 1.5265 1.6673 
May delivery 264.60 Communistcountries: ChinaUSS-Rmb 5.2221 HK$-Rmb 0.66995 
Maize Chicago (6) Soviet Union US$=Rouble 0.5605 Laos USS-Kip 700.00 
Current delivery (Mar. 233.60 233.00 208.00 237.60 Vietnam US$=Dong 6,800.00 Cambodia US$=Riel 560.00 
p MUR Other: SDR1-US$140778 ECU1=US$1.33369 S$1-MS1.53745 
5% white fob vena n 290.00 280.00 270.00 320.00 *Officialrate Middle rate Source: Telerate for spot rates, Deak for official rates 


Ere diary Wan) — 564.40 561.60 617.00 564.40 Currency deposit and bond yields 


Mor. Uelivery ore Eurocurrency and Asian currency unit deposit rates (%) f 
Cocoa New York (7) 
Current delivery (Mar.) 1,150.00 1,149.00 1,241.00 949.00 1 3 b 12 10 year govt 
May delivery 1,192.00 7 Jan. month months months months bonds yield 
Coffee New York (3) USS 7.5625 7.5625 7.5625 7.50 7.97 
Current delivery (Mar.) 88.90 87.95 92.90 81.16 Sterling 14,125 13.75 13.4375 12.8125 10.59 
May delivery 91.35 Yen 8.00 8.125 7.15 7.5625 6.50 
Petroleum Swiss Fr. 8.75 8.75 8.75 8.4375 - 
Sumatran light Tokyo (10) 24.65 25.25 38.40 17.80 Dm 8.875 9.3125 9.50 9.5625 8.93 
Brent London (10) 21.65 27.45 37.98 18.90 AS 11.50 11.4375 11.375 11.5625 11.99 

: 11. 10.87 10.10 
(f)MSakg (2USSanoz (3)US¢alb (4)MSatonne (5) USc a 60 Ib bushel 2. pm UE dies ed E 
(6)USc a56Ibbushel (7)USSatonne (8)PSS1, Mc akg (9)S$a100kg (10)USSa barrel ; i ; Ó 
(11) BWD, Chittagong/Mongla, US$ a tonne Source: Telerate, International Jute Organisation tOfferedrate Source: Telerate, Salomon Brothers 





Economic indicators, selected Asian countries 


Australia China Hongkong india indonesia Japan Malaysia 

Economic Growth % (real) (1) 
1990 . 5 23 4(4) 6 52 6.5 
1991 2 5 3-4 3.5-4(4) 5 3.8 8 
International Reserves (5) 
Latest US$15.61b (Oct) US$26.12b (Aug) n.a. US$2.53b (Oct) US$5.74b (Oct) US$77.25b (Oct) US$8.35b (Jul) 
Year earlier US$13.26b US$14.48b n.a. USS3.86b US$4.60b USS83.30b US$6.58b 
Trade Balance (total merchandise) 
Latest 3 months -US$0.30b(Aug-Oct)  +US$2.93b(Sept-Nov) +US$0.27b (Sept-Nov) -US$1.43b (Jul-Sept) «USS0.21b(8)(Jun-Aug)  +US$13.63b (Aug-Oct) -US$0.19b (Jul-Sept) 
Previous 3 months +US$0.21b +US$2.48b +US$0.88b -USS0.94b +US$1.03b 4US$15.24b +US$0.01b 
Year earlier -US$1.83b +US$0.22b +US$1.31b -US$0.76b +US$1.73b +US$15.34b +US$0.62b 
Exports (7) ; 
Latest 3 months USS9.82b USS$16.79b USS23.49b USS4.30b US$5.67b(8) US$74.85b USS7.45b 
% change previous 3 months 41.5 *6.7 +8.4 -0.8 +0.5 48.2 *9.5 
% change year earlier 349 *18.0 *20.3 *14.9 *0.0 +8.3 *11.9 
Imports (7) 
Latest 3 months USS10.12b US$13.86b USS$23.22b US$5.73b US$5.46b(8) US$61.23b US$7.63b 
% change previous 3 months +6.9 +4.6 +11.7 +8.6 +18.5 +13.5 +12.3 
% change year earlier -9.6 -1.0 +27.5 +27.0 +38.6 +13.9 +26.6 
Consumer Prices 
Base Jul80-Jun81=100 Oct 1989=100 Oct 84-Sept 85=100(2) 1982-100 Apr 88-Mar 89-100 1985-100 1980-100 
Latest 3 months index average 208.9 (Jul-Sept) 103.1(11) (Oct) 146.4 (Sept-Nov) 190.0 (Jul-Sept) 115.5 (Aug-Oct) 107.1 (Jul-Sept) 136.5 (Jul-Sept) 
% change previous 3 months +0.7 n.a. +2.8 +4.2 +3.2 +0.5 -0.2 
% change year earlier +6.0 +3.1 +10.4 *9.2 *9.7 *2.8 *1.9 
Money Supply (3) 
Latest A$198.44b(9) (Oct) Rmb 1,114.94b (Apr-Jun) HK$530.55b (Nov) Rs 2.40t(9) (Aug) Rps 76.91t (Sept) Y 493.05t (Sept) M$80.73b (Aug) 
% change previous month *0.6 -6.8(10) *0.1 *0.2 +3.8 +0.9 +2.3 

~ Sf change year earlier +11.7 4107 +16.1 +17.5 +48.1 +12.0 +31.3 


(1) Official and other estimates of GDP (GNP in Japan) (2) Consumer Price Index A (3) M2 or currency plus bank deposits (4) To March (5) IMF definition of reserves minus gold except for Singapore (6)fob (7) cif 
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a a a Vew York, Tokyo hit by renewed Gulf tensions m m a Straits bourses drop on 
war fears a a a Hongkong resilient amidst major market downturns «= = Seoul continues 
to slide a a a Speculation buoys Bangkok in week ending S January u u a 
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Seoul (/¢/ scale) Kusila Lumpur 
Composite Index, 659.68 LSE Composite 2s -— 
920 Average daily turnover 3,500 | 980 Index, 485.64 630 1,400 00 
US$209.79m ee oe 
US$16.48m ] i Manila (Hight Scale) . 
840 3,200 | 520 (Left scale) 960 | 1,250 Composite Index, 30 
¥ f ara By indonesia | ^ 593.78 — 
Jakarta (Right scale) — ed an 
NF | 2900 | | 460 UD Aversge dally ge 49 || 1100 ^ JBembay | 1100 
turnover US$10.03m | Stock Exchange 
Index, 1,010.77 
| ! ah 
) 420 95 > sid 90 
TE See WX 29 | | 400 420 950 
oe eee Singapore | 
600 — 3,0942 2,300 | | 940 _ All Shares Index, 319.89 ' 350 | 800 00 — 
Average daily | Average daily turnover 
Mer DEPAS. Sm US$17.69m (Left scale) 
IG Scale) i - 
- Mee FECERUNV. TY M IDEE RS ELEME 60M 500 
MAMJJASONOD JF MAM JJ S OND J F MAMJJAS§ f 
Taipei (Aight scale) | = 
Weighted Index, e td OKYO (Le! sci 
3,975.53 11,000 . 1/00 Australia (Lef scale) 2500 | 36,000 _ . Nikkei Stock 00 — | 
Average daily All-Ordinaries, 1,236.90 | Average, 22,877.84 
turnover US$1.39b | Average daily turnover Average daily 
: 9000 | | 1,600  US$9453m 2200 33,00( turnover US$1.55b 000 
1,000 . 1,500 1,900 30,000 — 800 
5000 || 140 New - 1,600 27007 New York 00 
Bangkok | Zealand Right scale, | 
SET ig 590.37 Barclays Index, 1,191.74 Shed - MEPMCVMMEN | 
650 ^ Average daily : 3,000 1,300 Average daily turnover . 1,300 24,000 Average daily volume 400 
turnover US$33.93m US$6.39m (Aight scale) 136.62 million shares 
(Left scale) 
UU. my " 4 = zu es d L ae i. l 000 L 200 di 1 4 1L. 1 4 -À ues a eee | Å l 000 2] 009 1 J i J 1 i NW 
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Morgan Stanley Capital International World Index, 448.7 (7 Jan. '91), down 13.1 
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Interest rates (%) 





Philippines Singapore South Korea Taiwan Thailand Pri Interbank imtefbenk  tnterhent 
7 Jan. lending imontht 3monthst 6monthst 
5-7 8-9 72 52 9-10 
1.5-2.5 5-6 6.3-7 7 5.5-7.5 Australia 15.00 11.76563 11.875 11.79688 
US$0.90b (Oct) US$26.15b (Aug) USS16.12b (Oct) USS68.09b (Sept) US$13.22b (Oct) Britain 1400 139375 13875 13375 
USS0.87b USS$18.85b USS17.39b USS73.80b USS8.83b adds d de ME o 
-USSi.0b(Aug-Oct) ^ -USSi71b(Ju-Sept) ^ -USS2.47b (Sept-Nov) *USS3.94b(Sept-Nov) ^ -USS1.86b (Jul-Sept) Indonesia 23.00 2300 2200 20.00 
-USS0.97b -US$2.20b -USS0.02b «USSA.03b -USS2.22b 
-USS0.81b -USS1.05b +USS0.64b +US$3.33b -USS1.30b Japan 7.80 
US$2.11b US$13.23b USS17.39b USS17.87b USS6.14b 7625 8125 81875 78125 
*2.3 «9.8 45.9 +3.4 «9.8 n 
156 4146 458 489 +18.9 Malaysia 725 105 1.20 7.58 
New Zealand 1575 11.89 12.28 12.52 
US$3.21b USS14.94b USS19.86b USS13.93b USS8.11b 
159 449 +20.8 +5.0 +3.8 Philippines 25.00 249375 2375 22.875 
4144 418.6 425.8 464 4255 
Singapore 7.00 4.1875 7.4375 4.625 
1978-100 Sept87-Aug88-100 1985-100 1986-100 1986-100 E t . 
507.7 (Aug-Oct) 106.5 (Jul-Sept) 132.5 (Jul-Sept) 114.2 (Aug-Oct) 119.1 (Jul-Sept) SouthKorea — 116.90 
428 407 419 436 #1.0 
414 430 196 45.1 +47 Taiwan 09 0 : " 
Thailand 16.50 16.50 17.50 - 
P266.32b(9) (Aug) S$57.67b (Aug) Won 65.14 (Nov) NTS5.97t (Oct) Baht1,376.7b (Jul) 
-2.7 43 423 +05 218 US 950 7.57813 757819 7.5625 
-228 420.1 419.5 197 4309 : 


'Longterm “*Shortterm  ttMonetary Stabilisation Bond (13 ya. 


(8) Including petroleum (9)M3 (10) % change over past 3 months (11) One month Source: Official statistics TOfferedrate Source: Telerate and Review Data 
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FAR EASTERN ECONOMIC REVIEW : 
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“BUSINESS AFFAIRS 


o rule is evaded more often in 
East Asian markets than the one 
designed to protect the interests 
| of minority shareholders of com- 
| panies after takeovers. A company buyer is 
usually required to make a general offer at 
the per-share acquisition price when he 
secures management control, an obligation 
triggered in most markets after the accumu- 
lation of a certain percentage of shares. 

In practice, however, raiders frequently 
win control of companies without breach- 
ing the trigger points. In fact, much of their 
energy goes into avoiding that obligation. 

The propensity to evade general-offer 
. rules has been highlighted by two separate 
| cases involving Indonesian magnate Liem 
| Sioe Liong. On 28 December, Liem took 
control of Singapore’s United Industrial 
Corp. (UIC) by buying out Oei Hong Leong, 
Singapore’s most feared corporate raider, 
and pushing his stake in the property com- 
pany to a level just short of the 25% level 
making necessary a general offer to minor- 
ity shareholders. A general offer is unlikely 













..| to be made. 


. ET 
Ww » 


On the same day in Hongkong, Liem 
won independent shareholder approval to 
increase his family's stake in First Pacific 
well beyond the 35% level at which a gen- 
eral offer is usually demanded by the col- 
ony's authorities. 

The UIC takeover is a cut-and-dried affair 
for minority shareholders. Liem paid UIC's 
then chief executive, Oei, S$1.60 (94 US 
cents) each for 182 million shares in the 
company, raising his holding to a control- 
ling 24.5%. This was a surprise, because six 
days earlier, a separate deal collapsed in 
which Liem was prepared to pay S$2 a 
share for a smaller UIC stake that would 
have left Oei in control of the company. 

Why Liem was willing to pay more for 
less has not been adequately explained. 
Nor has Liem spelled out what he intends 
to do with UIC now that he controls it. All 
minority investors know is that Oei reaped 
a 36% premium on the UIC shares he sold 
to Liem and that the share price has since 


3 slumped to S$1.22, an amount far short of 


| the company's net asset value. 





Minority investors in First Pacific have 
fared better, and they might even see the 
performance of their investment improved 
as a result of Liem's dance around the gen- 
eral-offer trigger point. While they were not 
offered a choice of cash when Liem set in 
motion a plan to raise his family's stake in 
the trading, property, banking and tele- 
| communications conglomerate to 42.576 by 
1994 from 26.4% currently, they were at 


88 


a — ——  ———————— 


least allowed a vote on whether the plan 
should go forward. 

Shroff grudgingly applauds Liem's ad- 
viser, Anglo-Chinese Corporate Finance, 
for its adroitness in constructing the ar- 
rangement. 

Liem is raising his family’s shareholding 
through a loan-stock swap that will provide 
heavily geared First Pacific with cheap 
capital to make acquisitions and pay off its 
debt. At the same time, the plan will enable 
the company to strengthen its equity bases 
and avoid a dilution of shareholder returns. 
The handful of shareholders who approved 
First Pacific's issuance of US$100 million 
in convertible participating certificates were 
apparently dazzled enough by the plan's 
cleverness to approve it unanimously. 

Anglo-Chinese won a waiver in princi- 
ple from the colony’s Committee on Mer- 
gers and Takeovers on the general-offer 
rule by arguing that since ownership was 
being reconfigured among Indonesian 
shareholders who have controlled First 
Pacific since its inception, control was not 


Turnover in Hongk 
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changing hands. The adviser also argued 
that shareholders were being protected 
from a dilution of their interests by the pric- 
ing structure of the loan-stock swap. The 
arrangement pegs the mandatory conver- 
sion price of the certificates to First Pacific's 
earnings-per-share growth between now 
and 1994. If the company prospers, the 
Liem family will be forced to pay more for 
the shares at each fixed conversion date. 
The Liems are willing to pay the price 
because they will receive an annual divi- 
dend equivalent of at least 5% of the new 
investment or 110% of the dividend paid 
on ordinary shares, depending on which is 
higher. They have committed in advance to 
taking the dividend in shares instead of 
cash, increasing their ownership stake. 
m Jonathan Friedland 
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Trigger unhappy 


Stockmarkets everywhere are suffering low 
volume as well as declining prices. This is 
partly cyclical. But in Hongkong’s case the 
problem is fundamental. It is likely to wor- 
sen unless the government removes stamp 
duty and the exchange itself makes a seri- 
ous effort to be less parochial and tries to at- 
tract international business. 

Stamp duty may not be a deterrent to 


local investors in rising markets, but it is in | 
dull ones. And it undoubtedly is of grow- | 


ing concern to institutions. As the table 
shows, London turnover of major Hong- 
kong stocks is now between a quarter and 
a tenth of local turnover. Admittedly, trad- 
ing is mainly confined to the colonial names 
familiar to British institutions and it is 
doubtless to the benefit of Hongkong that 








there is active overseas interest in its stocks. | 


But it is also clear that business is being put 
through London for reasons of dealing 
cost. 


The same even applies in the US. Deal- | 


ings in American Depositary Receipts 
(ADRs) of Hongkong companies are huge 
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compared with almost any others’, apart | 


from a couple of Australian stocks with big 
US followings, and they are vastly in excess 
of well-known Japanese issues. The liquid- 


ity of Hongkong ADRs in New York may be | 
useful to investors in them. But it is a curi- | 


ous commentary on Hongkong, known 
as an international marketplace, that it 
is losing its own business to foreign 
markets. 

Meanwhile, unlike Singapore with its 
tax-and scrip-free dealing, Hongkong is at- 
tracting no trading in foreign shares to its 
own shores. 


Shroff is not given to shedding tears for | 


stockbrokers, but in this pre-budget period, 
he repeats his plea to abolish this out- 
moded and counterproductive form of 
taxation. m Philip Bowring 
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Personal 


| needs to know 
| about China 
m] today 
m The CHINA TRADE REPORT has its finger on the 
country's business pulse. b 
li It provides answers to the basic question: Isthere still 


money to be made from doing business with China? 


B What new opportunities are there for direct invest- 
ment, joint ventures and trade? The rewards are 
ample for those who are patient and for the risk- 
taker. | 











UNITED STATES IMMIGRATION 
Obtain US immigration via INVESTMENTS or establishing AMERICAN 
BRANCH COMPANIES, etc, ALL MATTERS HANDLED PERSONALLY BY 
LICENSED US ATTORNEY/PHD ECONOMIST THRU CONTINGENCY FEE 
ARRANGEMENTS. NEW LAW NOW GRANTS IMMEDIATE PERMA- 
:NENT RESIDENCY (GREEN CARD) BY PURCHASE OF BUSINESSES/ 
REAL ESTATE, ETC. ALL NATIONALITIES INCLUDED IN COVERAGE. 


ontact: Edward P. Gallagher, Attorney-at-Law 

P.O. Box 70302, Friendship Heights Station 
Washington, D.C. 20813-9998 

FAX: (301) 983-3439; TELE: (301) 986-9303 
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Readers 
are 
recommended 


to make appropriate en- 
quiries and take appropriate 
advice before sending any 
money, incurring any ex- 
pense or entering into a bind- 
ing commitment in relation to 
an advertisement. The Far 
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- overlooking Hyde Park 
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Authoritative 
Now in its 24th year, the CHINA TRADE REPORT is 
published monthly by the Review Publishing Com- 
pany Limited. It has been long acknowledged by lead- 


| Single - £72.50 + VAT 
|. Double/twin - £95.00 + VAT 
+ (Inclusive of full English Breakfast) 










Eastern Economic Review = ! " | 
129 Bayswater Road shall not be liable to any per- | ing business executives throughout the world as the 
son for loss or damage incurr- _ best informed, best statistically up-to-date newsletter of 


ONDON W2 4RJ Tel - 071 221 2217 
^. Fax 071 229 0557. 


ed or suffered as a result of 
his/her accepting or offering 
to accept an invitation con- 
tained in any advertisement 
published i in the Review. 


its kind. 

| Wide-ranging 
The CHINA TRADE REPORT covers every issue affect- 
| cmn ing those doing business with China, whether trading, 
— eS — investing. or involve d in any enterprise: gain a 
law — sae dozens more. 
The CHINA TRADE REPORT also publishes key statis- 
tics on all aspects of the Chinese economy. It is crucial 
reading for anyone doing, or wishing to do, business 
with China. 
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REVIEW INDEX 


|]. The Review Publishing Company Limited is now publishing a 
quarterly index which details by country, subject and date every- 
_ thing that has appeared in the Review. 

The index is available on a quarterly basis. Subscribe now and each 
quarterly index will be sent to you automatically as soon as it be- 
comes available. A vital research tool, the Review index will save 
hours of needless searching for information. ORDER YOURS 
TODAY! Only HK$290 (US$37.50) for 4 quarterly issues. Just com- 
plete the coupon below and send with your payment. 
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Review Publishing Company Limited, 
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icture this: perched on top of your 
personal computer is a box in 
which there are two small holes. 
: One is the lens of a video camera; 
the other, a tiny microphone. This is the 
video phone of the future. When you make 
<a call, a little window pops open on the 
opposite number's computer screen, and 
.. there you are, gesticulating in living col- 
jur and expostulating in stereo sound. 

. Of course, pundits have been predicting 
the advent of the video phone for several 
decades. Now, however, the technology is 
idvancing to the point it is only a matter of 
time before there is a video phone on every 
desk top. 

. The impetus for its development springs 
argely from the needs of large corpora- 
tions. Rounding up employees from all 
over the country for a meeting is an expen- 
sive, time-consuming operation. How much 
more efficient to have them stay on-station 
and confer over the phone. 

_ Corporate video conferencing began in 
the mid-1980s. But the initial requirements 
were prohibitively expensive for all but 
the most well-heeled companies. For one 
- thing, conferencing required access to two 
specially equipped studios (costing around 
US$250,000) at either end of a dedicated, 
| high-capacity telephone line. 

|... For another, an hour's worth of confer- 
t ring would cost between US$1,500 and 
US$2,000 — and even then you had to 
book in advance. Then along came a 
technique called video compression. 
Through the application of ingenious 
ck math," compression enables the 
dreds of millions of bits of information 
make up full colour and motion video 
nage to be boiled down into a thin trickle 
' digital data. This can then be sent out on 
iore or less ordinary phone lines. 


Much of the action in video conferenc- 






























































taking place in the US. Two com- 
— PictureTel on the East Coast and 
the West — have parlayed their (uni- 
ersity-derived) mathematical nous into the 
on's share of an exploding market. 
_ PictureTel's first video-conferencing sys- 
tem, introduced two years ago, sold for 
$660,000. The company's latest product 
goes for US$25,000 and has been scaled 
down so that it can be rolled from one room 
to another. In the past year, according to 
company marketing director Ron Baker, 
ictureTel's sales have nearly doubled, 
from US$18.6 million in 1989 to US$35 mil- 
A large market for PictureTel is Japan. 
ng distance-telephone carrier DD! is 


rime gm re ntt e 


Face of the future 


using video conferencing as a means of dif- 
ferentiating itself from its rivals, including 
giant Nippon Telegraph & Telephone. 
DDrI's largest investor is Kyocera, which also 
owns 6% of PictureTel. 

The next step for the US company is to 
make its systems smaller and more afford- 
able. To this end, it is cooperating with 
chip-maker Intel Corp. on the development 
of powerful compressors which — perhaps 
within two or three years — will bring cut- 
price video conferencing and other ser- 
vices, such as video mail to the vastly larger 
desktop market. 


Video by itself has already arrived on the 
desk top. An adaptor board which goes on 
the market this month will allow owners of 
the IBM personal computer and its myriad 
clones to watch and manipulate — though 





not store and transmit — video on their 
computers. 

What makes this board remarkable is its 
price: at just under US$700, it is less than 
half the cost of competing products. It was 
developed by New Media Graphics, a small 
Massachusetts-based company, with Cali- 
fornian design specialist Chips & Techno- 
logies providing the silicon smarts. 

The partnership is a significant one for 
the future of digital video: Chips & Techs 
currently supplies most of the world's 
clone-makers. Its sales force could well play 
a crucial role in persuading personal com- 
puter manufacturers to add a new wrinkle 
to their machines. 

With the personal computer market 
flagging, the makers are likely to be recep- 
tive to such a pitch. Indeed, optimistic 
forecasters predict that by the middle of the 
decade, three-quarters of all personal com- 
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puters sold will be able to accommodate 
video. | i 

But demand for video is by no means 
confined to computer manufacturers 
and telecommunications-service providers. 
There are plenty of would-be users out 
there, too. a 


They include fi 1a ncial-services firms, 
which would like to add video news feeds | 










‘screens of their 


to the already ic 
| nother group con- 


traders' workstation 
sists of broadcasters 
wire services such as those of Reuters and 
Dow Jones, which want to expand distribu- 
tion of their material. 

Perhaps the keenest of the lot are com- 
panies which already use combinations of 
computers and video to educate their work- 
ers. Computer-based training is already a 
reasonable-sized market — estimates put it 
at around US$400 million a year. But today, 
applications are typically forced to rely on 
video disks and tapes. 
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In the meantime, pity applications develop- 
ers. The technology is moving so fast that '- 
keeping up with it is tough. Standards co- 
vering video conferencing and the incorpo- | 
ration of pictures into computers are on | 
their way, but they are not here yet. | 
In particular, there is the disparity be- 
tween the state of progress in hardware 
and in the software to run it. The cameras, 
the microphones, the interface boards, the 
compressor and processor chips, the mo- 
nitors, the speakers, the storage devices 
and transmission lines are all ready to go. 
But conspicuous in their absence are the 
programs to glue systems together. 
Happily for the applications developers, 
though, there are companies working on | 
the problem. One such developer is Fluent 
Machines, which is developing a set of 
software tools to allow video applications to 
run on networked computers — for exam- 
ple, a video editor that allows on-screen. 
frame-by-frame editing of clips read in from 
a video camera. Nu 
The list of Fluent's backers gives an idea. 
of the range of interest in what the com-. 
pany likes to call digital video. It includes 
US telephone company Nynex; Olivetti, 
one of Europe's leading personal computer 
makers; and ASCH, Japan's leading indepen- 
dent software house. 
Fluent will shortly begin selling its first 
products. But, cautions company market- 
irector Ames Abbott, 
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ing communications direc 
it could take three to five years before the 
market for digital video takes off. 

= m Bob Johnstone | 
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Sniffing out leads 


In 1aIWan. 
p.v lo dobusiness in Taiwan, 
=o. you needall your resources. 
= One of which is an airline that 
=. gets you there when you really 
25 needtobe. 
2125 -[oTaipei, and to 12 other 
oo. ^ "epties across the Pacific, United 
hasthe schedules that suit vours. 
More flights across the Pacific 
‘than any other airline. 
Which helps explain why 
United is now the number one 
choice of Pacific travelers. 
Come fly the friendly skies. 
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Gulf war 


Fall-out on Asia 
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LETTERS 


Misleading report 

I refer to Forgive and forget [10 Jan.] and 
wish to point out that your report about me 
is factually incorrect and misleading for the 
following reasons: 


> I have not, at any time during the past | 
two years, been directly or indirectly in- | 


volved in any share trading activities. 


> I have not, at any time, now or before, 


owned or purchased any share in Menang | 


Corp., let alone be in control of the corpora- 
tion. 

> I was never, at any time, the chief execu- 
tive or the chairman or a director of Pan-El 
and your reference to me as the Pan-El 
chief is erroneous. 

You will appreciate that the innuendos 
and suggestions in your report, especially 
that with regard to Menang Corp., could 
have a very damaging effect on the corpo- 
ration and its shareholders. 

Kuala Lumpur TAN KOON SWAN 


M i ere a aa iA A 


islamic solution needed 

An important international body of Islamic 
states, the Organisation of the Islamic Con- 
ference (OIC), has been conspicuous with its 
muted response to one of the most critical 
and explosive situations facing not only the 
Arab world, but the Islamic world as a 
whole. 


The Gulf crisis and the Palestine prob- ! 


lems are not only Arab problems, but Is- | 


lamic problems, and it is only within the Is- 
lamic context that any meaningful solutions 
may be found. To attempt to find purely 
Arab solutions to the Gulf crisis are 
doomed to failure as the Arab League has 
divided into two distinct camps. On the 
other hand, the OIC comprises 45 states 
in Asia, Africa and Europe; with a popula- 
tion of almost 1 billion people. 

The Arab League, has once again 


shown its inherent inability and lack of so- | | 


lidarity to take a unified stand to face the 
dangerous situation arising out of aggres- 
sion of one Arab state against another. 

Arabism, a concept of Arab nationalism 
was articulated mainly by Christian Arabs 
like Michael Aflaq of the Baath Party, was 
nurtured by self-centred leaders like 
Egypt's Nasser who considered that the 
Arabs alone could resolve the issue of 
Palestine and that the other Muslim states 
had no part to play in this conflict. 

One of the reasons for the creation of 
the Arab League in the 1950s was to pre- 
empt the creation of the future OIC which 
emerged in 1969 after the attack on Holy 
Al-Aqsa in Jerusalem on the Holy Mount of 
the Rock by Zionists. 


Saudi Arabia that an initiative was made to 


bring together the Islamic nations into a - 
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It was only in the 1970s due to the en- 
lightened leadership of late King Feisal of | 
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mmon forum under the aegis of the OIC. 
—: Therefore, the situation demands the 
~ OIC supersede the Arab League and play 
. à wider role in the Gulf crisis. The Arab 
League lies paralysed between those who 
support the US-led multinational force 
and those vehemently i ae to foreign 
troops in the volatile region, though not 
necessarily condoning the Iraqi occupation 
. of Kuwait. | 
_ The sudden collapse of communism in 
_ Europe has been an ideological victory for 
“the Chr 






ristian West, and the Western mili- 
; tary-industrial complex has to have a cre- 
. dible new enemy: the uncompromising 
ideology of Islam. Muslims, in the eyes of a 
- less tolerant West, have become synony- 
mous with terrorism. 
-The realisation and the foresight of 
some Europeans, and here I would refer to 
e flamboyant Foreign Minister of Italy 
.Givanni Michelis (Italy being the current 
. chairman of the EC) who foresees "a colli- 
-sion course between Islam and the West.” 
<No lessa person than the Turkish President 
-Turgut Ozal is reported to have stated: 
_ "This incident in the Gulf should show that 
- tension in the future won't be communism 
against capitalism. Instead, there will be 
tension between Christianity and Islam, 
dangerous for the whole world." 

Michelis said Italians and Spanish, geo- 
graphically and historically nearer to Islam, 
anticipate this collision between Islam and 
the West. This they feel will be more likely 
if the US becomes embedded in a defensive 
alliance against Iraq, financed by Saudi 
Arabia and the Gulf states. 

In short, the Muslims of the world must 
have their collective voices heard through 
the OIC, which must play a more prominent 
and independent role in world affairs not as 
an appendage of Saudi policy. 

Chittagong, Bangladesh S. K. ISLAMABADI 


























Stick to travelling 

TRAVELLER'S TALES was always one of the 
more interesting columns in your magazine; 
informative, often humourous, a refreshing 
interlude between rather dry and dismal re- 
ports about the ills of this world. 

But I was dismayed that the inestimable 
Derek Davies should have succumbed, in 
such a demeaning and defeatist manner, to 
the common level with the diatribe in his 
column of 24 January. 

Yes, American argot is cheap, vulgar 
and illustrates, at best, lazy thinking. Yes, 
the media destroyed “the ‘will to fight” in 
x Vietnam and, in doing so, provided suc- 
-cour to the enemy which they exploited to 
> full. For such assistants (read report- 
E Stalin once awarded the accolade 








no, sir, r, Bob Hope is not a "court jes- 
st as he is not a "Hanoi Jane.” Sol- 
diers of all nations and at all times subsist 
ona diet of humour. It takes the mind off 





the grisly aspects of the task in hand. Al- 
ways coarse, often macabre, seldom mali- 
cious. Hence the Unknown Soldier, having 
to digest a meal of complaints from his 
comrades, declared: "You shouldn't have 
joined if you can’t take a joke.” 

Again no, sir, there is no comparison 
with public opinion of the Vietnam era and 
today. To suggest that there is does a grave 
injustice to the men and women, soldier 
and politician alike, who are prepared to 
fight in just cause and in defence of a fun- 
damental principle. The principle which, 
by extension, allows Davies to express his 
views and allows others to dissent. 

For those who doubt my qualifications 
to write in this way, please allow me to say 
that having been a soldier and having been 
prepared to put my life at risk, I owe it to all 
my once brothers-in-arms to let them know 
that they have at least one member of the 
all too often silent majority on their side. 

Sir, might the venerable Davies keep to 
tales about travelling? 
Hongkong 
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Uphoid the law 
Satyindra Singh’s article A matter of hon- 
our, [THE 5TH COLUMN, 3 Jan.] gives a good 
account of much of what ails India today. 
However, the country’s armed forces have 
a long way to go to regain their lost honour, 
pride and more important, the respect of 
Indian citizens. 

The Indian Navy, Singh’s own service, 
refuses to relinquish property in Bombay, 
requisitioned during World War II. During 
the past 48 years, the navy has on several 
occasions, neglected to pay rent, taxes and 
bills, until compelled to by court orders. 

There are innumerable other instances 
of similar abuse of citizens’ rights by the 
armed services. Litigation is virtually im- 
possible under the prevailing legal system, 
where it takes 10-15 years for a case to be 
heard, and the owner of the property is li- 
able for all costs, win or lose. If the service 
loses in a lower court, an appeal is automat- 
ically lodged at the next level. Few citizens 
can either afford to pay such costs, or to 
wait for generations. 

The paramount duty of the armed 
forces should be to uphold the laws of the 
land and to protect the rights and property 
of its citizens. Why are the Indian armed 
forces not doing so? 
Montreal 
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Qualified to be foreign 

Your INTELLIGENCE report [27 Dec. '90] 
which carried the startling news that 
Nguyen Co Thach might be replaced as 
Vietnamese foreign minister by Nguyen 
Khanh, "a vice-premier with no known for- 
eign policy experience" needs correcting. 
Khanh was director of the Vietnam Com- 
munist Party's General Affairs Department 
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in the daly 1980s and was quite a 
in external relations. In his party capac 
he led a delegation of the General AJ 
Department to the Soviet Union and 
with Chernenko in September-Octo 
1982. The following vear he attended t 
27th national congress of the Swedish 
betarepartiet Kommunisterna (Ma: 
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mid- I he led a pay a to 












tion to Bulgaria ( ee y. Kh 
variably in attendance at Hanoi 
see off senior Vietnames 


foreign par ties visited ' Vi 
At the 6th party cong 












Khanh a appears to (sia imu 
foreign policy arena with F 
as vice-premier in February 1 
Canberra 


No basis for defence 
I was shocked to read that E, P. ; 
[LETTERS, 27 Dec. '90] had the nerve te 
fend the actions to the Philippine- 
tral Bank in 1983. Was that not ! 
when the most shameful y wine í 















ata. pos kan in the 
who would cover such lies w 
a crook. 


aged the Philippine standir g and reputa 
tion. Obeying the Marcoses was not force _ 
majeure. CUN 
Brussels 


Something in reserve 
The Invisible Hand in your 6 D 
issue intrigues me, and I must make t 
lowing comments: 
Yes, Sir dus idles is m reme 












had por eer to dé with it. 

You cannot pride yourself for b a 
novative in your suggestion: of aj p 
1979, just before Ka Wah Bank went. 















the transparency of a peg for the H 
kong dollar, and the ofher was the 
lishment of a Reserve Bank of Hong 
This Reserve Bank must be indepen: 
managed and operated with funct 
cluding acting as lender of last res 
most oppressive of Hongkong 
Bank to compete as a comm 
well as acting as a Reserve 
If David K. P. Li is 
ner," he wins by defau 


Taipei 






PM 





The outbreak of 
fighting in the Gulf 
. has created splits 
between pro and 
anti-Iraqi lobbies 
in many Asian 
countries, despite 
the efforts of 
governments to 
stay neutral. 
e a -REVIEW 
-correspondents in the region. describe 
;.. popular attitudes to the crisis ranging 
from pro-Iraqi fervour in Pakistan to 
support for the US and its allies in China. 
Jakarta bureau chief Michael Vatikiotis 
ports the plight of Indonesian workers 
in the Gulf, while Manila bureau chief 
John McBeth reveals measures taken by 
the US and the Philippines against a 
. suspected terrorist network. Asian 
governments have adopted a low 
"v c. diplomatic profile on the crisis, but New 
- ^ Delhi bureau chief Hamish McDonald 
| reports that India has attempted to launch 
| a peace initiative through the Non- 
. Aligned Movement. On the region's 
bourses, a one-day rally after hostilities 
began was followed by a slump as- 
investors evaluated the war. REVIEW 
5 correspondents a also assess the damage to 
- Corporate earnings, while Michael 
. Westlake examines the fall-out in the 
. aine. and ae i ing i industries. Bureaux 



































INTELLIGENCE 


Fiendish Plot 


-of the General Office of the Communist 
Party Central Committee held secret 
‘meetings on 16-17 January to discuss the 
Gulf War. A document produced at the 
meeting characterised the conflict as a 
"struggle between global and regional 
. hegemonisms" occurring at a time when 
the "old world order has been destroyed 
. butthe new world order has not yet been 
. established." The document, which has 
. been distributed only to high-level party, 
government and military leaders, said the 
. US objective is "first to teach Saddam 
- Hussein a lesson and then to dominate 
the world." China will refrain from 


China's State Council and representatives 





Foreign Relations : India-US. 
India’s new-found friendship with the US 
has developed an embarrassingly warm 
glow which is provoking some soul- 
searching about deep-rooted attitudes 
towards non-alignment and Western 
capitalism 13 


China : Dissidents 

The authorities exploit the distractions 
provided by the Gulf War to try a number 
of dissidents accused of anti-state 
activities during the 1989 pro-democracy 
protests 14 


Vietnam : Plenum : 
The communist party’s 11th plenum, 
called to discuss the sixth congress due in 


May, fails to gather a consensus on which |. 


direction the country should be steered in 





Jakarta anti-war demonstrators (8). 


openly criticising the US or other coalition 
forces during this early stage of the 
conflict, and maintain a neutral position 
in its propaganda work during this 
period, the document said. 


Bank Holiday 

Thai students are expected to get a 
four-day holiday later this year 
compliments of the World Bank and IMF. 
To ensure that the 15,000 or so expected 
visitors for the annual World Bank/IMF 
meeting in October this year do not spend 
their entire time stuck in Bangkok's 
notorious traffic, the Thai capital’s schools 
will be closed to keep students, their 
buses and their parents’ private cars off 
the roads. The only routes to the 
conference site from major hotels are 
Sukhumvit and Rama IV roads, which are 
normally jammed with barely moving 
bumper-to-bumper traffic from early 
morning until well into the night. 
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order to tackle a des economic - 
crisis 15 


Pakistan : Electorate g 
The results of a recent by-election indi : te » 
the « country's v i n 
sectional and regional politics than in 
aining material benefits for their » m 
communities 17 |" ov- 


Malaysia : Kelantan. e ai 
The east coast state’ snew ; Pas government 
is seeking to fulfil its election pledge to 
enshrine Islamic values in i publica and 
private life 18 ad j 


Cambodia : Peace Search = = = o0 
ca fein par ticipants involved in tying — 
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As its filibusters beane ea 
among the people, the opposition comes 
to a compromise with the government, 
but wins its demand for speedy retirement 
of aged KMT legislators 24 


Aid Banned 

Sources in Kuala Lumpur say the 
Malaysian Government has asked Tokyo 
to cancel a technical review mission to the 
states of Kelantan and Sabah to assess the 
progress of the Japan’s Official 
Development Assistance (ODA) 
programme. The regular mission, which 
evaluates and identifies areas for future 
funding, is sent every few years. Sources 
say the Malaysian Government asked for 
the indefinite postponement last 
December in order to reformulate its 
policy towards the two states, which fell 
to the opposition coalition led by Tunku 
Razaleigh Hamzah in the October 1990 
general election. The exact number of 
Japanese aid projects affected is unknown, 
but they typically incorporate financing, 
development surveys and input provided 
by technical experts and volunteers sent 
from Japan. Through 1988, Japan's 
Overseas Economic Cooperation Fund 
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and its allied Asean Japan Development 
Fund channelled over ¥450 billion 
(US$3.4 billion) in ODA funding to 
Malaysia. 


Knowledge is Power 
A round of military 
promotions in 
Indonesia has put a 
close aide of armed 
forces commander 
Gen. Try Sutrisno in 
a key intelligence 
position. The 
promotions had been 88 
delayed and were Sutrisno. 

due last July. In an 

expected move, Gen. Arie Sudewo, 

_ formerly West Java military commander 
. has become deputy chief of the strategic 
igence body, Bais. Sudewo, like 
sno, comes from the engineer corps. 
er Bais emt was that of 
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with little: 


Col Hendro Priyono, formerly military 
commander of Sumatra's Lampung 
province, as a director of Bais. Analysts 

speculate Sutrisno may at last be gaining 
influence over a body long considered to 
be the stronghold of Defence Minister 
Benny Murdani. 


Heady Aspirations 


. Prospects of a link-up between Thailand's 


two most significant political opposition 
parties are growing. Political sources in 
Bangkok say Chamlong Srimuan, the 
popular Bangkok governor who heads 
the Palang Dharma party, is in contact 
with senior members of the New 
Aspiration Party, headed by former army 
chief Chaovalit Yongchaiyut. Chamiong’s 
party, which has 15 MPs, draws on its 
leaders’ reputation for honesty and 
integrity, and is expected by observers to 
enhance its national political standing in 
the next election. Chaovalit has been 
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stressing a similar role for his new part 

rejecting money politics and champ 
the poor. The two leaders, both retire: 
army generals, are known to be on 
friendly terms. 


Scorched Earth 
Food is becoming critically scarce for 
200,000 or so war refugees inside 
Cambodia as well as villagers in some 
parts of the country, according to 
Western sources in Phnom Penh. 
Reasons given are the anti-resistance 
tactics of government troops, which 
rely heavily on burning crops in order to 
deny them to the enemy, as well as — 
fighting which keeps farmers away — . 
from their fields. Some villagers who 
have been warned to leave their h 
by resistance forces before they mov 
into their areas have eventually reti 
to find their food and other supplies 
gone. 
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Asian sympathies split as war escalates 


Trying to k 


By Review Correspondents 


ne week into the Gulf War most 

Asian governments, except 

China, were having trouble rest- 

raining the Iraqi sympathies of 
important minorities in their populations — 
or majorities in the case of Pakistan and In- 
donesia. Economic side effects of the war 
included price gouging in India, stockpiling 
of rice and other basic goods in Malaysia 
and a boom in sales of Saddam Hussein 
posters in Pakistan. 

Indonesia's Muslims have distinguished 
themselves by virtually being the only Is- 
lamic community not demonstrating en 
masse against Western interests. Police out- 
numbered demonstrators in a token dis- 
play of pro-Iraqi sentiment outside the US 
Embassy in Jakarta. But fears persist in mi- 
litary and foreign business circles of some 
kind of Muslim reaction, and the armed 
forces have taken extra security precautions 
to guard foreign diplomats and businesses. 
There is also concern that an Asian-wide 
Iraqi terrorist network has an arm in 
Jakarta, after a bomb was discovered at the 
US ambassador's residence. 

In the days leading up to the UN dead- 
line for Iraq's withdrawal from Kuwait, few 
Indonesians believed there would be war. 
That said, Indonesians are prone to be op- 
timistic about almost any situation. Now 
hostilities have begun, remoteness from the 
conflict and a fertile sense of humour have 
helped make light of what many know is 
really a serious situation. In the central Java 
town of Jogyakarta, where the Gulf crisis 
has had a serious impact on the normally 
year-round tourist trade, the government- 
promoted “Visit Indonesia Year” has got off 
to a poor start. Instead, one local news- 
paper reported that “Visit Iraq Year" had 
be 


Yet Indonesians in all walks of life are 
conscious of the war, and are paying close 
attention to its progress. Passing through a 
throng of local market goers in Jogyakarta, 
one hears the names Saddam and Bush 
being bandied about as small talk. Local 
Muslim intellectuals at the town’s Gajah 
Mada University have been distracted from 
pressing domestic social issues and are 
busy writing their analysis of the war for 
the national press. 

Lurking not far below the surface 
though, is discomfort about the US-led co- 
alition’s use of force. The nationalist daily 
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Pro-Saddam demonstrator in Pakistan. 


Merdeka carried a virulently anti-US edito- 
rial on 18 January, describing the actions of 
the allied coalition as "brutal and inhuman." 

"Who actually would be freed by the 
Americans and their accomplices?" the 
newspaper asked. Noted Indonesian politi- 
cal scientist Professor Yuwono Sudharsono 
pointed out that sentiments like these are 
symptomatic of the resurgence of Sukarno- 
style nationalism. Agreeing, a local politi- 
cian believed that anti-American feelings 
"are running very high." 

The demise of the old Indonesian 
Nationalist Party (PNI) since 1965, has 
meant the mantle of secular nationalism 
has been inherited by the country's Muslim 
intellectuals. The result is a mix of Muslim 
outrage tempered by realpolitik. One 


"mJ. 
T A >= 


FAR EASTERN ECONOMIC REVIEW 


ol 


former senior diplomat, Rais Abin, asserted 
that the UN had only given the coalition a 
mandate to force Iraq to withdraw from 
Kuwait, not attack Iraq. A prominent Mus- 
lim intellectual, Amien Rais, observed that 
the war almost certainly meant the Middle 
East would become more subservient to US 
interests after peace is restored. 

In Pakistan the ruling coalition remains 
studiously neutral, though the dozens of 
apparently spontaneous pro-Iraq demon- 
strations that have occurred each day since 
the outbreak of war have Islamabad wor- 
ried. Rallies have been held under diverse 
political sponsorships all over the country, 
including in the tribal areas along the Af- 
ghan frontier where such events are rare. A 
large section of the Afghan community, 
notably the guerrilla group headed by Gul- 
buddin Hekmatyar, have declared them- 
selves pro-Iraq. 

Pakistan’s Premier Nawaz Sharif, in his 
address to the nation on 20 January, de- 
fended the presence of Pakistani troops in 
the Gulf and pointed to Saudi Arabia's 
strong sympathy and support for Pakistan 
during the 1965 and 1971 wars with India. 
In contrast, he said, Iraq had been cool on 
all Islamic and other issues of direct concern 
to Pakistan. Government propaganda, 
however, appears to have had little or no 
effect. 

Attempts to camp down on pro-Iraq 
agitators are politically risky because some 
of the ruling party's own coalition partners, 
especially the Jamaat-e-Islami and a faction 
of the Jamiatul Ulema-i Pakistan, have de- 
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dared themselves openly against military 
action in the Gulf. However, the Sindh pro- 
vincial government has strongly warned 
printing presses action will taken against 
them if they print either Saddam's picture 
or any pro-Iraq material. Municipal work- 
ers in all major towns have been kept busy 
erasing pro-Saddam graffiti and taking 
down similar cloth banners after dark. 
Doing the same in daylight is considered 
unsafe in view of the undeniable ground 
swell of public sympathy for Iraq. 

Reactions in Malaysia are polarised by 
race and religion. The gap has been 
dramatised by contrasting media coverage 
of the conflict, with the Malay language 
press headlining Iraqi triumphs and Eng- 
lish language newspapers doing the oppo- 
site. Utusan Malaysia, a Malay language 
daily, carried the headline “Iraq shoots 
down 76 attack jets” in its 18 January edi- 
tion, while the English language Star car- 
ried the US version of its bombing offensive 
as reported by foreign news agencies. What 
is clear is that the Malaysian Government's 
support for the UN resolutions on trade 
sanctions against Iraq and its backing of the 
US-initiated move to resort to force by 15 
January, have not gone down well with 
some segments of the Malay population. 

While urban Chinese are mostly con- 
cerned about oil prices and the effects war 
will have on the economy — many Malay- 
sians of all races have stocked up on rice 
and other staples — the Malay response is 
complicated by religious sympathies. On 
the eve of the first attack, a young sales 
clerk said she hoped there would be war, 
“to teach the Americans a lesson." 

Police pre-empted anticipated demon- 
strations in front of the US, British and 
French embassies after Friday prayers on 18 
January by flooding the diplomatic enclave 
with truckloads of anti-riot units. ! 

The opposition Parti Islam (Pas) has led 
much of the criticism of the government's 
backing for the UN initiatives. On 18 Jan- 
uary, Pas MP Abdul Hadi Awang sought 
and obtained a special adjournment in par- 
liament to discuss the Gulf crisis. On 20 
January, several of Pas' top leaders held a 
night ceramah, or public debate, on the Gulf 
crisis. The leadership has decided to seek 
male volunteers to go to the Middle East in 
any capacity. 

The outbreak of fighting in the Gulf of- 
fered a distraction to India's weak minority 
government of Prime Minister Chandra 
Shekhar. In addition, the Bombay stock ex- 
change stopped trading on 15 January, os- 
tensibly to avoid panic selling but in reality 
— most insiders believe — to tide over de- 
faults by its own members resulting from a 
market crash in December-January rather 
than any Gulf War effect. This apparent op- 
portunism has filtered down the economic 
chain. While price increases in petroleum 
products are accepted as justified, sellers of 
everything from edible oils to coconuts 
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Driven to 
the front 


Virtually left to their own devices some 
100,000 Indonesian workers in Saudi 
Arabia are clearly uneasy about the situ- 
ation. The Indonesian Government has 
said it cannot afford to repatriate them. 
There are in any case no flights availa- 
ble. Now comes news that some are 
being sent by their Saudi employees to 
help ferry troops to the border with 
Kuwait. 

In a remarkably detailed story the 
Jeddah correspondent of the state news- 
agency, Antara, reported that Indone- 
sian drivers have "unintentionally taken 
part in preparations for the Gulf War" 
by transporting of the multina- 
tional force to the Saudi-Kuwait border. 
The report said some 30 drivers employ- 
ed by the Saudi Arabia Transport Com- 
pany had complained to the Indonesian 

Apparently, the drivers, along with 
other Asian nationals, had been given 
no choice. The Indonesians reported 
that some time before the outbreak of 
hostilities, the Saudi Government or- 
dered a mobilisation of civil transport 
vehicles to be used as troop and supply 
transport. "It was amazing," Antara 
quoted a driver as saying, "there were 


have put up prices, citing the war as a 
cause. Prices have even risen on products 
like onions, which India used to export to 
Iraq and Kuwait. Long queues formed out- 
side petrol stations as the UN deadline ap- 
proached, while bicycle shops in New 
Delhi experienced a surge in demand. 
China's leaders are worried about the 
extent and intensity of popular support in 
China for the US and its allies in the Gulf 
conflict, which is in sharp contrast to the 
more neutral official government position. 
Some ordinary Chinese have sent money to 
embassies of coalition member countries in 
Peking to support the war effort and even 
volunteered to fight in the Gulf. Much of 
the appeal of the war in China lies in its 
seemingly clear-cut moral dimensions, and 
many people appear to have effortlessly de- 
cided the anti-Iraq coalition led by the US 
are on the side of justice. "Saddam Hussein 
was wrong to invade Kuwait," a young taxi 
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no Saudi drivers among those assigned 
to the border.” 

. Manpower Minister Cosmas Batub- 
ara responded to the reports by denying 
the drivers were politically involved in 
the war. They were "only doing their 
jobs as employees in a company." The 
state-run labour insurance company, 
Astek, has said that any Indonesian vic- 
tims of the Gulf war will be fully covered 
by the scheme. 

Concern has also been expressed 
about an estimated 10,000 Indonesians 
working — as domestics for 
Saudi families — close to the Kuwaiti 
border. There was no evidence, the re- 
port d Indonesian drivers saying, 
that Saudi refugees from the border 
areas were bringing their foreign 


domestics with them. 


The Antara report underlines grow- 
ing concern in Indonesia for the fate of — 
its overseas workers in the Gulf. Their 
fears are excacerbated by mistrust of 
Saudi Government promises for their 
protection after last July's Mina tunnel 
disaster in which more than 500 Haj pil- 
grims perished. The Saudi Government 
was criticised in Indonesia for negli- 
gence and insensitivity. 

Jakarta’s apparent indifference to the 
plight of workers in the Gulf contrasts 
with its concern for diplomats. At the 
last count 48 members of the embassy in 
Riyadh had been withdrawn, leaving 
only a skeleton staff. L] 


driver and former People's Liberation 
Army soldier said. "Now he is desperate to 
save face, forced to endure the worst." 

Chinese television and newspapers re- 
ports have been almost studiously objec- 
tive, invariably including material supplied 
by Baghdad as well as Western news agen- 
cies and TV networks. But there is undeni- 
ably a voyeuristic aspect to public interest in 
the Gulf War. "Life in China is dull right 
now and we are very bored," one young 
Chinese professional said. "The war is very 
exciting. Everyone is talking about it. 
Everyone is very impressed by the success 
of US high-technology weapons, which are 
like nothing we have ever seen." 

Some government and party cadres, 
particularly those whose attitudes toward 
the US were formed during the Korean and 
Vietnam conflicts, reflect a different view. 
"| hope this war is not over too soon and 
that more Americans die," one older cadre 
reportedly said to his colleagues. Saddam is 
not totally without admirers either. "Sad- 
dam is very brave to face the US in this 
way," one Tianjin factory manager told his 
staff. "Imagine what we could do in our 
factory if we had this pure will to risk 
everything." 5 
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Bomb blasts trigger hunt for terrorist network 


Loose cannons 


By John McBeth in Manila and Rodney 
Tasker in Bangkok 





premature bomb explosion in Manila 

on 19 January set off a series of sec- 

urity alarms in Asian capitals as 
Western and Asian intelligence agencies 
began trying to roll up what they claim is 
an extensive Baghdad-directed terrorist net- 
work. 

Iraqi Consul-General Muwafak Jassim 
. Al-Ani, 41, was given 72 hours to leave the 
Philippines after authorities linked him to 
the accidental detonation of a powerful C-4 
plastic explosive device in the Makati busi- 
ness district that killed a suspected Iraqi ter- 
rorist and wounded his companion. 

The REVIEW has learned the Philippine 
authorities came under heavy diplomatic 
pressure to expel Al-Ani 24 hours before 
the Makati incident as evidence mounted 
of his involvement in an imminent terrorist 
attack. It is understood that senior civilian 
officials knocked back the request fearing it 
would antagonise pro-Iraqi elements in the 
Arab world. In the event, President Cora- 
zon Aquino personally approved the expul- 
sion. 

Al-Ani was the first foreign diplomat to 
be ordered to leave the Philippines. Sources 
say Philippine officials may also refuse to 
accept the diplomatic credentials of another 
known intelligence officer, Iraqi third sec- 
retary Sabah Saddiq Saad, who arrived at 
the 10-man Manila mission from Pakistan 
in late December to act as Al-Ani's deputy. 

On 18 January the president had issued 
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a statement in which for the first time she 
gave her unreserved support to US-led ac- 
tions in the Gulf. That earned her a five-mi- 
nute telephone call from President George 
Bush to express his appreciation. It also 
meant that the Philippines had finally de- 
cided its long-term interests would be bet- 
ter served by leaning a little further over the 
fence in Washington's direction. 

Although an alert has been called in 
Bangkok and there have been bomb inci- 
dents in Pakistan, India, Bangladesh and 
Indonesia, the Manila explosion is the only 
act of terrorism so far to be linked to the 
Gulf War. Intelligence sources claim, how- 





Iraqi bomb suspects under arrest. 


Minimal missions 


Although Asia feels deeply involved in 
the Gulf crisis — not least because many 
countries still have workers in the area — 
direct diplomatic involvement remains 
low key and those governments that have 
launched initiatives appear mainly driven 
by domestic compulsions. 

Fear of stirring up domestic emotions 
on the war probably explains why In- 
donesia, a prominent member of the Non- 
Aligned Movement (NAM), has said it will 
not intervene in the crisis unless expressly 
asked to do so. 

At the opposite extreme Pakistan's 


10 


Government has been under strong 
domestic pressure from its pro-Iraq majo- 
rity to be seen to be doing something 
about the conflict that might minimise the 
damage inflicted on Baghdad. In response 
Prime Minister Nawaz Sharif held an 
emergency cabinet meeting on 21 January 
at which it was agreed to launch a "peace 
mission" to Middle East countries. 

Sharif visited Teheran on 22 January 
and arrived in Ankara on the following 
day. He also announced plans to visit Jor- 
dan, Syria and Egypt but dates remained 
to be fixed, apparently because there was 
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ever, that Iraq began preparing for world 
wide terrorist actions as long ago as its inva 
sion of Kuwait last August. 

An experienced case officer who ha: 
served in Cairo, Kuwait, Washington anc 
Tripoli, Al-Ani is said to have met the twc 
bombers several times in the six weeks they 
had been in the Philippines, the last occa 
sion being only a few hours before the early 
evening explosion near their apparen 
target: a US Information Service cultura 
centre. 

Authorities identified the dead Iraqi a: 
Ahmad J. Ahmad, 30, and his accomplice 
as Abdul Saad Kadhim, 30. The two allegec 
merchants arrived in Manila from Baghdac 
on 6 December and then extended thei 
stay from 13 January to 13 February. Both 
were booked to leave on a Bangkok-bound 
plane on the night of the bombing. 

The National Bureau of Investigation 
later arrested two other suspects, Abdul 
Sattar Hisham, 25, and his brother, Abdul 
Sattar Hassem, the sons of the Iraqi ambas- 
sador to Somalia, who was Iraqi consul in 
Manila in the early 1980s. Because they 
have both been living in the Philippines 
since 1983, studying at the University ol 
Manila, immigration authorities are now 
sifting through the records of all Arab stu- 
dents and other Middle East nationals. 

Apart from taking on local recruits, intel- 
ligence analysts say the Iraqis are believed 
to have dispatched terrorist teams to differ- 
ent parts of the world and to have had most 
of them in place by last November or 
December. Direct communications with 
Baghdad have been cut, but like Iraqi field 
commanders, embassy case officers are 
thought to have been given prior orders 
about what to do and when to do it. 

Intelligence sources are particularly dis- 
turbed at the way the number of diplomatic 
bags arriving at the Iraqi Embassy in Manila 
increased from one a fortnight to almost 
one a day in the final three weeks before 


no time to contact all the governments 
concerned before the prime minister left 
Islamabad. 

Sharif carried a peace plan which an of- 
ficial spokesman declined even to outline. 
The plan is said to come within the terms 
of the UN Security Council’s resolutions 
on Kuwait's independence. It also aims at 
containing the continued damage to Iraq's 
population. 

India's attempted mediation seems to 
have been undertaken partly in response 
to opposition needling of Prime Minister 
Chandra Shekhar. Indian foreign policy 
so far has been characterised by an effort 
to remain on side with the West and the 
UN mainstream without being so strident 
as to invoke specific Iraqi attention. 

This muted position remains even after 
the completed evacuation of about 130,000 
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5 the UN deadline. "t Wa the sizes of the 


~ pouches,” said a well-placed source. “There 
: were large crates and even bags you could 
- put a refrigerator in. We think they con- 
tained arms and explosives." 
- A massive security alarm went off in 
~ Bangkok on 19 January when the US State 
: Department i in Washington issued a warn- 
ing of a "credible threat" of terrorist action 
in the Thai capital against US, Israeli, 
British and Australian installations. Scores 
- of army troops in full combat gear were im- 
diately dispatched to back up police at 
e embassy compounds of the four Gulf 
alition allies, while Thai security agencies 
ured the city and elsewhere for Arab ter- 
; thought to be hiding in the country. 
the four embassies advised their citi- 
in Thailand to keep a low profile, 
ior diplomats would only say they were 
ting on information received from a 
"friendly intelligence agency." One report 
said that an unnamed Arab embassy in 
. Bangkok had distributed a consignment of 
arms and explosives, presumably to ter- 
- rorists. 
A senior Thai security official told the 
: REVIEW that after the failed bomb attack by 
an Iraqi in Manila on 19 January, Philippine 
authorities had passed on a list of suspect 
Arab travellers to their Thai counterparts. 
Some of those on the list were found to 
have entered Bangkok, and security forces 
-were trying to track them down. By 23 Jan- 
‘uary Thai police had arrested four sus- 
pected terrorists — two Iraqis and two Jor- 
danians — in Bangkok. 
—.:A counter-terrorist centre, involving 
n representatives from all the major security 
- services, was set up in the national police 
_ headquarters i in Bangkok. “For the first time 
 inour history, we have deployed every sec- 
. urity unit," the official said, adding that sec- 
.urity had also been tightened in southern 
Thailand, where most of the country's 
. minority Muslim community live. 



















Indian nationals from Iraq and Kuwait be- 
fore the war, which had been the main in- 
-hibitor. But the government now feels it 
should at least try to convene a debate 
among other non-aligned nations as soon 
as possible. 
Indian Foreign Minister V. C. Shukla 
flew to Belgrade on 22 January to talk with 
_the current NAM chairman, Yugoslav For- 
-eign Minister Budiman Lonchar, whose 
inactivity so far had been a reminder to 
um any Indians of the movement's increas- 
ing irrelevance. Other Indian officials 
o Algeria, Zimbabwe and Jordan in 
ipt to galvanise an initiative. India 
its new membership of the Sec- 
cil to lobby with other UN de- 
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Desert Shield protects tyrants against US wrath 


The rights S 
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s the Bush Administration relent- 

A lessly pursues the war against Iraq, it 

Lis being accused of applying a "De- 

sert Shield" test to determine its attitude to- 

wards the human-rights performance of 
other countries. 

There has been concern among human- 
rghts advocates that since the 2 August 
Iraqi invasion of Kuwait, the US has placed 
top priority on forging a coalition against 
Iraq and was willing to pay a price in 
human rights for it. China was seen as the 
principal beneficiary in Asia. 

Articulating these concerns, Human 
Rights Watch — made up of such regional 
watchdog groups as Asia Watch, Americas 
Watch and Africa Watch — has alleged that 
the US administration has “cosied up to 
one tyrant after another” to oppose Iraq. In 
its latest annual review the group claims 
that governments providing crucial support 
to the multinational military operation in 
the Gulf are being treated more leniently on 
human-rights issues than those whose sup- 
port is not considered vital. 

The new-found Desert Shield allies and 
friends benefiting from this US policy 
"reads like a who's who of tyrants,” the 
report says. The “tyrants” include Syria's 
Hafez al-Asad, Ethiopia's Mengistu Haile- 
Mariam and Iran's Ali Akbar Hashemi Raf- 
sanjani. But, according to the report, the 
biggest beneficiary of the Desert Shield test 
has been China, with its potential veto in 
the UN Security Council. Pakistan may 


from former prime minister Rajiv Gandhi | 
for being slow off the mark. “We have lost | 
the initiative and have been reduced to : 
hapless spectators,” Gandhi said. In con- | 
trast to India's role at the forefront of | 
world events during the prime minister- | 
ship of Jawaharlal Nehru, Gandhi said the | 
Gulf crisis had found India “meekly fol- 
lowing the lead given by others.” 
Commentators wondered why Gan- 
dhi himself had not come forward with 
his own peace plan, which includes re- | 
placement of the US-led multinational 
force with a UN peacekeeping force in a 
vacated Kuwait, until four days after the 
UN deadline for an Iraqi withdrawal ex- 
pired. He might also have used his string- 
pulling powers over the present minority 
government to galvanise it into earlier ac- 
tion. ™ Hamish McDonald and Salamat Ali 
pad 
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publicly called on the military to hand over 







































have benefited too, but was one of t 
countries which the group could 1 
scrutinise adequately due to limited 
sources, | 
The group's report says: "The adir 
tration lobbied against congres: 
posed sanctions [against Ch 
though prisoner releases, the sa: 
of dissident Fang Lizhi and hi an 
China, and the lifting of martial la 
and China were ‘carefully timed 4 effon 
the Chinese authorities to maintain 
privileges and ease the resumi 
loans. US Assistant Secretary c 
Human Rights Richard Schifter s 
king in December to hold discuss! 
only after the administration had effect 
lifted all sanctions but one — huc sal 
military sales — in exchange : 
cooperation in the Persian Calf.” 
By contrast, in some countri ie 
no significance to the Gulf crisi 
istration won ail ra jea vale 

















P to the re rii of B rma, : 
calling them a “xenophobic know-nothin 
group that maintains itself in power 
through sheer force.” Continuing its policy 
of suspending all aid to Burma until the 
military steps down, the administration 


power to the victors of the May 1990 elec 
tions and protested against the arrest of op- 
position leaders. | 

In other areas, Washington continued | D 
adopt misguided policies, but again um 
lated to the Gulf situation, Human: 
Watch says. The group criticises V 
ton's funding of insurgent groups v 
ble for perpetrating or condoning: 
tic abuses, including some mujahic 
tions in Afghanistan and the n 
munist resistance groups in cam 

This is not the first time that the ' 
administration has been ane ra u 
double standards on human rights. T 
“Cold War test’ allowed US allies a 
friends in the superpower confrontation tc 
escape the rigorous scrutiny applied k 
others. Even former US ambassador to. 
king Winston Lord now acknowledg 
China was long a beneficiary un 
test. The US has also applied 
global criteria in judging othe 
records, critics say. Ironically, V 
was soft on Iraq, despite Saddazr 
obvious domestic abuses, beca 
posed Iran, previously considere 
threat to US interests. 
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Gorbachov's April visit 
to Japan confirmed 


> Soviet President Mikhail Gorbachov's 
official visit to Japan will go ahead in early 
April, despite recent events in the Soviet 
Union. This assurance was given by the 
new Soviet Foreign Minister Alexander 
Bessmertnykh to his Japanese counterpart 
Taro Nakayama during the latter's visit to 
Moscow on 22 January. Bessmertnykh, 
who replaced Eduard Shevardnadze on 15 
January, will visit Tokyo ahead of 
Gorbachov's trip. He also indicated 
Gorbachov will be willing to discuss the 
conclusion of a formal peace treaty and the 
settlement of bilateral “post-war issues" 
between the two countries when he is in 
Tokyo. However, Bessmertnykh indicated 
the issue of the Northern Islands, which 
Japan claims from the Soviet Union, 
cannot be settled during Gorbachov's visit 
because, among other things, it would 
require the approval of the Russian 
Republic of which the islands currently 
form a part. 


Police arrest Sabahan 
on subversion charge 


9 Malaysian police have arrested another 
Sabahan under the country's tough 
Internal Security Act (ISA). Vincent Chung, 
48, the group manager of Innoprise Corp., 
a holding company of the Sabah 
Foundation, was arrested on 16 January in 
connection with an alleged plot to have the 
East Malaysian state secede from Malaysia. 
Chung was arrested under Section 73 (1) of 
the ISA and could be detained for a 
minimum 60 days, or up to two years if 
Section 8 of the ISA is applied. Chung’s 
detention follows the 5 January arrest of 
Sabah Chief Minister Datuk Seri Joseph 
Pairin Kitingan for alleged corruption. His 
aide, Maximus Ongkili, has been arrested 
under the ISA. 


South Korea to send army 
medical team to Gulf 


> The South Korean parliament formally 
approved on 21 January a government 
request to send a 154-member army 
medical team to Saudi Arabia as part of the 
UN coaltion forces. Defence Minister Lee 
Chong Ku told the parliamentary defence 
committee that the move would not lead to 
combat forces being sent to the Gulf, as 
speculated by the press over previous 
weeks. Lee estimated the cost of sending 
the team of surgeons and nurses would 
total US$14 million, in addition to about 
US$220 million committed in financial 
contributions and aid to the so-called front 
line states. 
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Seoul prepares to open 

Peking trade mission 

> South Korea's official China trade 
mission will be formally opened on 30 
January in Peking and will be headed by 
former vice-foreign minister Roh Jae Won, 
the Foreign Ministry announced on 21 
January. The 15-member mission will have 
para-diplomatic status, issue visas and 
communicate directly with Seoul, officials 
said. The mission is South Korea's first 
official presence in Peking since the 
Nationalist forces under the late Chiang 
Kai-shek were driven out of China in 1949, 
The development has left Seoul's 
diplomatic relations with Taiwan even 
more tenuous. 


Indonesia and Malaysia to 
begin joint air patrols 

»> Indonesia and Malaysia will undertake 
joint air patrols to safeguard security in the 
Malacca Straits beginning from the middle 
of this year. The agreement was signed in 
Jakarta after a visit by Malaysian Defence 
Minister Datuk Seri Najib Tun Razak to 
attend the 19th annual meeting of the 
Malaysia-Indonesia General Border 
Committee. Both sides agreed on the need 
for joint patrols to monitor piracy and 
fishing, but the accord also comes at a time 
of concern in Jakarta about links between 
rebels in Aceh and Malaysia's sizeable 
Acehnese population. 
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Thai police chief resigns 
after being replaced 


> In a surprise move, Thai Prime Minister 
Chatichai Choonhavan on 22 January 
removed national police chief 

Gen. Sawaeng Thirasawat and transfered 
him to the Prime Minister's Office. 
Sawaeng responded by quickly resigning, 
saying he wanted to take a rest. The police 
chief has been a controversial figure since 
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his appointment in late 1989, a period in 
which there have been a number of 
unsolved serious crimes and squabbling 
among senior police officers. He has been 
replaced by his former deputy, Gen. Sawat 
Amornvivat. 


Mongolian president in 
landmark US visit 

> Mongolia’s 
President 
Punsalmaagiyn 
Ochirbat arrived in 
Washington on 22 
January — the first 
visit by a Mongolian 
head of state to the 
US — to meet 
President George 
Bush and other US 
cabinet members as well as senior World 
Bank and IMF officials. Bilateral relations 
were established in 1987 and last year US 
Secretary of State James Baker visited the 
Mongolian capital Ulan Bator, the first US 
secretary of state to do so. A US-Mongolia 
trade agreement is due to be signed during 
Ochirbat’s visit. 





Ochirbat. 


Henry Liu’s killers freed 
under Taiwan amnesty 


> Chen Hsi-ling, former leader of 
Taiwan's Bamboo Union gang, and two 
others involved in the 1984 murder of 
Chinese-American writer Henry Liu, were 
released from a Taiwan prison under a 
clemency proclamation after serving six 
years of their original life sentences. Chen 
said he was no longer leader of the 
Bamboo Union, but explained that he 
could not disown his friends. He also said 
he would welcome an opportunity to 
express his sympathy to Liu’s widow, 
though he showed no repentance for his 
involvement in her husband’s murder. 


Hongkong activists’ 

convictions quashed 

> Five Hongkong pro-democracy activists 
found guilty of using loud-hailers at public 
gatherings and of soliciting donations 
without official approval had their 
convictions quashed by the colony’s Chief 
Justice Sir Ti-liang Yang. Delivering his 
judgment, Yang said the police had 
established a long and regular practice of 
not prosecuting people for such offences, 
leading people to believe the practice 
would continue. He ruled it was wrong for 
the Crown to alter the practice without 
prior warning, and said the prosecution of 
the five defendants amounted to an abuse 
of court process. 
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FOREIGN 


RELATIONS 


New Indo-US amity brings aid and fresh questions 


Technically friends 


By Hamish McDonald in New Delhi 


ndia has found itself on almost embar- 
| Eos good terms with the US just 

as the outbreak of the Gulf War tugged 
on dearly held beliefs of non-alignment and 
suspicions of the capitalist West. 

The improved relationship has been 
shown in two ways during the tense Gulf 
situation. First, US President George Bush 
last month approved in principle the sale of 
a Cray supercomputer to the Indian Insti- 
tute of Sciences in Bangalore. Second, on 19 
January the IMF approved US$1.8 billion in 
credits in near-record time to tide India over 
a severe external payments crisis. 

The supercomputer sale is particularly 
sensitive because of its potential use in mi- 
litary programmes opposed by the US, in 
particular the development of long-range 
missiles with which the scientific establish- 
ment in Bangalore is closely involved. The 
sale, therefore, demonstrates a great deal of 
trust on the part of the Americans, and on 
the Indian side a willingness to let the US 
periodically check what has been run on 
the powerful machine. The only previous 
export of a Cray computer to India was in 
1987 to the Meteorological Office in New 
Delhi, right under the nose of the US Em- 
bassy, where it is used to help track the an- 
nual monsoon. 

The IMF credits have been advanced de- 
spite what must be considerable doubts 
about the willingness and ability of India’s 
weak coalition government to put its house 
in order. Indian officials are highly skilled at 
“aid diplomacy,” but the speed and lack of 
fuss with which the loans were arranged 
was noteworthy. “Certainly the loans could 
not have come through so quickly if the 
Americans had opposed it,” a senior Indian 
official admitted. 

Both Indian and US officials say the pre- 
sent cordiality is the result of steady work 
during the 1980s centred on scientific and 
technological transfers, which remain the 
centrepiece of the relationship. After a 
honeymoon that lasted some years after In- 
dian independence in 1947, the two coun- 
tries began to move apart in foreign policy. 
New Delhi's non-alignment and promotion 
of anti-colonial causes came to be regarded 
as pro-Soviet by Washington. In the ring 
of alliances formed to “contain” the Soviet 
Union, Pakistan proved more cooperative. 

The 1962 border war with China 
brought renewed US sympathy — and mi- 
litary supplies — for a while. During this 
period, US scientists deepened their in- 
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volvement in India’s “green revolution” 
and the Kennedy adminstration’s new 
Peace Corps sent young volunteers to teach 
in Indian villages. But Cold War preoccupa- 
tions and friction over the Vietnam War es- 
tranged the two governments once again. 
Relations hit their lowest point in the con- 
flicts surrounding the separation of East 
Pakistan and its subsequent re-birth as 
Bangladesh in 1971, when the US sent an 
aircraft carrier into the Bay of Bengal. Some 
US officials insisted the main objective was 
to impress the Chinese, with whom then 
US president Richard Nixon was negotiat- 
ing secretly, rather than to intimidate the 
Indians. 

In any case, the incident underscored 
the parallel alignment of the US and China 
with Pakistan, and on the other hand of 
India and the Soviet Union. In the after- 
math, contacts dwindled. US aid stopped, 





the Peace Corps was expelled, and hi-tech 
transfers to India restricted in case they 
were diverted to the Soviet Bloc. 

An initiative to break out of this hostile 
relationship came with the perhaps un- 
likely rapport struck between the late In- 
dian prime minister Indira Gandhi and 
former US president Ronald Reagan in 
1981. A programme of scientific exchanges 
was followed in 1985 by an agreement on 
technology transfers, whereby so-called 
dual-use — civilian items with potential mi- 
litary applications — equipment and know- 
ledge was protected by the Indians against 
transfers to the Soviets. As a result, a back- 
log of some 4,000 blocked export applica- 
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tions was quickly cleared up and the US 
now grants about 3,500 licences a year for 
export of sensitive items to India, including 
about US$1.5 billion worth of computer- 
controlled machinery. 

The US is now the preferred source of 
technology for Indian industry, which offi- 
cials attribute to low costs and greater famil- 
iarity — deriving from the common lan- 
guage and presence of many Indians in US 
hi-tech companies. Only about 2% of ex- 
port applications had been turned down, 
and no cases of diversion had been de- 
tected. The recent decision by Washington 
to clear two highly sensitive items — the 
GE404 jet aircraft engine and fly-by-wire 
avionics — for use in India’s indigenous 
light combat aircraft project showed the ex- 
tent of US trust. 

The rapid break-up of the Soviet Bloc in 
the late 1980s enabled the US, as one of its 
diplomats put it, “to look at the relationship 
with India in intrinsic terms, outside the 
Soviet-American relationship.” An Indian 
diplomat said differences remained on sev- 
eral issues, but these “would not be al- 
lowed to exercise a veto [over the whole re- 
lationship] as in the past.” 

India’s gradual acquisition of the com- 
ponents of a nuclear strike force — its repu- 
ted stockpiling of fissionable material, if not 
assembly of bombs, and its testing of a 800- 
km-range missile — is the major subject of 
US pressure. However, since there is no 
military or civilian aid programme to India 
the legislation requiring the president's 
“certification” against acquisition of nuclear 
weapons is not activated as in the case of 
Pakistan. The general US objective is to en- 
courage a regional arms limitation agree- 
ment, but India’s perception of a nuclear 
threat from China is a possibly fatal compli- 
cation to this. China refuses to discuss any 
theatre nuclear issues with India. 

The much-talked about acquisition of a 
blue water naval capability also intrigues 
the US. "They have not articulated, for- 
mally or even informally, in any coherent 
way what they want and what it is for," 
one US analyst said. The long-standing In- 
dian call for a zone of peace in the Indian 
Ocean, without the basing of any outside 
forces, is seen by many US and littoral ob- 
servers as a camouflage for an Indian-domi- 
nated ocean. 

India is still far from agreement with the 
US world view. New Delhi foreign policy 
cirdes remain profoundly disoriented by 
the collapse of East-West confrontation, 
which has made non-alignment less rele- 
vant. One commentator, Praful Bidwai, 
wrote almost indignantly this month about 
the "massive systemic imbalance" caused 
not by convergence, but by the “capitula- 
tion" of one superpower. While some 
writers had earlier written of the con- 
fusion of a “multipolar” world scene, many 
others have warned — especially since the 
US-led UN alliance forces’ attack on Iraq 
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ed Pax Americana, asserted that “if the 
might, technological prowess, eco- 
‘lout, moral self-righteousness and 
ultural ance of the West are in full 
display i in the Gulf today, it is because op- 
ration Desert Storm is indeed intended to 
ssert the unequivocal supremacy of the 
est in the region and on the international 
meas a whole.” 

ne concern is not just with US military 
minance, but as much with a belief that 
ew right” free market ideologies are 
ing thrust uncompromisingly on the 
world. New Delhi's sharpest disagreement 
vith Washington at the moment is over the 
intellectual property aspects of the Gatt ne- 
otiations, with the pharmaceutical sector 
the sticking point. A wide spectrum of In- 
ians feels that the moral case for allowing 




























By Te Tal Ming Cheung in Peking 
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eking is using the distraction of the 
Gulf War to speedily bring to trial 
: most of the remaining students and 
intellectuals charged with counter-revolu- 
_ tionary activities during the 1989 pro-demo- 
cy movement, despite Western govern- 
ents’ overt emphasis on the importance 
human rights in normalisation their ties 
with China. Although the cases are being 
processed by the courts, there is little 
chance of impartial — or even open — 
Yearings given the lack of judicial indepen- 
lence and the political significance of the 
efendants being tried. 
Almost 20 activists have been brought to 
since the beginning of January, with 
sre expected in the next few weeks. They 
ude such prominent figures as Liu 
, a literature professor at Beijing Nor- 
University, Bao Zunxin, a former re- 
er at the Institute of History at the 
inese Academy of Social Sciences, Wang 
ntao, a newspaper editor, and Ren 
ding, a veteran democracy activist. All 
' accused of plotting to overthrow the 
'overnment during the popular upheavals 
the spring and early summer of 1989. 
ile relatively light sentences of between 
o to four years were given to nine pro- 
mocracy demonstrators in early January, 
resent group of prominent activists 
ild — like previous dissidents — receive 
mison terms of 15 years or more. - 

Some of those recently tried, or awaiting 













len wer the Third Word to develop independently 
p editon "es of their own versions of widely-understood 
dece after the attack on s 


drugs, thereby greatly reducing prices to 
the consumer, outweighs the ideological 
"purity" of the US approach. 

One Indian official, noting the “free- 
market" conditions attached to Western aid 
to Eastern Europe, said that "in a world 
where the deterrent factor has been eroded 
because of the implosion of the Soviet 
Union, there is no one to say effectively 
that there is another point of view." Bidwai 
also took up this refrain, saying "the West's 
dominance is already so great that, leave 
alone radical change, even the search for a 
‘third way’ — a relatively autonomous, en- 
dogenous, self-reliant form of development 
that does not slavishly follow the Western 
or NIC [newly industrialised countries] 
model — has become extremely difficult. 
With a Western victory over Iraq, it will be- 
come altogether impossible." 





trial, have been singled out for vilification 
in the official media for their criticisms of 
China's political system and calls for politi- 
cal reform. Liu, for example, who has been 
outspoken in attacking Chinese social 
values, was accused by the People's Daily 
newspaper of being an "admirer of Hitler" 
and “yearning for the capitalist world." 
Senior leaders are believed to be particu- 
larly incensed by pointed attacks on them 
by these dissidents. 

Despite earlier statements that the trials 
would be open, court officials said no for- 
eigners would be allowed to attend, though 
Chinese citizens could apply. Some Chi- 
nese who have tried to gain access to 
the trials have, however, been stone-walled 
by officials who refused to disclose any in- 
formation on how to apply to attend the 
proceedings. 

The authorities are also damping down 
on efforts by human-rights activists and re- 
latives and friends of those being tried to 
publicise the court proceedings. The wives 
of Wang and Ren were both detained by 
public security officials as they tried to 
lodge petitions demanding open trials 
for their husbands. In. addition, a group 
of six foreign human-rights activists who 
arrived in Peking for the trials were ex- 
pelled for having violated their tourist 
status. 

Peking's determination to hold the trials 
in secret has disappointed many Western 
governments. The US, in particular, had 
been urging China to be more lenient in its 
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Sorat b the start of the Cold Wi De 
pendency, and the avoidance of it, has 
since been a lifelong preoccupation. Th 3 
free-market model of development, its chal. 

lenge to the Nehru model of bureaucrati- 
cally-directed development, carries with it a 
challenge to the status of New Delhi and 
those who thrive in it. 

While the English-language national 
press has almost across the board express- 
ed deep misgivings at the use of force 
against Iraq, the vernacular newspapers in 
regional capitals have shown far fewer in- 
hibitations about admiration for the coali- 
tion's firepower and objectives. The com- 
mercial capitals of. India. feel much less 
threatened Da the strength of US and the 
West. S Bl 








treatment of political dissidents. Although 
the authorities appeared to show some flex- 
ibility when Richard Schifter, US assistant 
secretary of state for human. rights, was al- 
lowed to visit Peking last December to dis- 
cuss the issue, any optimism of a change in 
China's hardline attitudes quickly evapo- 
rated. when the official media resumed at- 
tacks on foreign meddling in China's inter- 
nal affairs and what it called their hypocrisy 
in abusing the human rights of their own 
citizens. 

The lack of Chinese flexibility and West- 
ern governments stated concern over the 
countrys human-rights record, however, 
has not hindered the steady rapproche- 
ment in relations between China and the 
West since the imposition of sanctions fol- 
lowing the crackdown in Peking in June 
1989. High-level diplomatic contacts and 
the provision of economic aid have re- 
sumed, and even military ties are slowly 
being re-established. 

With the current group of detained ac- 
tivists due to be sentenced within the next 
few weeks, Peking will be confident it has 
finally buried a major irritant in Sino-US re- 
lations, notwithstanding a few entrenched 
critics in the US Congress. The US Con- 
gress has linked the renewal of China's 
most favoured nation trading status to its 
human-rights policies. 

While the authorities quickly deal with 
the last group of dissidents, the fate of 
former party general secretary Zhao Ziyang 
remains uncertain. Zhao has been under 
investigation and house arrest since being 
removed from his post for siding with stu- 
dent protesters in May 1989. The lack of ac- 
tion over Zhao appears to stem from differ- 
ences among party leaders as to how to 
handle his case. Given Zhao's continuing 
public popularity, the authorities may have 
simply decided - to take no action for the 
present.  . z 








VIETNAM 


Plenum fails to reach consensus ahead of congress 


Splitting the cadres 


By Murray Hiebert in Hanoi 


ietnam's leadership, meeting to 
V prepare a draft political report for 
the communist partys upcoming 
seventh congress, failed to resolve major 
differences within the central committee in 
evaluating the results of the four-year re- 
form programme and in setting the future 
direction of the country. 

A brief communique released on 14 Jan- 
uary at the end of a six-day central commit- 
tee meeting in Ho Chi Minh City gave few 
details about the debate, saying only that 
“the [11th] plenum put forth many impor- 
tant ideas to improve the quality of the 
draft political report" which will form the 
basis for discussions at the upcoming con- 
gress scheduled for May. 

The communique said the 12-member 
politburo and a special subcommittee of the 
central committee had been appointed to 
continue meeting after the plenum ended 
to revise the draft political report. Ha Xuan 
Truong, an alternate member of the central 
committee and editor of the monthly Com- 
munist Review said the draft report "assess- 
ed what had been done in the four years 
since the sixth party congress . . . and set 
the party's direction for the future." 

A one-paragraph statement released 
to party members after the 11th plenum 
ended spelled out the main principles to be 
followed in writing the draft report, party 
members said. They interpreted this to 
mean that sharp differences within the cen- 
tral committee would force a near-total re- 
writing of the previous draft report. 

The need to revise the draft political re- 
port is reminiscent of the party's sixth con- 
gress in 1986, when the first draft — written 
by then party chief Le Duan and his col- 
leagues — was rejected by delegates to the 
congress. Duan's draft focused on the 
party's achievements, while the final ver- 
sion accepted by the congress stressed the 
party's shortcomings which had caused the 
country's economic crisis. This assessment 
led to the election of Nguyen Van Linh as 
party leader and the introduction of wide- 
ranging reforms, including moves towards 
a free-market economy. 

Few details about the debate at the 
plenum have emerged so far. Truong said 
many central committee members criticised 
"the draft for being too optimistic about 
the party's achievements" in the past four 
years, while others felt the report did not 
"foresee all the difficulties in the economy 
and society such as unemployment and the 
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problems facing education and health." 
The draft was also criticised for not focus- 
ing enough on the "struggle against corrup- 
tion within the leadership," Truong said. 
The debate within the party is compli- 
cated by a growing economic crisis in Viet- 
nam brought on by a sharp loss of aid and 
preferential trade terms from the Soviet 
Union as well as the crisis in the Gulf. The 
price of rice and oil products has doubled in 
recent months, while inflation topped 7% a 
month late last year, or more than double 
the rate during the first half of 1990. 
Premier Do Muoi told the national as- 
sembly in late December that 1991 "is the 
year that we will face unprecedented chal- 
lenges," pointing out that the Soviet Union 
had previously provided 3 million tonnes of 





Muoi: ‘unprecedented challenges.’ 


fuel, 2.5 million tonnes of fertiliser and 
400,000 tonnes of steel at concessionary 
prices charged in roubles. “Now we have 
to buy these materials at world market 
prices and payment will be in hard cur- 
rency,” he told delegates. 

“The main problem facing the party is 
the economic situation which is forcing a 
rethinking of Vietnam’s relations with the 
Soviet Union, China and Cambodia,” a 
diplomat said. “If two-thirds of the next 
central committee is under 60, then you'll 
see a real change in the way the country is 
run," he said, referring to a pledge by Linh 
to promote younger leaders to the party's 
ruling bodies. “The younger leaders are not 
ideological. They weren't involved in the 
decision to invade Cambodia or in the de- 
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bates about relations with China and the 

Soviet Union, and they know they need to 

open up the economy to save the party's 
wer." 

Other diplomats in Hanoi believe the 
party is hobbled by a debate about leader- 
ship succession. “The main problem is over 
personnel" an East European diplomat 
said. "It's a battle for leadership as well as a 
battle about different conceptions and tac- 
tics." 

Most Vietnamese and foreign observers 
believe party chief Linh, 75, will try to cling 
on to his post unless his health deteriorates. 
Linh had earlier said he would step down, 
but recently his associates quoted him as 
saying that he will continue "if the people 
want me to." Muoi is also expected to re- 
tain his position. 

Vietnamese officials say Foreign Minis- 
ter Nguyen Co Thach will be the most con- 
troversial politburo member at the con- 
gress. Some Vietnamese sources say he 
was criticised at the plenum for being "pro- 
Soviet," suggesting he is believed to sup- 
port more rapid political reform in Viet- 
nam, while others say he has come under 
fire for questioning Linh's emphasis on im- 
proving relations with China. 

The 11th plenum was the third central 
committee meeting held to prepare for the 
congress. The ninth plenum last August 
and the 10th plenum in November focused 
on finalising a draft "platform for the build- 
ing of socialism in the transition period" 
and a draft "strategy of socio-economic 
stablisation and development up to the 
year 2000." These two documents are cur- 
rently being circulated for public comment 
before they are revised and adopted at the 
congress. 

"If people agreed on the political plat- 
form and economic strategy, it would be 
easier to write the political report," one of- 
ficial said, referring to the sharp debates 
taking place in local party cells — particu- 
larly in urban areas — on the two draft 
documents. Press reports on the discus- 
sions indicate that the party is being sharp- 
ly criticised for past mistakes in running 
the country and for failing to develop an 
economic strategy to pull Vietnam out of its 
current crisis. 

"The [political] platform should concen- 
trate more deeply and more clearly on our 
shortcomings and mistakes," a writer in 
Quan Doi Nhan Dan, the army daily, noted 
on 8 January. "Only in this way can we 
overcome mistakes and build socialism in a 
more effective way." 

Other press articles have called on the 
party to begin appointing more competent 
officials and managers to head state offices 
and enterprises, instead of rewarding cadres 
for their loyalty to the party. Other com- 
mentaries have challenged the party to for- 
mulate a more concrete economic strategy 
and reduce the role of the inefficient state 
sector in the country's economy. » 
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[^W he year 1990 witnessed some re- 

. markable developments in Japan- 
> Southeast Asian relations with sig- 
© nificant policy implications. In a 

hell, a new political framework, led by 

sean but involving close partnership with 
i, is likely to emerge in the region. 
è historic events are worthwhile men- 
tioning here. 

. First, Thai Prime Minister Chatichai 
Peden proposed to a visiting Japan- 
ese defence minister last May that the Thai 
and Japanese navies hold joint exercises in 
the South China Sea to enhance regional 
security in the event of a withdrawal of US 
forces from the Philippines. Chatichai also 
Su; ested that senior Thai and Japanese 
ary officers should meet to discuss the 
'epercussions of a US withdrawal. 
-This unprecedented proposal created a 
stir in Southeast Asia. To be sure, Thailand 
_ did not envisage a military build-up with 
. Japan but only joint training and an ex- 
. change of opinions aimed at enhancing 
. Japan's peacekeeping role in the region. On 
_ the other hand, the Chatichai proposal was 

clearly meant as a taboo-breaking event in 
'an-Southeast Asian relations. 
_ Second, the Japanese Government for 
- the first time hosted an international con- 
rence to mediate a political conflict. Al- 
ough Japan made the utmost efforts to 
st the first international conference it was 
atichai and his advisers who paved the 
y for the Tokyo meeting on Cambodia. 
' In particular, as part of “tripartite” coor- 
ination, one of the Chatichai advisers se- 
cretly met Richard Solomon, US assistant 

ecretary of state for East Asian and Pacific 
affairs, in Rome to work out a link between 
he formation of a Cambodian supreme na- 
nal council and agreements on a cease- 
is later formed the gist of the Tokyo 





hird, as a response to the Gulf crisis, 
Japanese Government initiated for the 
t time a bill to enable it to send a non- 
at military force abroad. Prime Minis- 
Toshiki Kaifu's intention, proclaimed 
27 September 1990, was to create a le- 
amework for establishing a Japanese 
ce force as part of Japan's contribution 
the Gulf or for use in any future interna- 
onal crisis. This could also have led to a 
eater Japanese role in Indochina. 
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zT ne so-called UN Peace Cooperation | 
ill, 'Owever, was den in November. 
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By Sueo Sudo 


to pass the bill, this may prove to have been 
the most significant political event in the 
region in 1990. 

What seems to be occurring is an unex- 
pectedly rapid growth of Japan's political 
role in Southeast Asia. It is at this critical 
juncture that a fundamental question may 
be posed: is Japan's politico-security role a 
menace or a unique opportunity? Suffice it 
to say that Japan will be hard pressed to 
find ways to project its political role without 
causing new tensions in the region. In this 
respect, Japan's economic role in the region 
may provide a clue. 

As the record of its trouble laden yet 
beneficial economic policies suggests, Japan 
will have to adopt a more cooperative 
stance in the region if its former aggressive 
and one-sided policies are not to backfire. 
We have also learned from the recent Asia- 
Pacific Cooperation Conference (APEC) ini- 
tiative that enlarged regional 


In February 1989, however, former 
prime minister Noburu Takeshita and Pre- 
sident George Bush agreed to implement 
the plan and the Philippine coordinator of 
the plan, Roberto Villanueva, visited Tokyo 
with the blueprint in May. Two months 
later, Tokyo hosted the initial meeting or- 
ganised by the World Bank. At the meeting 
the Japanese Government offered to pro- 
vide US$1 billion, Be cc 30% of the 
total sum. 

Some Japanese officials characterised the 
MAI endeavour as a “Philippine method” in 
which the US “writes a scenario and Japan 
plays a leading role in implementing it.” 
This could become a pattern for resolving 
security-cum-economic problems in the fu- 
ture. The Philippine case could become 
a test case for Japan and Asean because 
the key elements of security — democracy, 
economic development and internal/ex- 

ternal stability — are all in- 





cooperation is possible only ——— "ed. 
with Asean's endorsement. E | Emulating the Philippine 
Given the increasing inter- method, Japan could take 
dependence between Japan Japan could the following steps to 
and Asean the time is ripe N wards closer Japan-South- 
for Japan to launch other provide east Asian political relations. 
economic cooperation initia- : : | While maintaining conven- 
tives. This in tum will pave indirect tional economic assistance, 
the way for a greater Japan- | : Japan's political aid, or peace 
ese political role in the re- assistance aid as the Japanese like to 
gion. : Š call it, should be coordinated 
Japan's role in the soxall- to modernise more closely with Asean. As 
ed Philippine “Marshall with MAI, Japan's security- 


Plan" could be the first in- 
stance of economic coopera- 


the defence 


cum-economic aid can be 
used to promote democracy 


tion that also involves the systems Of and defence of the Asean re- 
concept of security inter- | gion. For example, Japan 
dependence. The genesis of Asean could provide indirect assist- 


the Multilateral Aid Initiative 

(MAI) lies in a 25 November 

1987 letter to then US president Ronald 
Reagan from a bipartisan group of Ameri- 
can legislators who suggested that the 
Philippines needed a variant of the Mar- 
shall Plan with aid totalling US$5 billion 
over five years. 

The letter urged a two-pronged ap- 
proach to curb the atrophy of the Philip- 
pines, first by making a substantial increase 
in US aid commitments to the Philippines, 
second by persuading Japan and other 
countries in Asia to dramatically increase 
their assistance. The Japanese Government 
supported the plan but expressed some re- 
servations. Because of domestic concems 
against Japan's "military" involvement, 
Tokyo did not want the MAI to be linked 
with the US bases issue. 
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ance to modernise the de- 

fence systems of Asean. It 
could also share the financial burden of 
American military involvement in South- 
east Asia. 

The most contentious aspect of Japan’s 
role in the region is security, as the region 
is in the midst of a security debate concern- 
ing the advent of a power vacuum. It is 
now widely accepted, if not a fait accompli, 
that Japan, China and India are likely to 
fill the vacuum being generated by the par- 
tial withdrawal of US as well as Soviet forces 
from East and Southeast Asia. It was because 
of this security uncertainty and memories 
of Japanese atrocities during World War 
II that the Asean countries objected to the 
Chatichai propos for a Thai-Japanese naval 
exercise. 

Given: this formidable constraint, is 
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there any positive role Japan can 
play in enhancing the security of 
Southeast Asia? There are two 
reasons why Japanese involvement 
may be desirable. One is the fact 
that the US has decided to cut 
its forces in Asia by 10% over the 
next three years, thereby necessitat- 
ing a greater role for regional pow- 
ers. 

The second reason is that China 
and Vietnam have not as yet resol- 
ved their tremendous domestic 
problems, let alone begun to address 
regional conflicts in the South China 
Sea. Nevertheless, for Japan to be- 
come a stabilising factor it would 
first of all have to take some pre- 
cautionary measures. These could 
include reinvigorating, or more open- 
ly pursuing, ongoing security coop- 
eration programmes with the Asean 
countries. 

In forging a mutually agreed 
division of labour to strengthen 
the defence of Southeast Asia, les- 
sons can be learned from the PACEX 
89 joint exercises and from the debate 
about how to ensure the security of 
plutonium shipments from Europe to 
Japan. As the largest military exercise con- 
ducted by the US and its Pacific allies, 
PACEX 89 marked a major advance on pre- 
vious exercises though the details were not 
fully disclosed. In particular, this was the 
first combined exercise of its kind linking all 
American allies in the Pacific, albeit bilater- 
ally. 
"Gailing from San Diego, the US naval 
force skirted the Aleutians and the Kuriles 
to enter the Sea of Japan and proceed- 
ed south through the Tsushima Straits. 
Throughout PACEX 89, the US navy car- 
ried out joint exercises with Canadian, Ja- 
panese, Philippine, Thai, Indonesian and 
Australian navies with coordinated efforts 
in command, control, inter-operability and 
logistics. This seems to have proved that 
"integrated bilateralism" is possible in the 
security realm. 

The second plutonium shipment from 
Europe to Japan, which will start in 1992, 
is likely to provide a unique opportunity 
to strengthen cooperation if it is proper- 
ly handled. However, problems abound. 
When Japan attempted in 1984 to ship 253 
kg of plutonium from France through the 
Panama Canal, it provoked mounting pro- 
tests and the shipment ended up being es- 
corted by both the French and the US 
navies. This time the safety responsibility 
rests solely on the Japanese Government, 
which has decided to have the Maritime 
Safety Agency — not the Maritime Self-De- 
fence Force — provide an escort. 

The shipment is expected to take seven 
weeks to traverse a route of 27,000 km, via 
the Horn of Africa and possibly the Straits 
of Malacca. If Japan and the littoral South- 
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Chatichai and Kaifu: taboo-breaking event. 


east Asian nations decide to cooperate in 
safeguarding the shipment this could be 
done by Japan extending financial and tech- 
nical assistance to the naval patrols of the 
concerned countries in the region. 
Cooperation of this kind would only 
be possible on the basis of a joint ap- 
proach to the security of Southeast Asia; 
hence three policy implications. To be- 
gin with, some form of agreement be- 
tween Japan and all the Asean countries 
over the exchange of military officials 


m; and students should be worked 
| out. (Currently only Thailand and 
Singapore have such an agree- 
ment.) 

Second, with the two previous 
visits by the director-general of 
Japan's Defence Agency to the re- 
gion in 1988 and 1990 as a prece- 
dent, top-level official visits should 
be institutionalised between Japan 
and the Asean countries. Third, as 
an extension of the PACEX 89 and 
as a way to safeguard the shipment 
of plutonium, the possibility should 
be explored of linking Asean's joint 
naval exercises with indirect linkages 
with the existing exercises of extra- 
regional powers. 

For the specific purpose of de- 
fending Japan's vital sea lanes in 
the Malacca Straits and around Sin- 
gapore, as well as in the South 
China Sea, the Asean countries, 
individually or collectively, could 
ask for technical advice from Japan 
with respect to mine-sweeping 
counter-measures and other ac- 
tivities where Japan could apply its dual 
use technology. 

Should Japan and Asean succeed in 
keeping their houses in order through 
mutually agreed policies, with implicit or 
explicit American support, there will 
emerge a stable political region conducive 
to further economic development — in 


short, the dawn of the Pacific Century. = | 


Sueo Sudo is a fellow at the Institute of South- 
east Asian Studies, Singapore. 





PAKISTAN 


PDA by-election rout signals new voter priorities 


Poll axed 





By Salamat Ali in Islamabad 


he lessons drawn from the com- 
i prehensive defeat of former prime 
minister Benazir Bhutto’s People’s 
Democratic Alliance (PDA) opposition coali- 
tion by the ruling Islamic Democratic Al- 
liance (IDA) grouping at 25 national and pro- 
vincial by-elections held on 10 January indi- 
cate Pakistan's electors want tangible re- 
turns for their votes, and are no longer pre- 
pared to blindly follow sectional or regional 
parties as they have in the past. 

Reflecting this mood, voter turn-out at 
the polls was low. In urban areas, the aver- 
age turn-out was between 20-25%, against 
around 30% in rural constituencies. The by- 
elections were held to fill seats vacated by 
legislators returned in the October 1990 
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general elections from more than one na- 
tional and/or provincial assemblies con- 
stituencies. Under Pakistan's election rules, 
a candidate is permitted to contest any 
number of national or provincial seats, but 
if elected to more than one is required to 
resign from all but one. 

The prevailing pre-poll view was that 
the IDA would sweep the board, the PDA 
would cry foul and Bhutto's own Pakistan 
People's Party (PPP) — which comprises al- 
most the entire bulk of the PDA — would re- 
tain its traditional vote bank. In the event, 
the PDA won a single national assembly seat 
against the IDA's seven and three provincial 
legislature seats against the IDA's 12. 

The PDA gave little indication of being 
put out by this rout, and its central commit- 
tee announced at a meeting held im- 
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mediately after the by-elections that it 
would contest countrywide municipal elec- 
tions due in the middle of this year. No 
political analysts expect the PDA to gain a 
majority — or if it did to retain one for long 
— as most of the coalition’s nominees 
would have to defect in order to make the 
municipal organisations work because local 
bodies survive on government largesse and 
have little resources of their own. 

The PDA was also attacked by its critics 
for both its lack of interest in the by-elec- 
tions and for abandoning the electorate. For 
reasons that still remain unclear, no top PDA 
leaders campaigned at all for their party, 
in marked contrast to the efforts of Prime 
Minister and alliance chief Nawaz Sharif 
and other IDA leaders. The PDA campaign 
was run by its grassroot workers and some 
regional leaders. 

After the elections, Bhutto called the 


. polls an exercise in state terrorism and 


intimidation, a view influenced by events 
in her home province of Sindh, where 
administrative interference was overt. 
The most blatant incident was the unlawful 
detention of former Sindh chief minister 
Aftab Shaban Mirani, former Sindh as- 
sembly speaker Syed Abdullah Shah and 
some other PDA leaders while they were 
stumping up support towards the end 
of the campaign — the only time these 
leaders ventured out. Their detention 
followed widespread arrests of PDA work- 
ers in Badin and Thatta districts. In the 
event, the nominees of Sindh chief minister 
Jam Sadiq Ali swept the polls in the pro- 
vince. 

In Punjab, despite opposition stalwart 
Nawabzada Nasarullah Khan's charge of 
vote-rigging in his Muzaffargarh consti- 
tuency, there was no incident comparable 
with Sindh — and the IDA took all the seats, 
except for one in the provincial assembly. 
The prime minister and other IDA leaders’ 
campaign seems to have swung the balance 
decisively. The PDA disagreed, primarily be- 
cause two of its national assembly candi- 
dates for adjacent seats in Sialkot withdrew 
at the height of the campaign and joined 
the prime minister's own Muslim League 
party. 

Some analysts said the PDA is refusing 
to acknowledge that the electorate is no 
longer swung by party programmes or 
rhetoric and refuses to recognise the con- 
stitutional division of authority between 
Islamabad and the provinces. Instead, elec- 
tors are demanding infrastructural improve- 
ments and civic amenities — such as elec- 
trification, communications, sanitation and 
education — in exchage for their votes. 
According to these analysts, the PDA’s in- 
ability to credibly make these vote-winning 
pledges without the resources that accom- 
pany power will continue to tell against its 
ability to garner support, and could well 
condemn it to an ineffectual opposition role 
for the foreseeable future. a 


18 


MALAYSIA 


Kelantan's Pas government introduces Islamic values 


Spreading the word 


By Suhaini Aznam in Kota Baru 


slamisation has been haltingly, but 
I certainly not unobtrusively, under way 

in Kelantan since the opposition Parti 
Islam (Pas) took over the Malaysian east 
coast state's government in October 1990. 
A total ban on gambling and a partial 
ban on alcohol have been imposed since 
the elections, but women still dominate 
the market place and Malay girls walk 
about unhindered with their heads un- 
covered. 

The Pas-dominated Kelantan govern- 
ment is bent on fulfilling its promises to the 
state's electorate. Pas and its allies, the 
Semangat '46 and the miniscule Berjasa 
party, swept all Kelantan's 39 state and 13 
parliamentary seats in Oc- 
tobers general elections, 
wiping out the United 
Malays National Organisa- 
tion, which remains the 
mainstay of the federal 
government. 

The Pas-Semangat '46 
joint manifesto laid the 
foundations for an Islamic 
state. But by no stretch of 
the imagination is it a new 
Iran — and nor does that 
seem to be the goal. The 
atmosphere is relaxed, if 
anything somewhat more 
placid since the elections, 
with political tensions post- 
poned for another four to 
five years. 

The first act in office by Kelantan's new 
Chief Minister Nik Aziz Nik Mat, a soft- 
spoken Islamic teacher, was to end the 
traditional pomp and gift-giving ceremo- 
monies that surrounded his predecessor's 
visits to the state’s districts — both to save 
money and because Islam discourages 
waste. While Nik Aziz oversees the overall 
administration of the state, suggesting 
changes to bring them in accordance with 
Islam, he has left control of the state fi- 
nances, relations with its non-Muslim com- 
munity, and administration of timber re- 
sources and basic amenities to his two 
deputy chief ministers — one each from 
Pas and Semangat '46. 

One of Pas’ earliest, and most welcome, 
initiatives was to co-opt Chinese, Thai and 
Indian minorities — who had no elected 
representatives — as appointed members 
of the state assembly. However, since the 
state constitution does not provide for non- 
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Nik Aziz: cooperative. 


elected members, the government is still 
studying the legality of such a step. Fail- 
ing this, minorities will have to content 
themselves with informal discussions 
and representations on Kelantan’s 10 
district councils and the Kota Baru — 
the state capital — town board. Each coun- 
cil has at least one non-Muslim representa- 
tive, and several women have also been 
appointed. 

Islam is both the faith and a way of life 
in Kelantan, more so than on Malaysia's 
more urbanised west coast. With 95% of 
the population Malays, and therefore Mus- 
lim, there has been little backlash against 
the Islamisation programme. Westernised 
Malays are relatively few, and whatever 
their private thoughts most would not dare 

to challenge Pas’ direction 
* for fear of being branded 

anti-Islamic. 

Mild protests from the 
small Chinese community, 
most of whom are concen- 
trated in Kota Baru, have 
been dealt with through 
discussion and compro- 
mise. With a confident 
majority and a small, well- 
assimilated minority, there 
is little racial friction in the 
state. Chinese in Kelantan 
have Malay nicknames, 
wear sarongs and speak 
flawless Kelantanese 
Malay. The Pas leaders 
recognise many of the 
Chinese communities' ob- 

jections stem from concern over the busi- 
ness climate rather than from racially based 
fears. 

The issue of selling beer in coffee-shops 
serving a mixed clientele was one cause of 
Chinese concern. Initially, all alcohol sales 
were banned in shops frequented by Mus- 
lims. Shops that served pork, which by tra- 
dition bear the warning "the food sold here 
is not for Muslims," were exempt from the 
official ban on liquor sales since Muslims do 
not enter them anyway. But for practical 
reasons, many restaurants in Kelantan ob- 
serve Muslim dietary restrictions, allow- 
ing them to carry the sign "Muslim food 
sold here." Such establishments, however, 
would also normally sell beer and thus 
stood to be affected by the government 
order. 

The Chinese Chamber of Commerce 
and the Kelantan Coffee Shopkeepers As- 
sociation sent representatives to negotiate a 
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‘the liquor issue. Both par- | 


ties s finally agreed alcohol could be served 
. -in mixed restaurants, provided the owner 
. met a number of conditions that separated 
. customers of different religions and pre- 
-. vented Muslims from having any contact 
with alcohol. Hotel bars are exempt from 
the ba agh they are forbidden to serve 
cohol to Muslims. 
^ Pas has also tried to make life easier for 
the very poor. Kelantan's 1,500 trishaw pull- 
now exempt from the annual M$24 
80) licensing fee, a small but wel- 
gesture to those on the margin of 
The state government also plans 
uce interest-free housing and car 
or civil servants. 
"women, Nik Aziz has extended 
nity leave from the present manda- 
45 days to two months, in accordance 
th Islam's recommendations on post- 
natal care. At the same time, he would like 
to see women, in both the public and pri- 
< vate sectors, donning some kind of head 
covering — without going to the extent 
of keeping purdah. Managers have 
© given six months to study their response t to 
_ The issue that created the greatest con- 
. cern was the government's suggestion that 
-. women should not work on night shifts. If 
- enforced, such a move would affect several 
thousand factory workers. Many managers 
panicked, fearing the next step would be to 
. ban female employment in industry. Nik 


























Aziz later explained that he was merely - 
designed for | 


offering a "suggestion" 
women's protection. 
In the long run, the most serious of Pas’ 


attempted innovations may prove to be the | 
introduction of hukum huddud, a legal code | 
which makes the offences of adultery, ac- | 
cusing a woman of good character of adul- | 


tery, theft, apostasy and drinking alcohol, 


automatically punishable under Islamic 


jurisprudence. Other offences covered by 


the hukum takzir Islamic code are subject 


to a judge’s discretion based on circum- 
stances. | 


The main problem with establishing | 


hukum huddud is its non-application to other 
communities. Even if the Pas-dominated 
assembly were able to amend the state con- 
stitution, the federal constitution — which 


is supreme — expressly states that such | | 
laws apply only to Muslims. In principle, | 


Pas would like to see Islamic law applied to 
all, said Yahya Othman, the Pas executive 


councillor who is in charge of religion and | | 


education. But he noted that implementa- 
tion would be extremely difficult and take a 
long time. "So there is really nothing for the 
Chinese to worry about," he added. 





The Chinese view is simple. As lo long as us 
the implementation of Islamic law is con- BE 


fined to Muslims, Pas can do what it likes. 
"Just don't let it spill over to non-Muslim: 
way of life," said Datuk Wong Chor Wah, 





the Malaysian Chinese Association chair- | | 


man for Kelantan. " 





CAMBODIA 


Uu Gulf conflict overshadows efforts. to end earlier war 





: By Rodney Tasker in Bangkok 
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ith the world's attention now 
fully concentrated on the Gulf 
War, international interest in the 





Cambodian conflict has inevitably been re- - 


... duced. As low-key fighting sputters into its 
— th year, concerned external parties con- 
_tinue to hope the four warring Cambodian 
factions may now make a new effort to 
- bury their differences to keep the peace 
process going. 
: Some Western officials who have been 
olved in the tortuous diplomatic effort to 
persuade the Cambodians to finally agree 
on à comprehensive peace settlement are 
expressing some optimism. The next move 
All be a scheduled visit to Hanoi in early 
ruary by Indonesian Foreign Minister 
tas. and French Deputy Foreign 
:dwige Avice, representing the 
en of the Paris conference on 


















The main thrust of the visit, according to | | 
diplomatic sources in Bangkok, will be to | 
renew pressure on the Phnom Penh regime | | 
of Premier Hun Sen via the Vietnamese to | 


agree to the main points of the peace for- 
mula drawn up by the five permanent 


members of the UN Security Council late | | 


last year. The same sources say the French, 
who tended to view Phnom Penh as an in- 


dependent party in the past, are now com | 
ing to terms with what other Western par- | | 
ties say is Hanoi's crucial influence over the | 


Hun Sen regime. 


"Phnom Penh now doesn't have any || 
real friends to look to but Hanoi,” one dip- | | 
lomat commented. "And the Vietnamese | 
seem keen to play their part in working to- 


wards a solution." 
Some optimism emerged from the Hun 


Sen delegation's stance at the last round of | | 


the Paris conference in late December. 


Before then Hun. Sen had publicly com- ) 
plained about four aspects of the UN | 
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proposal, despite accepting the plan’s 
framework along with the three Cambo- 
dian resistance factions in Jakarta in Sep- 
tember. 

The UN proposal calls for a substantial 
UN role in Cambodia in organising elec- 
tions in a neutral political environment. 
This would require the UN to take over 
key Phnom Penh ministries — defence, 
finance, foreign affairs and information 
— while arranging the disarming of the 
four factions, with Cambodian sovereignty 
residing in a Supreme National Council 
comprising representatives from all four 
parties. 

Phnom Penh subsequently said it could 
not accept what it saw as the UN taking 
over the country’s sovereignty; the dis- 
mantling of its regime; disarmament which 
would play into the hands of the Khmer 
Rouge faction; and a lack of focus on the 
Khmer Rouge’s past genocide when it 
ruled the country. 

At the December meeting in Paris the 
UN document was explained to the Hun 
Sen delegation “line by line,” according to 
diplomatic sources. The delegation was 
told there was no intention to dismantle the 
Phnom Penh regime or take away the 
country’s sovereignty, and that general 
concern over the prospect of a return to 
power by the Khmer Rouge was the main 
reason for the international effort to bring 
peace to Cambodia. 


ince then Hun Sen has reduced his 
disagreement with the UN proposal 
to two factors: Khmer Rouge 
genocide and the plan to demobilise his 
forces. While it is still unclear what Hun 
Sen wants on the genocide issue, diplomats 
say it would be impossible to implement a 
comprehensive peace plan with the Cam- 
bodian factions keeping their weapons. 

Unlike Hun Sen, the three resistance 
factions — including the Khmer Rouge — 
said in Paris that they accepted the UN pro- 
posal. The three are reported by Bangkok- 
based diplomats monitoring Cambodia to 
have been comparatively inactive militarily 
since the start of the dry season in Novem- 
ber, which normally heralds an intensifica- 
tion of the fighting. 

Both the non-communist forces loyal to 
Prince Norodom Sihanouk and the Khmer 
People’s National Liberation Front are 
thought to be running short of ammuni- 
tion, for which they rely mainly on Chinese 
supplies. The militarily dominant Khmer 
Rouge, which is supplied solely by China, 
is understood to have arms stockpiles in 
Cambodia which can sustain its operations 
at least through the dry season, and proba- 
bly a great deal longer. But the Khmer 
Rouge is reported to be mainly consolidat- 
ing its political hold on rural areas through- 
out Cambodia, particularly in the south, 
rather than launching new military initia- 
tives. p 





BANGLADESH 


Too many candidates vie for seats in parliament 


The crowded field 


By S. Kamaluddin in Dhaka 


ith the county’s three mainstream 
political groupings failing to reach 
any electoral alliance, the 27 Feb- 
ruary general election is going to be a free- 
for-all affair. In the past like-minded parties 
had banded together under three major 
groups: an eight-party combine headed by 
the Awami League; a seven-party grouping 
led by the Bangladesh Nationalist Party 
(BNP); and a five-party leftwing alliance. 
Thus the coming polls will be a test of 
popularity for the two major parties, the 
Awami League and the BNP , both of which 
are fielding their own candidates for all 
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the parliamentary seats. The disappointed 
friends of the major parties have formed yet 
another new front called the Ganatantrik 
Oikya Jote (Democratic Unity Group or 
GOJ), which brings together the five-party 
alliance and other leftist parties including 
communists, socialists of various shades in 
120 contests. Overall, there will be 2,802 
candidates from more than 100 political 
parties and independents fighting for 300 
seats, making it a nightmare for the Elec- 
tion Commission which allots the election 
symbols for the candidates. 

Both the Awami League and BNP appear 
confident of winning at least a simple 
majority to form the next government. 
Each of them thinks the other would not 
get more 60-70 seats, while both tend to 
agree that about 70 seats could go to the 
rightwing Jamaat-e-Islami, the leftist GOJ, 
other smallish parties and independents. 
However, neutral observers say that both 
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the major contenders for power could be in 
for some surprises. 

Not surprisingly, some candidates will 
not be able to hit the hustings because they 
are either in jail or under house detention. 
Among the well-known names in this cate- 
gory are former president H. M. Ershad 
and a few of his ex-ministers who are facing 
a panoply of charges arising from their al- 
leged misdeeds while in power. The nomi- 
nation papers filed by Ershad and two of 
his former ministers had earlier been re- 
jected by the polling officials on technical 
grounds but were restored after they ap- 
pealed to the Election Commission. Many 
members of Ershad's Jatiya Party are 
known to be standing as independents. 

Another prominent figure who will fight 
the polls from his jail cell is Abdul Kader 
Siddiqi, a freedom fighter, better known as 
"Tiger" Siddiqi for his exploits during the 
Liberation War in 1971. He had fled to India 
after the assassination of then president 
Sheikh Mujibur Rahman in late 1975. Sid- 
diqi was convicted by a martial law court 
in late 1970s for waging a "war against 
Bangladesh" from across the border and for 
killing several armed forces personnel. He 
returned home from self-exile last month 
on a travel permit issued by the Indian 
Government and was given permission to 
stay for one month. Although the au- 
thorities rearrested him after the expiry of 
that period, he is being allowed to seek a 
seat on an Awami League ticket. 

The decision to allow Ershad and others 
under detention to contest the election has 
not been to the liking of some parties. Act- 
ing President Shahabuddin Ahmed in a 
nationwide address on 16 January criticised 
some unnamed political parties for ques- 
tioning his government's neutrality and 
sought cooperation from the people to hold 
free and fair elections. Apparently respond- 
ing to student union demands for the im- 
mediate trial of Ershad, he said that Ershad 
would be tried "in accordance with the law 
of the land." 

With the possibility of campaign vio- 
lence in mind, the acting president has 
suggested that the Election Commission, in 
consultation with the major political par- 
ties, may formulate a code of conduct main- 
tain law and order. The parties themselves 
had earlier failed to agree to a common 
code for the campaign. M. A. Sayeed, the 
home affairs secretary, said that to ensure 
peaceful elections the armed forces would 
be deployed along with the law-enforcing 
agencies. > 
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By J Jonathan Friedland in Hongkong 
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" nvestigations into a number of Hong- 
kong's biggest financial scandals over 
the past decade may be reopened on 
: the basis of evidence given to authorities by 
- a former top government lawyer now serv- 
ing an eight-year prison sentence for ac- 
cepting HK$12.4 million (US$1.57 million) 
in bribes. 
. Evidence supplied by former deputy 
public prosecutor Warwick Reid has al- 
. ready resulted in charges being laid against 
-asenior government prosecutor, three well- 
-known Hongkong lawyers, two law clerks 
_and a former general manager of the Hang 
"Lung Bank. More indictments that might 
-reopen old wounds among Hongkong’s 
usiness community are likely to come in 
the next few months. 
_ Reid was in charge of Hongkong's Com- 
mercial Crime Unit, which is responsi- 
ble for prosecuting major commercial crime 
Cases, from February 1983 until his arrest 
-on 27 October 1989. Given that, sources in 
Hongkong’: s legal community suggest, it is 
likely that inquiries related to the collapse 
f three Hongkong banks — Hang Lung, 
"Wing On and Ka Wah — immediately be- 
fe or during that period will be renewed 
or, in the case of Ka Wah, pursued from 
other angles. Other sources point to a 
possible reopening of inquiries into the 
massive futures contracts defaults seen in 
Hongkong that resulted from the October 
1987 collapse of world stockmarkets. 
.. An additional investigation may also be 
la iched. into the activities of former Hong- 
g Stock Exchange chairman Ronald Li 
ok-shiu, now serving a four-year prison 
rm on bribery charges. Inquiries into 
i ler, lesser known cases involving alleg- 
ily illegal share transfers and similar indis- 
s, may also be revived. 
1 his role as deputy public prosecutor, 
| was responsible for advising Hong- 
£5 attorney-general whether or not to 
sue commercial cases based on the evi- 
Supplied by government investi- 
. He was also in charge of directing 
nior prosecutors in their efforts to attain 
m ctions. To date, no evidence has pub- 
come to light suggesting that either 
» superiors or his subordinates were 
re that the former government lawyer 
acted eet. 
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Many of Reid's associates, New Zealanders 
like himself or Australians, have been sus- 
pended from their duties or are under in- 
vestigation. Senior prosecutor Kevin Egan 
was indicted last October on charges relat- 
ing to Reid's attempt to flee Hongkong for 
the Philippines after his arrest. 

The Crown alleges Egan provided his 
old friend with a copy of his own passport, 
a shotgun and a small pistol concealed in a 
pen. In November 1990, veteran deputy di- 
rector of public prosecutions Jim Chandler 
was forced to abandon his job after failing 
to report having seen Reid in a Manila bar 
while the former government lawyer was 
on the run. Chandler and Reid served to- 
gether as junior lawyers in New Zealand. 
Reid was brought back to Hongkong by 
Independent Commission Against Corrup- 
tion (ICAC) officers on 30 March 1990. 

At a hearing last July, Reid's counsel 
Anthony Corrigan told the 
court that Reid began inform- 
ing on his accomplices in 
May 1990 when he was given 
immunity from prosecution 
on offences other than that 
of having assets dispropor- 
tionate to his income. Corri- 
gan said Reid had impli- 
cated 13 people in relation to 
serious offences and would 
give direct evidence against 
nine and indirect evidence 
against the rest. 

Since his sentencing on 6 
July 1990, Reid has been in- 
carcerated not in Hong- 
kong's prison system, but in 
a special cell at the head- 
quarters of the ICAC. The Crown argues 
that Reid's life would be endangered if he 
were jailed at Hongkong's maximum sec- 
urity facilities at Stanley Prison. 

To date, the government appears to 
be taking a cautious approach in laying 
charges against individuals who alleged- 
ly provided gratuities to Reid. Excluding 
Egan, indictments have so far been brought 
against solicitor Oscar Lai Ka-to and barris- 
ter Eddie Soh Chee-kong, an associate of 
Lai's whom government prosecutors allege 
acted as the key link between Reid and in- 
dividuals seeking to influence cases before 
the Crown. Lai is one of Hongkong's most 
prominent lawyers, having been a senior 
partner of Deacor's, the colony's largest 


law firm, before setting up his own firm, 


Oscar Lai and Ho. 
A third individual, financial adviser Lee 
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de yong, was also: allegedly instrumen 
tali in in helping Reid attain and hide monie 
paid. He is the first of the prominent Hong 
kong businessmen to come under scrutin 
for past deeds relating to a major financia 
scandal. Lee had been general manager o 
Hang Lung Bank in September 1983 wher 
it collapsed a few months after the failure o 
Dollar Credit Finance Co., a large finana 
company which went under with debts o 
some US$100 million. 

Dollar Credit had shareholder links te 
Hang Lung Bank and its directors includec 
Lee and Cheng Eng-kuan, the bank's man 
aging director. Dollar Credit's demise fol 
lowed the collapse of an elaborate cheque 
kiting scheme perpetrated by John Mao, : 
colourful and well-connected Taiwanese 
businessman. Mao explained the large 
amounts of funds he handled mainly 
through Hang Lung Bank by claiming he 
was acting covertly on behalf of the Taiwar 
Government. Mao's ploy also took in suck 
major financial institutions as Banque In- 
dosuez and Citicorp. In 1985, Mao pleaded 
guilty to fraud and was jailed for three 
years. 

Although Lee was not indicted with 
Mao, he was charged on three counts of 
conspiracy to commit fraud in October 1986 

— only one of which was 
-N 1 preferred when he was com- 
a | à mitted for trial. Four other 





Hang Lung Bank and Dollar 
Credit executives were also 
indicted at that time. The 
Crown alleged that Lee, 
Cheng, chief accountant 
Wai Yu-tsang, former Dollar 
Credit chairman and chief 
executive Willie Yu Sit- 
chiong and a manager Eddie 
Ko Kin-wah abetted Mao by 
conspiring to conceal a dis- 
honoured cheque for US$124 
million. 

In February 1988, the 
Crown suddenly dropped 
its remaining charge against 
Lee in closed court on technical grounds. 
Lee's subordinate, Wai, was later convicted 
on the charges and sentenced to three years 
in jail. Ko was also convicted and sentenced 
to four years in prison. 

In January 1989, Yu returned to Hong- 
kong from the Ph ilippines, having become 
seriously ill with hypertension, and was ar- 
rested on his arrival. He was represented 
by Lai. On 22 December 1989, Yu was sen- 
tenced to four years in prison after pleading 
guilty to one count of conspiracy to defraud 
and 15 counts of false accounting. Cheng 
remains at large. | 
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in the Gown looking again at e. enor- 
mous problems faced in the mid-1980s by 
Wing On Bank, now majority owned by 
the Hang Seng Bank, and by Ka Wah Bank, 
now controlled by the China International 
Trust and Investment Co. (Citic). ` 

In 1984, Wing On Bank suffered a net 
loss of HK$119 million and stumbled along 
riven by rumours of impending failure 
under its owners, the Kwok family, until 
a HK$176 million cash injection was pro- 
vided by the Hang Seng Bank in December 
1985. In July 1986, Philip Kwok resigned as 
chairman of Wing On Holdings, the bank's 
parent, and Wing On Bank, saying that his 
brother Albert Kwok, who had died the 
previous April, had "done some unfortu- 
nate things." 
© Philip Kwok was replaced by Karl 
Kwok, the head of the seventh branch of 
the family and rival to Philip and Albert's 
fifth-branch clan. Soon after, Wing On 
Group offices were raided by the Hong- 
kong police Commercial Crimes Bureau. 

In charges laid on 29 September 1988, 
Philip Kwok, his sister Genevieve, Wing 
On Corporate Management (WOCM) staffer 
Kwok Man-cho and the late Albert Kwok 
were accused by the Crown of publishing a 
false statement of the accounts of family 
management firm, WOCM, for the year to 
December 1984. The Crown further alleged 
that the four conspired to defraud the 
Wing On Bank, its shareholders and cre- 
-ditors between 1981 and 1985. Another 
member of the fifth branch, Benjamin 
Kwok Chi-bun was subsequently charged. 
Representing Wing 
On Bank as com- 
plainant in the matter 
and members of the 
‘seventh branch of 
the Kwoks was Lai. 

. The core of the 
government case was 
that members of the 
fifth branch of the 
Kwoks and compan- 
ies controlled by 
them borrowed huge 
sums of money from 
the bank with insuffi- 

cient collateral and 
without the know- 
ledge of seventh-branch members also ac- 
tive in WOCM and Wing On Bank manage- 
ment. Government examiners had found 
unsecured advances to family members 
amounted to 37.5% of Wing On Bank's 
capital and reserves, effectively bleeding 
the institution of funds. 
In early January 1989, the defendants 
deni d the multiple charges of corporate 
| the - fraud and the publishing of false ac- 
OO All were subsequently acquitted. 
Ok, who is vice-chairman of 
s Basic Law Consultative Com- 
t urban councillor, was cleared 

“on 24 July 1989. So was 
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Li, Philip Kwok, C. H. Low, C. S. Low. 


dants. 

Another prominent businessman in- 
volved in the Wing On affair also won his 
case in the end, though suffered a short 
stay in jail in the process. Chinese Manu- 
facturers Association vice-president Law- 
rence Chu Cho-ham was convicted by jury 
on four counts of conspiracy to defraud 
Wing On with Albert Kwok in August 1988 
and was given a two-year jail term. In Feb- 
ruary 1989, the sentence was overturned 
after the Crown conceded on appeal on the 
grounds that the trial judge had mis- 
directed the jury. Then director of public 
prosecutions Jim Findley informed the 
court that the Crown would not seek a re- 
trial on the grounds that "evidence of the 
trial was not sufficiently strong to justify 
urging the court to put Chu on trial 
again." 





main protagonists in its demise have 

yet to be put on trial in Hongkong, hav- 
ing fled the colony after the institution 
came close to collapse in December 1985 
with debts of HK$4 billion. Ka Wah was 
bought by Peking-owned Citic in early 1986 
after the Hongkong Government agreed to 
guarantee the bad loans. 

Those loans were allegedly made main- 
ly to Singapore and Malaysian companies 
controlled by former Ka Wah chief execu- 
tive C. S. Low and his family or their close 
associates. C. S. Low, two of his broth 
and several former Ka Wah officials were 


I n the case of Ka Wah Bank, most of the 





charged in 1987 on over 75 counts related to 
their alleged plundering of the bank. 

One of the brothers, C. H. Low, was 
extradited to Hongkong in September 
1990 after serving a 20-month jail sentence 

in Singapore. His barrister has told the 
courts that C. H. Low intends to plead 
guilty to an amalgamated charge of global 
conspiracy. C. H. Low is currently in ICAC 
custody and his trial is expected to begin 
this year. 

C. S. Low, who remains at large in 
Taiwan, steadfastly maintains his inno- 
cence despite his brother's apparent willing- 
ness to cooperate with the Hongkong au- 
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for corruption," Low said. "It must be v 
embarrassing for those who did their 
to make my brothers and 1 the scape 
for Ka Wah Bank's decline.” | 
Another set of cases in which - 
played a vital role, and which may 
tivated as a result of. ds testimon 
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KMT retreat buys peace in parliament 





By Julian Baum in Taipei 


fter several weeks of violent confron- 
A tations in Taiwan’s legislature, mem- 

bers of the opposition struck a com- 
promise with the ruling party in mid-Jan- 
uary by allowing the passage of a dozen 
bills before the session adjourned. 

Legislators from the opposition Demo- 
cratic Progressive Party (DPP) said the shift 
in tactics was necessary because of public 
criticism. The DPP’s wrangling over proce- 
dural points and other filibustering tactics 
often led to shoving matches with par- 
liamentarians from the ruling Kuomintang 
(KMT). On several occasions oppositionists 
smashed the speakers microphone and 
spat on senior legislators, actions which set 
television cameras rolling in the press gal- 
lery and reporters scurrying to file stories. 

"People don't like what's going on in 
the legislature," Legislative Yuan President 
or the speaker of the house Liang Su-yung 
told the REVIEW. "The bills we are trying to 
pass are related to the people's liveli- 
hood and the people don't approve 
of the DPP’s filibustering.” 

Liang, who called the Taipei po- 
lice into the legislative chamber 
half-dozen times last year, said the 
opposition does not abide by the 
rules because many of them do not 
recognise the legitimacy of the gov- 
ernment in the first place. If DPP 
members use physical violence to 
prevent others from speaking, Liang 
said he has the right to have them 
removed. “In the Legislative Yuan, 
you have the right to talk. You do 
not have the right to fight,” he 
added. 

Disarray in the legislature cannot 
be blamed solely on the opposition. 
In the previous session, which ad- 
journed last May after passing only 
eight bills, the lawmakers were 
widely criticised for their inefficiency. 
Factionalism within the KMT and often 
pointless interjections by government min- 
isters added to the obstructionist tactics of 
the DPP to blunt the legislature's perfor- 
mance. 

The recent ruckus comes after Premier 
Hau Pei-tsun's law-and-order campaign 
shifted into high gear last year and the 
DPP has felt the pressure. Oppositionists 
say that news reports, especially on the 
three KMT-affiliated television stations, have 
tarnished the DPP's image by glossing over 
the reasons for their protests and mislead- 


Tactical compromise 


ing the public. They claim that their filibus- 
tering last December to protest against a 
harsh 10-year prison sentence for indepen- 
dence activist Huang Hwa received little 
public understanding because of a biased 
press. 

DPP protests subsequently shifted atten- 
tion back to the senior legislators, who sup- 
posedly represent mainland Chinese con- 
stituencies and have held office since 1948 
without facing the electorate since then. But 
the opposition's rough tactics continued to 
offend many middle-class Taiwanese in a 
society that values social order and has 
been taught to honour its seniors, despite 
popular impatience with elderly mainlan- 
ders who refuse to step aside. 

In the January compromise, the KMT 
promised that 28 senior members would re- 
tire before the next session convenes at the 
end of February in exchange for DPP coop- 
eration in passing a series of bills important 
to the government, including a law autho- 
rising a cabinet-level Mainland Affairs 





KMT and DPP legislators slug it out. 


Council to manage Taiwan's policy towards 
Peking. "We don't know whether the KMT 
will keep their promise, but we think they 
will have to. Otherwise it will cause a very 
great conflict said DPP legislator Frank 
Hsieh. 

Since the first opposition member was 
elected 20 years ago, the legislature in Tai- 
wan has been the main arena for challeng- 
ing KMT rule. Hsieh says this involves con- 
flicting purposes for opposition parlia- 
mentarians and requires constantly shifting 
tactics. "On the one hand we want to re- 
form the political structure; on the other we 
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want to pass certain bills. Under this kinc 
of unreasonable system, there are some 
contradictions," Hsieh said. 

The DPP has tried to win popular sup- 
port by pressing hard on the retiremen! 
issue, which was settled in principle lasi 
year. Taiwan's Grand Justices ruled lasi 
June that all senior legislators holding office 
since their election on mainland China 42 
years ago should step down at the end ol 
1991. KMr Secretary-General James Soong 
followed up with a retirement schedule for 
each member. 

But by the end of 1990, only 15 of the 48 
legislators scheduled to retire had done so. 
Since a retirement bill offering generous 
pensions was passed two years ago, a total 
of 52 have retired while 12 died in office. 
Two senior members retired in January. 

That leaves 113 "tigers without their 
jungles" still claiming seats. These include 
house speaker Liang, who said that at the 
age of 71 he will give in to popular demand 
and retire at the end of the year, though he 
disagrees with the Grand Justices' decision 
and insists he is still able to serve. 

At the centre of legislative conflict since 
his election as speaker a year ago, Liang 
shares the concern of most senior members 
about what will happen after the loyalists 
leave. He doubts whether the younger gen- 
eration of KMT parliamentarians will be as 
effective in supporting the party and resist- 
ing the blandishments of Taiwan in- 
dependence activists in DPP ranks. 
“The locally elected KMT legislators 
now care about their own interests 
and local Taiwan constituents, so in 
the future it will be hard for them to 
follow the party's decisions," he 
said. 

However, even after the main- 
land-elected seniors retire, the legis- 
lature will still be firmly under KMT 
control with 128 seats occupied by 
Taiwan-elected members including 
28 appointees to represent Overseas 
Chinese. The DPP delegation has 19 
members and there are 18 indepen- 
dents. 

Taiwan University’s Chu Chi- 
hung says that even as the legisla- 
ture becomes more democratic, it re- 
mains a weak institution. Sketchy 
and simplistic procedures and the 
lack of party discipline and ethics on both 
sides blunt its effectiveness as a lawmaking 
body. The legislature’s scarce resources 
and lack of independence from the cabinet 
suggest it will remain a talking shop with 
little power to affect national policy. 

"We are in the process of transformation 
from a rubber-stamp agency to something 
different," said Chu. But he said it was not 
clear what kind of an institution the legisla- 
ture would become, since that will depend 
on what happens with overall constitu- 
tional reforms and how far the KMT is will- 
ing to open up politics in Taiwan. E 
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JAPAN 


City election could shake national politics 


Age old problem 


By Louise do Rosario in Tokyo 


race for the governorship of the city 
of Tokyo, which has just got under 


way with the usual party squabbles 
over the choice of candidates, could have 
a decisive influence on relations at the 
national level between the ruling Liberal 
Democratic Party (LDP) and at least one of 
the major opposition parties. 

The poll itself is not due until early 
April, but a battle is already going on be- 
tween the LDP caucus in the metropolitan 
assembly which wants to re-elect 80-year- 
old Governor Shunichi Suzuki to a fourth 
four-year term, and the party’s central 
authorities who see Suzuki as a loser. 
Suzuki's fate seems to be sealed because 
the Komei (clean government) party which 
holds the balance of power, with 26 seats in 
the assembly, has said it will not support 
him if he stands again. 

In the previous three elections, the 
LDP and two Left of centre opposition par- 
ties, the Komei and the Democratic 
Socialists, jointly backed Suzuki. But the 
Komei has announced it is dropping 
Suzuki this time because of his age. 

If the LDP were to endorse Suzuki for a 
fourth term the Komei bloc might well vote 
for a candidate of the Japan Socialist Party 
(sP) — possibly the redoubtable Takako 
Doi, who is being pressed to run now that 
her popularity as party chairwoman has 
begun to wane. This could set the stage for 
cooperation at a national level between the 
Jsp and Komei. On the other hand, nomina- 
tion of a joint Komei-LDP candidate could 
be the first step towards a de facto Komei- 
LDP cooperation in national politics. 

The campaign to dump Suzuki and run 
a younger candidate in the Tokyo city polls 
is being lead by Ichiro Ozawa, the party's 
48-year-old secretary-general and himself a 
future candidate for the party presidency. 
But the Ozawa group appears to be having 
trouble finding a candidate who combines a 
fresh image with the experience needed for 
the job. Apart from controlling a budget of 
over ¥10 trillion (US$75.5 billion), the next 
governor may have to deal with with de- 
mands to decentralise Japanese business 
and politics by moving ministries and the 
head offices of big companies out of the 
capital. 

The governor also presides over a for- 
midably complex administrative machine 
which processes applications for major con- 
struction projects such as waterfront deve- 
lopment, as well as dealing with minute is- 
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Suzuki: too old for some. 


sues like the opening of new retail outlets. 

Overcrowded living conditions, con- 
gested traffic and inadequate social welfare 
will be some of the other issues hotly de- 
bated during the campaign. 

Candidates whose names have been 
mooted as the official LDP candidate include 
57-year-old Sumiko Takahara, a female 
economist who headed the Economic Plan- 
ning Agency in the first cabinet of Prime 
Minister Toshiki Kaifu, and Satsuki Eda, 
leader of the tiny centre-Left United Social 
Democratic Party. 

At the top of this list is Hisanori Isom- 
ura, a face known to many Japanese for the 
lively news presentation he brought to tele- 
vision when he was anchorman years ago 
for the main evening news programme of 
NHK, the state television 
network. Critics, how- 
ever, say his lack of ex- 
perience in government 
work may make him 
more a puppet of the LDP 
than an independent ad- 
ministrator if elected gov- 
ernor. 

The LDP cannot afford 
to waste time in its choice 
of a candidate, since the 
ruling party is certain to 
face a strong challenge 
from the JsP. The JsP has 
already made substantial 
inroads in the 128-seat 
metropolitan assembly, 
tripling its seats to 36 at 
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the expense of the LDP and the Komei in 
the election of summer 1989. The JSP 
triumph then was partly the result of dam- 
age done to the LDP’s standing by the Re- 
cruit shares' scandal, but also reflected the 
success of Doi's strategy of running many 
women candidates. The outcome of the 
election for governor will be a barometer of 
any shift in this power balance. 

The jsP has not yet publicly nominated 
a candidate, thanks to disagreements over 
strategy and personnel among party mem- 
bers. Some JSP leaders are anxious to see 
Doi running, as a graceful way for her to 
bow out of national politics now that her 
popularity has declined, but Doi herself is 
said not to be interested. Other possible JSP 
candidates include labour union officials, 
scholars and former bureaucrats. 

Rei Shiratori, professor of politics at 
Tokai University, credits Suzuki with bring- 
ing the once debt-ridden metropolitan as- 
sembly into the black, but added that 
Suzuki, a good administrator, is not a 
statesman with any vision for a rapidly 
growing city. 

Nearly half Tokyo's residents want a 
new governor, according to a survey con- 
ducted last summer. Suzuki had been po- 
pular for years, but has come under fire for 
the many controversial projects he has 
launched during his current tenure. In 1988 
he announced plans to complete 218 pro- 
jects involving investments of *7.4 trillion 
in 1989-91. Although many of these plans 
are necessary to develop the city's social in- 
frastructure, some have been criticised as 
too extravagant. 

Suzuki's most controversial project is 
the new metropolitan office building in 
downtown Shinjuku due to open later this 
year. Suzuki said the new city hall, a twin- 
tower, high-rise complex vaguely reflecting 
the facade of a Gothic cathedral and costing 
¥157 billion, will be “a landmark that 
speaks of the history of the city," but the 
public criticises it for being out of key with 
the needs of space-conscious Tokyo. Tab- 
loids even named Suzuki as Japan's 
Ceaucescu for making the new office his 
. personal palace with a 
* spacious office and a mar- 

ble bathtub. 

Another much-criti- 
cised project is the ¥140 
billion Tokyo Frontier, a 
waterfront redevelop- 
ment project. Opinion 
polls indicate that many 
Japanese regard the pro- 
ject as too business- 
oriented and a waste of 
taxpayers’ money. With 
all these expensive pro- 
jects under way, whoever 
becomes governor will 
find his hands full trying 
to cope with the compet- 
ing interests involved. a, 
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r exile at a remote Buddhist temple in the 
jountainous eastern reaches of the coun- 
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uth Korea's unforgetting and unforgiv- 
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Koreans are often said to be the Irish of 
Asia. I have never known exactly why, 
though there are plenty of parallels: a his- 
tory of foreign oppression, of civil strife, of 
division and partition are the obvious ones, 
plus less tangible qualities to do with laugh- 

r, melancholy, a gift for poetic illogicality 
d mysteriousness. 

Such an "Irish" mood was caught per- 
ectly in a sponsored supplement of The 
Korea Times devoted to the Hanil Bank's 
lebration of its 58th anniversary this year, 

‘spotted by the REVIEW's correspondent in 
-Seoul, Mark Clifford. A message from the 
bank's chairman and president, Yoon Soun 
Jung, duly trumpeted its deposits of Won 
8 trillion and capital of Won 660 billion, 
making it the 105th-biggest bank in the 
orld. Prospects fair? Well, no. Not 


actly. 

‘Growth, mused the chairman/president 
gs problems. The bank faces competi- 
on not only from domestic and inter- 
ational banks, but from quasi-financial 
istitutions. This challenge demands the 
: k's staff undergo ” a reformation of con- 

ess." 
-maybe this has more in common 
m Il Sung’s spirit of Juche and 
Korean voluntarism than with Sean 
but still there's plenty of "Faith- 
'ah-the-whole-world's-in-a-terri- 
f-chassis" to come. 


sirable reformation of conscious- 
ing to chairman/president Yoon 
that the bank's staff should 
ich negative characteristics 
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nancial techniques and learn to avoid the 
risks that accompany them.” Financial 
liberalisation, he explains, “sounds pleas- 
ing to our ears, but many banks in ad- 
vanced nations have gone bankrupt be- 
cause of it.” 

The Hanil Bank, he states, is "suffering 
because of the narrowed margin between 
deposits and loans which is our principal 
source of profit and we also have added the 
expenses of computerisation and other 
new facilities." 

This challenge is pushing the bank into 
deals involving risk, and risks must be 
minimised. Yoon condudes: "We are now 
confronted with an unpredictable period 
of transition, as regulation and protection 
are giving way to autonomy and competi- 
tion." 

Well, no true entrepreneur can lament 
more autonomy and even competition 
is supposed to be healthy in market 
economies, and I would have thought that 
bad judgement and greed were responsible 
for more bank bankruptcies than fewer 
regulations and financial liberalisation. I 
suppose it's the Irish — sorry, Korean — in 
O'Yoon. 


"Good evening," Alfred Hitchcock might 
well intone in his sepulchral voice, after his 
bulbous silhouette has entered from the 
right margins of our TV sets. "Tonight I 
propose to present to you a bloodily mys- 
terious drama which will prove to all view- 
ers the essential Irishness of Koreans. 

I daresay you all are as amused as I am 
by the habit of police spokesmen all over 
the world of plonkingly stating the obvi- 
ous. They are always issuing statements to 
the effect that bodies have been dis- 
covered  stabbed/strangled/shot/bludgeon- 
ed/poisoned/mutilated and/or dismem- 
bered, to which news they invariably add 
‘Foul play is suspected.’ In Korea and Fre- 
land, the obvious is not necessarily so.” 

Take this item from The Korea Herald of 
Thursday, 23 November last year, spotted 
by Hitchcock fan M. J. Cooper of Seoul. It 
reads: “In a bizzar [sic] death scene, a pair 
of people, wired together, were found dead 
in a car yesterday . . . Investigators said that 
the bodies of the two were so charred that 
their sex could not be determined easily. In- 
vestigators assume that the murders were 
committed by people with a grudge against 
the dead. 

Some grudge! Nevertheless the conclu- 
sion is elementary, my dear Wat-soon. But 
hold. What is this? An item in the same 
newspaper a day later, which begins: 
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“Police investigating Wednesday's s my- 
sterious death of a couple in a fire-gutted 
car tentatively concluded that the man 
strangled his mistress to death and later 
kiled himself before setting fire to the 
per 

Now the plot thickens. Ony in Korea ‘or 
Ireland could the police conclude i that a 
man could kill his mistress, kill himaelé an 
then set fire to the car. My own personal 
theory is that a Korean leprechaun did it. 
Good evening. 








The gremlins get into business report- 
ing too. Peter Underwood, who finds 
data on Korea hard to come by and un- 
reliable when it does appear, cites this 
example from the Korea Economic Journal 
in an item on the unlikely takeover last 
year of Woo Sung Machinery, a car crane 
manufacturer, by Samick Musical Instru- 
ments: “Woo Sung Machinery recorded 
total sale of Won 6.1 billion (US$8.7 million) 
last year. Capitalized at Won 1.7 billion, 
its sales reached Won 8.4 billion last 
year.” | 

As Underwood comments, the discre- 
pancy would be acceptable if one could be 
confident that the truth lay somewhere be- 
tween the two figures. 


Poetry also links the nations. Ulrich Harting 
treasures a simple brochure for the Yosu 
Beach Hotel, a rather ordinary hostelry in a 
seaport on Korea's south coast. Neverthe- 
less, it inspired the blurb writer to a posi- 
tively Celtic fervour. Yosu itself, he wrote, 
is "a beatiful natural sight and various 
people described a traditional stories 
and a place of taking breath with pure- 
heart 

As for the hotel, I think the writer then 
wanted to say the hotel affords good views 
and is modern, but made it sound as if 
it hasn't been built yet: "It is a prospec- 
tive hotel in the future, he wrote, adding 
that the hotel is equipped the various 
facilities in the. ‘myster ious island with 
a good atmosphere 3 : nd. enveronments 
around here. HN 

"We are having our bet service faith- 
fully for the various customers coming 
over. Yosu beach tourist hotel is a 
maximum hotel hotel which can be able to 
do a good service for various meeting and 
recreation to hie modern: peo 
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sia, the world’s most 

dynamic market place, 
is home to more than half of 
mankind. Every day events occur 
here which not only shape the 
destinies of its more than 4 billion 
people but affect the entire world 
as well. 

The Asia 1991 Yearbook does 
more than just cover these events 
— it compiles, analyses and 
interprets them for the reader. No 
business executive or scholar can 
afford to miss it. 

Decide for yourself whether 
any other single medium puts the 
social, political and economic 
realities of Asia at your fingertips 
as does the 240-page Asia 
Yearbook. 





SOME OF THE FEATURES 

YOU'LL FIND... 

The Asia 1991 Yearbook covers the 
year’s most important events in Asia. 
You will find chapters and features 
such as: An Overview of the Year; 
Population & Food; Development 
Banks; Asian Finance; Asian 
Investment; Commodities; Energy; 
Aviation; Shipping; Fishing; Trade & 
Aid; Asia-Pacific Organisations; and 
much more. 

The Asia 1991 Yearbook has an 
abundance of photos and charts, 
tables and graphics to illustrate the 
material. 

The main body of the book 
contains chapters on 31 countries, 
ranging from Afghanistan to 
Vietnam, from the vastness of China 
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and India to the minute specks of the 
Maldives and Pacific Islands. 


NOW IN ITS 32ND YEAR... 

Matching the rapid pace of Asian 
development the Asia Yearbook 
provides detail and insight. It's a 
book for everyone who needs to 
know about Asia. Now in its 32nd 
year, the Asia 1991 Yearbook is more 
thorough and comprehensive than 
ever. 


| COUNTRY-BY-COUNTRY 
| ANALYSIS... 
_ Each country is discussed with up-to- 
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date reviews of its Politics and Social 
Affairs, Foreign Relations, Economy 
and Infrastructure, complete with a 
map, a potted history and a govern- 
ment list. The Asia 1991 Yearbook 
gives you first-hand information on 
everything from trade patterns 

and population trends to foreign 
investment and social and cultural 
developments. Each country chapter 
has a Databox full of essential vital 
statistics. 


HOW IT IS DONE... 

Published by the Far Eastern 
Economic Review, the Asia 1991 
Yearbook is the result of thousands 
of hours of work during the year. 
Every week, the Review’s corre- 
spondents file on-the-spot reports 
from major Asian capitals and other 
areas of interest throughout the 
world. This leading team of writers, 
analysts, experts and research staff 
keep the Asia 1991 Yearbook on top 
of events. To give you Asia minus the 
mystery, minus the myth. To give 
you Asia as only the Far Eastern 
Economic Review can. Order your 
copy today. 
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EMIGRANTS 


New worries await Asian newcomers in Canada 


Out of the frying pan... 


By Nicholas Bradbury in Toronto 


rom Taiwan to Malaysia, Hong- 

kong to India, the would-be emi- 

grants’ most sought-after citizen- 

ship is Canada’s. Small wonder: the 
country offers US-style affluence minus the 
street-crime, the geo-political headaches, 
the racist legacy, the pollution. 

Yet the very conditions that attract the 
newcomers are imperiled by the same de- 
mographic and economic trends that have 
prompted Ottowa to throw open the doors 
to Asian immigration. The country’s popu- 
lation is "greying" and declining, at the 
potential expense of its productivity 
and ability to maintain social services. 
And Canada’s natural resource-based 
“wealth” economy leaves it desperately 
short of skilled manpower, compared 
to other countries with similar income 
levels. 

Measured against its projected needs, 
Canada’s immigration policy seems, if 
anything, lackadaisical and  wide-of- 
the-mark. Immigrants with badly need- 
ed skills get bypassed; preference goes 
instead to well-heeled rentiers who bring 
in nothing but their bank-rolls and their 
non-productive extended-family depen- 
dants. Meanwhile, immigrants of all 
categories, including refugees, face more 
red tape and longer delays than in many 
other havens. 

Still, even at its current grudging pace, 
Canada's intake of non-European immi- 
grants is roiling the already-murky waters 
of its national identity. Originally conceived 
as a British-loyalist alternative to the break- 
away American colonies that formed the 
US, Canada has been forced by the demise 
of Empire to redefine itself. 

Without benefit of any guiding ideo- 
logy, the definition has tended to be nega- 
tive — what ever else it may be, Canada is 
not the US. Not for Canadians, the US-style 
"melting pot" merger of immigrant iden- 
tities. Instead, Ottowa promotes a “mul- 
ticulturalism" that leaves native languages 
and ethnic traditions intact. 

Asian Canadians (and others) are start- 
ing to reassess this shibboleth more cri- 
tically, though: does its seeming cos- 
mopolitanism mask cultural superficiality 
and ethnic stereotyping? For non-Euro- 
peans, is “multiculturalism” a ticket to sec- 
ond-class citizenship? 

Even some European-descended Cana- 
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dians — the French Quebecois — are so 
afraid of second-dass status that they 
threaten to secede following the rejection of 
the Meech Lake Accord, which would have 
brought the French-speaking province into 
Canada's new constitutional consensus. 
Asians are all too familiar with this sort of 
sub-nationalism. 

What is completely unfamiliar, how- 
ever, is a demographic dilemma that is the 
opposite of Asia's Malthusian norms: a 
population trend that looks to be headed 
for a downturn (see chart). Ever since the 
post-World War II baby-boom, Canada's 
birth rate has dropped precipitously. By the 
early 21st century, the workforce is pro- 
jected to lose 300,000 people every five 
years. 

No other industrial country will experi- 
ence so drastic a change. Its effect will be 
heightened by the relatively undeveloped 
nature of Canada's industrial base. A recent 
study, Canadian People Patterns by Roger 
Sauvé, concludes that to offset the shortfall, 
the country will have to fully double im- 
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migration from the 1990 level of 200,000. 

Rather more modest quota increases are 
included in Canada’s first-ever five-yeas 
immigration plan, which was rammed 
through cabinet by Immigration Ministes 
Barbara McDougall last year. Immigrant ad: 
missions will rise by 20,000 in 1991 anc 
then plateau at 250,000 per year until 1995 
At the same time, refugee admissions wil] 
increase gradually from the present 42,00€ 
to 53,000 annually. 

Even these modest increases may prove 
more than the immigration offices can 
handle. Already they are overloaded. There 
is a backlog of 100,000 refugee cases, de- 
spite harsh rules which truncate refugee 
applications at the first refusal and deny ap- 
peal on any grounds. Canada’s long delays 
in refugee processing have been criticised 
by the UN. 

Nor is it only refugees who are caught 
in the log-jam. Two years of paper-work 
processing await even aspiring immigrants 
with the most impeccable credentials. The 
additional C$125 million (US$109 million) 
budgeted for the immigration bureaucracy 
is seen to be woefully short of what is 
needed; morale in the department is at a 
low ebb. 

Not only the quantity but also the qua- 
lity of immigrants may prove inadequate. 
The shift in immigration patterns from 
Europe to Asia has been accompanied 
by a rise in the proportion of family de- 
pendants. | 

On any given day, hundreds of old 
ladies can be seen in the markets of 
Chinatown selling vegetables. While not a 
burden to the state, neither do they do 
much to increase national output. 


sians especially tend to draw the 

cirde of dependants wider than 

others. McDougall has announced 

plans to recast Canada's official 
definition of dependency more restrictively. 
Even so, the proposed changes will in- 
crease the proportion of independent immi- 
grants only slightly, to 24% from the pre- 
sent 22%, according to the Montreal news- 
paper Le Devoir. 

At the same time, however, citizenship 
sales have been booming. So far, investors 
and entrepreneurs have plonked down a 
total of C$6 billion to buy Canadian pass- 
ports. In such a sellers' market, the rich 
“Tier I” provinces (Ontario, British Colum- 
bia, Quebec and Alberta) have raised their 
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d and lengthened the duration of the invest- 
ment from three years to five. 

Yet, arguably, the last thing the coun- 
try needs is more money-bags. Harvard 
economist Michael Porter, a consultant to 
the Ottowa | gov amiment, characterises 










 rentier wealth-holders. 

As a result, Canada's industrial and 
entrepreneurial base is weak. That bodes ill 
: for continued prosperity in an age when 
_. raw materials are losing value relative to 
.. Manufactured goods. Conspicuous in their 
absence are the skilled professionals 

-. needed to redress these imbalances. 
Canada has half as many engineers per 
capita as the OECD average and spends half 
as much, as a percentage of national out- 
put, on research and development. Its 
population is relatively poorly educated, a 
recent survey of 23 countries showed. Hli- 
teracy in English or French, the two official 


languages, may run as high as 25%. Such 
statistics highlight the urgency of recruiting 


immigrants for their skills. 

Even such skills as the present crop 
of immigrants bring with them, however, 
are often squandered in the resettle- 
ment process due to protectionist labour 
practices. From behind a sushi bar, where 
he is now obliged to work as a chef, 
a Hongkong-born immigrant complains 
that his years of experience as an auto- 
mechanic in the Crown Colony now count 
for nothing. 

The way things are set up, only "Cana- 
dian experience" matters for any job- 

^. seeker. For many immigrants, that can 

- ,mean starting all over again with a com- 

| plete (and often inferior) retraining. This 

- imposes heavy costs not just upon the im- 
migrants themselves, but also upon so- 

"ety. 

— Language training, for starters, is be- 
coming burdensome. An extra C$200 mil- 
lion per year has been budgeted for this 
purpose. But officials in the provinces that 
attract the lion's share of newcomers — 
Ontario, Quebec and British Columbia — 
complain that this still falls far short of the 
effective costs. Local govemments will 
wind up stuck with the bills. 

Classroom training aside, however, the 
scope of Canadianisation for new immi- 
grants is limited, compared to the much- 

.. touted "melting pot" acculturation of the 

|. US. Part of the reason might be a deep am- 

bivalence about just what might comprise 

Canadianism." 

ome the US, Canada had no great 

s and founding myths on which to 

1 a unified culture. The country was es- 

blished in opposition to the US and in 

| ty to! the British Empire. In a bid to pre- 


















serve this essentially loyalist character, im- 
migration from sources outside Europe was 
severely curtailed right up until the reforms 
of the liberal Trudeau administration in the 
1960s. 

With the post-war dissolution of Bri- 
tain's empire, Canada had to grope for a 
new selfimage — a task immeasurably 
complicated by francophone Quebec's im- 
placable rejection of arty purely "Anglo" 
definition. 

Into this vacuum stepped the Asians 
and other "non-traditional" immigrants 
(mostly Africans and Latin Americans) 
who arrived in the post-Trudeau wave. 
Just 30 years ago, 80% of all immig- 
rants came from Europe; now 7076 are 
“non-traditional.” Asia leads the lea- 


y forgoing the “white heat” melt- 
B! ing-pot assimilationist approach of 
its giant neighbour to the south, 

Canada has also avoided its down- 

side: the violence that comes when cultures 
come into open conflict. Instead, Canada 
has opted for a radically different solution: 
the vaunted policy of “multiculturalism.” 
Each ethnic group is encouraged to retain 
the culture and language with which it ar- 
rived and to pass it on to its children (but 
not necessarily to others). 

So in Toronto — the world’s most multi- 
ethnic city, according to official UN cer- 
tification — you can go to a Polish dis- 
cotheque in Roncesvalles, Chinatown for 
Karaoke, Parkdale for a Colombian meal. 
But unless you were a polyglot, you would 
be hard-pressed to get at the underlying 
culture behind the initial impressions. 

Still, white Canadians continue to con- 
gratulate themselves on their supposed 
cosmopolitanism, while assorted hucksters 
cash in on “multi-cultural” grants. Some 
manifestations of the policy verge on 
“Mosaic Madness” (as a recent book on the 
subject was entitled): Filipinos-only hous- 
ing projects, or colour-coded ballot papers 
for non-English speaking voters, to name a 








couple. 
Second generation immigrants, how- 
ever — unlike their parents, no longer 


grateful simply to be in Canada — are ques- 
tioning the illusion of complete relativism 
that underlies multiculturalism. They are 
starting to see the policy as a well-inten- 
tioned but ultimately pernicious attempt 
to solve the problem of racism by in- 
stitutionalising it. 

One danger is the implicit division of 
the population into "real" Canadians and 
ethnics, as typified by questionnaires that 
ask one's ethnic affiliation — "if any." At 
the same time, without full participation in 
the culture of their new homeland, immi- 
grants risk becoming what some Chinese 
Canadians tauntingly call "hollow bamboo" 
— ethnic in appearance, but empty in es- 
sence. 
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Multiculturalisn | 
Quebec, where iti is seen as ruse to 
the province's status from one of e 
with English Canada to that of a 
tan" in a fragmented federation 
Quebec has had its own Minist 
gration. And 12 years ago, it 
only Canadian province to wir 
subject only to Ottowa's final ; a 





"independent" (ie. skills-based) ca 
Quebec now maintains immigration o 
around the world. | 
It needs to. Over the past 30 years, 
million Quebecois have evolved | 
traditional, rural, Catholic socie 
most progressive of all Cana 
ways. One major result hi 5 
ing birth rate that now stanc 
lowest in the world, So 
even more of a threat to Quebec. 
present trends, deaths will outs 
by the end of the decade and t 
tion will fall by an average of 1% 
throughout the next century. 
Grim as its demo 
are, Quebec has been al 
around 17% of total mi 
tion in recent years. U 
Meech Lake Accord, it would 
given a 26% share of new i 
(proportional to its share in Can | 
all population), with prospects of rais 
the quota as high as 31%. Eve ot 
accord, some such targets 
negotiated eventually. 





Paradoxically, the very imm 
graphic ae k ane : 

eclipse. The provi nee tries hard t 
francophone immigrants, but 





heavily outweighed by English 
Half the new arrivals speak neith« 
guage, but opt for English soon after 
arrival. 

Nearly 90% of Quebec's immigrants: 
up in bi-lingual Monixeal, where th 
little incentive to speak French. 
“language police" deployed und 
famous Bill 101 to “Frenchify” t 
place have no pons in firms wi 
employees — precisely those wh 
grants are más! likely to work. 

Stil, neither in Quebec nor 
speaking Canada has there bee 
overt anti-immigrant agitation (« ex 
the occasional flurry in V 
favoured destination for moried As 
But early warning signals are al 
visible, such as calis (by im 
scended urbanites, ironically en 
disperse newcomers to more remote 
of the country. 

Such sentiments could e 
pecially with the onset of wh 
to become one of the worst. 3 
since World War IL immigr: 
find the 1990s far less v 
Canada. 
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Burma: gentility to genocide 


Scots in Burma — Golden Times in a Golden 
Land by Alister McCrae. Kiscadale, Edinburgh. 
£10 (US$17). 

Burmese Nationalist Movements 1940-1948 
by Maung Maung. Kiscadale, Edinburgh. 
£15.50. 

Back to Mandalay by Gerry Abbott. Impact 
Books, Kent. £5.95. 


These three recent releases 
deal with three different eras of 
modern Burmese history: the 
colonial era when Burma 
emerged as a major trading na- 
tion, the independence struggle 
and the 1987-88 upheavals 
against Ne Win's military dic- 
tatorship. McCrae's is a lavishly 
illustrated period piece; Maung 
Maung's book is a detailed 
academic ^ treatment; and 
Abbots an intensely personal 
account. 

McCrae first arrived in the 
country in 1933 to work for the 
Irrawaddy Flotilla Co., one of 
several Scottish bastions in colo- 
nial Burma (the others included 
teak merchants Bombay-Burmah 
Trading, the Burmah Oil Co. and Steel 
Brothers). He remained there until indepen- 
dence except for a few World War II years of 
Indian exile from Japanese-occupied Burma. 

Scots in Burma is full of Raj memorabilia: 
days at the Rangoon Gymkhana Club, trips 
to trading stations and dak bungalows up- 
country. “Natives” are few and far be- 
tween, and always cast in subordinate 
roles: Karen nannies, the occasional Indian 
merchant or Burmese lugále (personal ser- 
vant) "smartly dressed in his brightly col- 
. oured longyi [sarong], spotless white eingyi 
[shirt] and pink silk gaung-baung [turban]." 

But the book also contains valuable in- 
formation about pre-independence trade. 
Some of its vintage photographs are ex- 
traordinary, including an infamous shot 
from December 1885 of General Prender- 
gast and his men on the steps of the old 
Royal Palace in Mandalay — with a 
Buddha image placed on the ground beside 
the spit-polished, spurred leather boots of a 
British army officer. 

Such insensitivity contributed greatly to 
the emergence of a Burmese nationalist 
movement in the 1930s. Maung Maung, a 
retired brigadier-general of the Burmese 
army (not to be confused with Dr Maung 
Maung, another historian, who served 
briefly as Burma’s president in 1988), de- 
scribes that struggle in this book, which is a 
sequel to his earlier study, From Sangha to 
Laity. 





LEX c2 


Neither of Maung Maung’s books are 
meant for the uninitiated reader: they are 
clearly written for a Burmese public and 
outsiders who are already familiar with the 
names, main events and organisations of 
the periods described. But seen in that per- 
spective, Maung Maung’s studies are ex- 
tremely informative, offering a truly Bur- 
mese view of the events described. His 
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book will prove a useful reference for years 

to come. 

Abbott and his wife arrived from Man- 
chester in 1987 to teach English in the out- 
wardly serene setting of Mandalay, north- 
ern Burma. They stayed there until forced 
to leave by the massive uprising for demo- 
cracy that swept the country in August- 
September 1988. 

Serious students of Burma may not 
share Abbott’s sophomoric sense of 
humour (farting horses and young 
maidens uttering inadvertently obscene 
malapropisms) or his fascination with 
elephants in the backyard, cockroaches 
in the soup and other such set- 
= piece fauna of Western memoirs 
f from the mysterious Fast. 

g But the book has its merits 
as a vivid and personal descrip- 
tion of life under the rule of Ne 
Win's Burma Socialist Program- 
me Party. From his perspective 
as a teacher, Abbott dissects the 
official Burmese media’s Orwel- 
lian use of English. He also of- 
fers the first detailed account in 
English — complete with map 
and photographs — of the 

. heretofore unknown Sagaing 
massacre of 9 August 1988, in 
which 218 people were gunned 
down by the police and local 
army units. E Bertil Lintner 


Loaded largesse from Japan 


The Emergence of Japan’s Foreign Aid 
Power by Robert M. Orr, Jr. Columbia 


University Press, New York. No price given. 

Japanese aid to developing countries 
is much-criticised abroad as too “hard.” It 
is also the subject of considerable in-fight- 
ing within the Japanese bureaucracy, 
which lacks a US-style centralised aid 
structure. 

Whatever is said, though, about the 
quality of Japanese Official Development 
Assistance (ODA), its quantity is unques- 
tionably impressive. By 1989 Tokyo had 
become the biggest aid donor within 
OECD, overtaking even the US. In Asia, 
Japanese donations surpassed those of 
the US as early as 1977. 

Part of Japan’s league-leading status 
as an aid donor might be a statistical spin- 
off of the post-1985 appreciation of the 
yen. Still, the fact remains that Tokyo 
now dominates the aid sector — and aid, 
in turn, accounts for fully one-third of 
total world capital flows. 

Tokyo’s emergence as a major foreign 
aid donor has important implications for 
future third world development models 
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— especially in Asia — as well as the 
spread of Japanese diplomatic, industrial 
and financial influence. 

Robert Orr's book is a timely and well- 
documented critique of Japan’s “foreign 
aid power" — a well-chosen title. It 
explodes the myth of a monolithic aid 
structure within Japan, dedicated to serv- 
ing the nation’s wider diplomatic and 
commercial ends. Nevertheless, Orr 
raises doubts over the motivation behind 
much Japanese aid. 

He analyses in detail the complex, 
four-ministry decision-making system be- 
hind Japanese ODA policy — an arena of 
constant inter-ministerial rivalry and bic- 
kering. Japanese politicians do not care 
much about foreign aid, and parliament 
has yet to legislate guidelines on the sub- 
ject. So aid policy is left as a battle-ground 
for bureaucratic turf contests. 

The Foreign Ministry sees it as a dip- 
lomatic lever, while the Ministry of Inter- 
national Trade and Industry wants to 
bend aid to Japan's commercial ends. The 
other members of the aid-policy quartet 
indude the Economic Planning Agenc 
and the Ministry of Finance, hose job 
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Voices and visions 





Voices of China: the Interplay of Politics and 
Journalism edited by Chin-Chuan Lee. Guilford 
Press, New York. US$30 hardcover, US$16.95 
paperback. 

With China now pressing capital 
charges against a publisher and editor 
imprisoned after the 1989 Tiananmen 
crackdown, Chin-Chuan Lee’s broad an- 
thology comes at a key moment. It assesses 
how an embryonic free press took shape 
during the reform decade of the 1980s, 
how it was doomed from the start, and 
how American media consistently misread 
China’s democratic portents. 

In one of the book’s few optimistic 
notes, Lee argues in his introduction that, 
despite hardliners’ current dominance, “a 
more liberal undercurrent appears to be 
regrouping.” He is convinced that “aspira- 
tions for freedom, once aroused, can- 
not be crushed,” especially given the media 
diversity that flourished in the reformist 
1980s. 

Other items in the anthology, though, 
belie such hopes and suggest that the 
movements for press freedom and demo- 
cracy were fatally flawed. The most telling 
argument comes not from such “star” jour- 
nalists as Liu Binyan or Harrison Salisbury 





it is to try and keep various aid lobbies at 
bay. 

Nor does the list end there. Other 
players in the aid game include the Over- 
seas Economic Cooperation Fund and 
the Japan International Cooperation 
Agency. Even Washington gets into the 
act in Japan's aid policy. 

Japan has often been known to step 
up aid in hopes of buying off US trade 
protectionism or increase its donations to 
certain countries or regions in order to 
ease Washington's burden or help serve 
wider American strategic ends. Such US- 
Japan cooperation is facilitated by the 
bureaucratic, rather than political, prove- 
nance of Tokyo's aid policy. 

Speaking with the authority of his ex- 
tensive administrative and academic ex- 
perience in Japan and abroad, Orr docu- 
ments cases of US-influenced Japanese 
aid policy in the Philippines, South Korea 
and Vietnam and even as far afield as 
Jamaica. But it would, nevertheless, be 
way wide of the mark to see Japanese aid 
officials simply as vassals of US strategic 
ends. 

Rather, they can be viewed as ser- 
vants of a nebulous, but still very real, 
Japan Inc. Purely developmental aspects 
of Japanese aid are usually at a discount. 
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but from inside the cirde of reformist 
policymaking itself. This is written by Ruan 
Ming, a former aide to the late party boss 
Hu Yaobang. 

Peking's reformists, he insists, were 
as attracted as the leaders of Taiwan or 
South Korea by the theory of "neo-au- 
thoritarianism." In the leadership power 
struggle after the 1976 fall of the Gang of 
Four, Deng Xiaoping exploited the appear- 
ance of spontaneous journals on Peking's 
"Democracy Wall" to topple his rival, 
Maoist premier Hua Guofeng. 

Once firmly entrenched, though, Deng 
had no qualms about crushing the journals 
and opposing a press law. These policies 
were also aped by Deng's protege, Hu 
Yaobang, at the very height of "liberal" 
influence in 1985. The next reformist lead- 
er, Premier Zhao Ziyang, also withheld 
his support for press freedom while he 
lobbied for economic and political reform. 
Even that supposed heroine of press free- 
dom, Enlightenment Daily reporter Dai 
Qing, credited benevolent dictatorship with 
China's most progressive moves this cen- 


It was Zhao's aversion to a free press, 
Ruan charges, that led him to muff the 
opportunity of spring 1989 — a disturbing 


Yen loans still make up more than 50% of 
Japanese ODA. Large —. albeit slowly di- 
minishing — proportions of Tokyo's 
largesse remain tied to procurement of Ja- 


ese goods. 
Even the US — no slouch itself at 


using foreign aid to pry open developing- 
country markets — frequently assails 
Japanese ODA as “predatory” and “com- 
mercial.” 

Orr points out that, given its small 
and comparatively inexperienced profes- 
sional aid establishment, Japan has 
turned to its private sector to play “a 
pivotal role in ODA implementation.” 
Major trading companies have not hesi- 
tated to direct, through their own net- 
works, the commerce generated by offi- 
cial aid. Japanese commercial banks have 
also followed the Rising Sun flag of aid in 
order to secure foot-holds in developing 
countries. 

One shortcoming of the book is that 
Orr says little about how non-Japanese 
businesses can win greater access to what 
is still one of Japan’s most tightly closed 
markets: foreign participation in aid-fi- 
nanced procurement. A livelier writing 
style might also have made the book 
more accessible to general readers. 

m Anthony Rowley 
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precedent for anyone who harbours hope 


for a different China under post-Deng “re- 
formists." 

In the run-up to the Tiananmen repres- 
sion, Ruan claims, party reformers and 
democracy activists could not manage to 
even consider the possibility of making 
common cause. 

Still, pre-1989 Chinese journalism seeth- 
ed with unprecedented activity, as docu- 
mented in a survey of publishers, editors 
and reporters by contributor Judy Polum- 
baum. Fewer than 200 newspapers sur- 
vived the Cultural Revolution, she writes, 
but by 1987 there were over 2,500, includ- 
ing some 100 “semi-official, semi-public’ 
newspapers like Shanghai's World Economic 
Herald that operated partly outside party 
control. 

Competing for scoops in these news- 
rooms was like “hitting line balls” in ping 
pong, according to Herald editor Qin Benli 
in another of this anthology’s articles. 
When local officials kept regional jour- 
nalists from reporting on northeast China's 
1987 forest fires, for example, national 
newspapers sent in correspondents to grab 
the story. 

Party officials were even reduced to 
such “Western-style” techniques of press 
control as demands for “fairness” checks 
and threats to cam up on troublesome re- 
porters in the future. 

Less riveting is the book's latter half, 
which deals with American press coverage 
of China — a tale all too familiar to China 
hands. Why were American reporters so 
ready to believe that China was heading for 
press freedom in particular and democracy 
in general? 

Was it the legacy of more than a cen- 
tury’s worth of American journalistic mis- 
readings, as Peter Rand suggests? Or 
merely, as Amanda Bennett argues, a 
strange mix of cynicism about official China 
and romanticism about the democracy 
movement on the part of the current, 
Woodstock-influenced crop of American 
correspondents in Peking? 

Even in the reformist heyday, it has al- 
ways been dodgy to get any sort of story 
that is verifiable by Western standards, as 
former Wall Street Journal bureau chief 
Frank Ching points out. 

As for the future course of Chinese 
media, success may well hinge more on 
economic than philosophical issues. In 
his article on Shanghai's media explosion, 
Lynn White III implies that market-driven 
battles for limited state funding, news- 
print supply and advertising-circulation 
revenues have created a radically altered 
scenario for the 1990s. If he is right, China's 
“neo-authoritarian reformists, some of 
them now under house arrest, may have 
triggered a more substantial and irreversi- 
ble revolution than either they or the Tian- 
anmen protesters imagined. 

m Andrew Giarelli 
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Japan negative about leading Asian economic pact 


building blocs 


By Michael Vatikiotis in Jakarta, Anthony 
Rowley in Tokyo, Doug Tsuruoka in Kuala 
Lumpur and Shim Jae Hoon in Seoul 


alaysia's Asian trade partners 
have reacted tepidly to the pro- 
posal of the country's prime 
minister, Datuk Seri Mahathir 
Mohamad, to set up a trade bloc in the re- 
gion. Japan dislikes the idea, but it is un- 
likely to be consigned to the dustbin of his- 
tory. If the Gatt fails in its efforts to liberalise 
world trade and if the Gulf war exacerbates 
tensions between Asia and the West, the 
. Suggestion of an Asian trade grouping 
would be revived. 

Mahathir's scheme emerged a couple of 
days before the 7 December breakdown of 
talks in Brussels designed to wrap up the 
four-year-long Uruguay Round of the Gatt. 
His primary industries minister, Lim Keng 
Yaik, told reporters in the Malaysian parlia- 
ment that if negotiators failed to reach an 
agreement, “it is inevitable that emphasis 
will be put on regional pacts.” An Asian 
trading bloc, he said, “will allow us to 
counter the emergence of protectionism 
and regionalism in world trade.” 

In the six weeks since then, little flesh 
has been added to the proposal beyond an 
acronym — EAEG — which stands for East 
Asian Economic Grouping. But what ex- 
cited intense interest was the idea that such 
a club would exclude countries such as the 
US and Australia, which have been instru- 
mental in the formation of another trade 
grouping called the Asia-Pacific Economic 
Cooperation conference (Apec), formed in 
Canberra 14 months earlier. 

The members of Mahathir's grouping 
would include the six countries of Asean, 
three from Indochina, as well as Burma, 
China, Hongkong, Taiwan and South 
Korea. Japan would be asked to take the 
lead in its formation, the Malaysians said. 
. Other industrialised countries were to be 
excluded, because they would shut out the 
views of developing Asia, said Lim. 

Chinese Premier Li Peng was politely 
. non-committal about the idea during his 
visit to Kuala Lumpur a few days later. But 
_ the scheme was really intended to be pre- 

sented to Japan's prime minister, Toshiki 
Kaifu, while on his trip to Asean in mid- 
January. This journey was cancelled, how- 
ever, because of the Gulf crisis. 

Japan's involvement would be crucial to 
the success of the group. Yet Tokyo is un- 





comfortable with such a role, evoking 
memories of the East Asia Co-prosperity 
Sphere rammed down the region's throat 
in World War II. Despite the fact that there 
have been no formal talks between Malay- 
sia and Japan on the subject, Japanese 
offidals have already begun to convey 
to Mahathir the message that Japan is ^not 
illing to support any kind of regional 
bloc." 
Senior officials in the Foreign Ministry 
and the Ministry of International Trade and 
Industry (Miti) say they are willing to 
"study" the proposal, but this officialese in- 
dicates that the response is negative. Tokyo 
is highly unlikely to be attracted by the 
new, regional grouping — even in the 
event of a failure of the Uruguay Round. 
“We do not believe that the world should 
be sliced up like a water melon into ma- 





World trade regionalised 
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If the Uruguay Round collapses, protec- 
tionist pressure in the US is bound to rise. 
Although Washington is divided about 
the wisdom of forming exclusive trading 
blocs, such as the one proposed by Malay- 
sian Prime Minister Datuk Seri Mahathir 
Mohamad, it may start building its own 
trading bloc nonetheless. 

US trade officials are pessimistic about 
the chances of success of the Round. In 
mid-January’s bilateral trade talks with 
South Korea and Japan, the US put pres- 
sure on these countries to provide more 
support for the liberalisation in agricul- 
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jor economic blocs,” said one official. 

Out of a commitment to multilatera- 
lism, Japan is reluctant to support any 
measure which tends towards economic re- 
gionalism. Assurances from Kuala Lumpur 
that the proposed EAEG would allow free 
trade among its members without com- 
promising multilateral trade principles have 
failed to reassure Tokyo. More than a third 
of Japan’s exports go to North America and 
one fifth to the EC, so Tokyo is hoping to 
avoid anything that could jeopardise these 
markets. 

Whether constructed as a free-trade area 
along the lines of the European Free Trade 
Association or as a customs union with a 
common external tariff like the EC, the 
proposed EAEG would be essentially region- 
al in nature, say Japanese officials. And 
Malaysia has not explained what form its 
group would adopt. The officials claim that 
by insisting that the US and Canada be 
members of Apec, Tokyo had already sent 
a clear signal that it was not interested in re- 
gional economic alliances. 

In Seoul, officials tend to regard the 
scheme as a retrogressive step. “We have a 
lot of sympathy for the plan, but it is essen- 
tially an idea born out of frustration over 
the Uruguay Round than a sound, work- 
able idea,” said one official. For the mo- 
ment, South Korean officials are giving a 
higher priority to the development of Apec, 
in part because Seoul is hosting the third 
forum of the group in October this year. 


A three-region world? 


tural trade than they did in December. 

But the EC remains strongly opposed 
to a drastic reduction of agricultural sub- 
sidies, which the US is insisting on, along 
with new rules on services trade, invest- 
ment policies and intellectual property 
rights. At a mid-January informal meeting 
in Geneva, US officials found no basis for 
the full resumption of negotiations. 

The conventional wisdom in Washing- 
ton is that considerable progress must 
be made in ironing out not just the 
framework but also the details of the en- 
tire Uruguay Round package. Otherwise, 
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Members of Asean have had a better 
chance than Japan or South Korea to con- 
sider the proposal. Thailand wants more 
talks on the idea and Indonesian officials 
say privately there is hostility to any idea of 
an exclusionary trade bloc. Almost 40% of 
Indonesia’s exports now go » to the US, so it 






Washington. Phi ippine . Trade Minister 
Peter Garrucho said he was “very sceptical” 
about any scheme that might impair Mani- 





la's relations with its trading partners. Ma- 


hathir’s. proposal will be discussed at 
next month’s Asean Senior 
"Economic Officials meeting 
in Indonesia. 

. Diplomats have com- 
 plained about the lack of 
. details on the proposal 
. from Malaysia. The notion of 
forming a new regional 
grouping was briefly dis- 
cussed in the Malaysian 
cabinet as part of a con- 
tingency should the Uru- 
guay Round fail but the » 
: idea was largely Mahathir's 





In 1985, he blocked. "Hans 
.to expand Asean's discussions with its 
dialogue partners, the US, Canada, Japan 
and Australasia, in what would have been 
. an embryo of Apec. Mahathir may be nurs- 
. ing ambitions to be a leader of the Third 
E World and perhaps of Asean. 

-.. Outwardly, the strongest support for 
: the proposal has come from a surprising 
. source — Singapore. Making his first visit 
to Kuala Lumpur since becoming Singa- 
| pore’s prime minister, Goh Chok Tong 
p the idea as farsighted and imagina- 
tis a bold proposal and I support it,” 
sait - But he a did so after receiving 









= talks will fail to meet the 1 March 
... deadline for gaining what is called “fast- 
track" a val of the Gatt deal from the 
US Congress. The Gulf war, however, 
. may persuade Washington to defer this 
deadline, analysts say. 
: . A top US trade official says that if the 
. Round fails, the administration will find it 
a lot more difficult to stave off pressures to 
protect domestic industries. US economist 
Lawrence Krause argues that a trading 
system is either in the process of liberalis- 
ing or dosing up, and is rarely standing 
«Still. A failure of the Gatt round would 
-trigger a contraction, he says. 
n a “very bad idea” for Asia to pro- 
ading arrangement excluding the 
de. market, Ane 
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assurances that the proposal was: consis- 
tent with Gatt; did not build trade barriers; 
and supplemented the work of Apec. But if 
these three conditions are to be fulfilled, it 
is difficult to see what distinctive contribu- 
tion Mahathir's scheme can make. 
Singapore may have been attracted by 
the idea of incorporating the proposal in its 
own blueprint for enhanced regional coop- 
eration. Having led efforts to knit the 
economies of Johor in Malaysia and Riau 
in Indonesia closer to Singapore using a 


"growth triangle," Goh and his colleagues 


are suggesting more ambitious geometric 
concepts for the region. 

“In the 21st century there will be a cres- 
cent of prosperity from South Korea, Japan, 
China, Taiwan, Vietnam, Laos, Cambodia, 
Myanmar [Burma], down to the six Asean 
states," said Goh in a 9 January speech in 
Jakarta. The "crescent," he said, was a big- 
ger version of the growth triangle. "It al- 
lows us to co-opt and utilise each other's 
comparative and competitive advantages 
in the international market," Goh said. 

Singapore's ambassador at large, Tommy 
Koh, has talked of a series of "expanding 


Assistant Secretary of State Richard 
Solomon also feels Mahathir's initiative is 
“very unwise.” He says, "We are still op- 
posed to the idea of [regional] trading 
blocs . . . because we think it will end 
up suppressing, rather than encouraging, 
the further expansion of international 
trade." Solomon adds that Mahathir's 
proposed trade area would compound the 
problem because "many of the countries 
[participating in the scheme] are not 
natural trading partners; they are com- 
petitors.” 

Some in the US administration would 
like to see the formation of discriminatory 
trading blocs. President Bush is pushing 
for a free trade agreement (FTA) with 
Mexico, which would eventually create a 
North American FTA once it was added to 
the existing US-Canada FTA. Bush would 
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and dines circles" compris ir 
an East Asian trading group, Apec 
some kind of forum in which the Te 
security issues can be discuss 
January speech in Singapore 
hoped that the forthcoming Asea 
to be held in the island reps 
this year can "make a quantum: eap . 
concluding an agreement or treaty to: 
Asean towards the goal of a ber 
Asean economy.” 
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| we hope to catch: 
| wave of investn 
o Japan." 

As for the 












Gatt s 
committee, th he 
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liberalisation, with the exception: of 
access and services. 
Although the main axi: kd | 
on agriculture is between th we 
EC, Japan and South: ora are v under pres 
sure from trading partners to make some 
concessions on rice and other farm imports 
in order to ensure the success O 
Uruguay Round, Tokyo negotiators- 
they are "struggling hard" to find 
concessions Japan can offer. 
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like the entire Western hemisphere to 
come a free trade area. 

The likely result would be a “thre 
region world" (consisting of | 
the Americas and East AS) valli 


former. Many Americans fear that a thre 
region world would be bad for the E L 
East Asia’s economies are on the wh 
faring much better than Latin America’ 
Krause believes that in a three-region- 
world, both the Americas and East Asia’ 
would be inherently unstable. "Japan. 
[would] be the leader in the East . 
group and Japan is the country that 
countries trust least, while the san 
be said about the US in the A 
Krause says. usum: 
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Shanghat’s stock exchange gets off to a slow start 


Share of the action 


By Elizabeth Cheng in Shanghai 


ike any other professional investor, 

Yang Huaiding religiously feeds into 

his personal computer the results of 
each day’s trading on the Shanghai Sec- 
urities Exchange. He also attends all the 
shareholders’ meetings of the eight com- 
panies listed on the newly opened ex- 
change. 

Yang represents a breed of punter that 
has not been seen in Shanghai since the 
communist takeover of China in 1949 and 
the transitional period that lasted for up to 
two years in the once-thriving capitalist 
stronghold. The 41-year-old, ruddy-faced 
former steel worker is known among his 
colleagues as “One Million Yuan” Yang be- 
cause of his success in Shanghai's unofficial 
stockmarket from 1987-90. (Renminbi, the 
Chinese currency, is commonly called 
yuan.) 

Following in Yang’s foot- 


college graduates and under- 
employed workers who tout 
outside some of the city’s offi- 
cial securities outlets in an 
illegal curb market. Even 
though Peking’s attitude to- 
wards these investors is am- 
biguous and could quickly 
shift to hostility, most of them 
believe the government will 
leave them alone as they try 
to create a thriving secondary 
market. 

What better proof of accep- 


Yu Garden 


transformation into a financial 
centre is there, Yang asks, than ames 
in the large number of New Es 
Year greeting cards he receiv- 


. ed from state-run brokerages? Yang also 
. boasts that he has been interviewed by the 


Shanghai Liberation Daily, a communist party 
organ, and asked his views on how the 
stockmarket can be improved further by 
the authorities. 

But rules on securities trading, which 
were announced ahead of the official open- 
ing of the Shanghai Securities Exchange on 


BC December, have made touting more dif- 


ficult since they stopped over-the-counter 
trading at securities houses and restricted 
share trading to the exchange floor. Pre- 
viously, share certificates could be freely 
transferred among investors. Securities 


= houses were used € to formalise the 


transactions. 
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The new regulations provide investors 
with better protection from unscrupulous 
brokers, analysts say, but trading fever has 
cooled nonetheless. Exchange officials be- 
lieve the volume of share trading on the ex- 
change will improve when investors ad- 
just to the new procedures. But the ex- 
change has yet to sustain its first-day turn- 
over of more than Rmb 10 million (US$1.9 
million) on 19 December. Transactions fell 
to below Rmb 1 million the following day 
and have been in the range of Rmb 2-4 mil- 
lion ever since. 

Up to 9576 of trading on the exchange 
is in bonds, with treasury bonds the most 
popular. Bonds are more easily available 
because they have wholehearted support 
from the government. The official attitude 
towards stocks is less clear. 

Official approval for new listings has 
been slow. As a result, demand far exceeds 


Stock issues in Bison cose | 
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the supply of available shares, and each 
time a share transaction takes place, the 
value of the scrip climbs, according to ob- 
servers. The reluctance of investors to 
part with their shares, which are general- 
ly regarded to be as safe an investment 
as bonds, also tends to keep share prices 
high. 

Consequently, some share prices have 
soared in value from their initial-offering 
prices. Yanzhong Industrial, a photo-print- 
ing collective, first issued shares in 1985 on 
Shanghai's unofficial exchange at Rmb 50 
each. The price jumped to Rmb 185.30 on 
19 December and is currently trading at 
around Rmb 250. 

Further, foreign investors are not al- 
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lowed to participate either as brokers or in- 
vestors on the Shanghai Securities Ex- 
change, which has a membership of 25 
brokerages. Government officials say the 
market is not mature enough to allow for- 
eign participation. They point out that 
China still lacks adequate legal protection 
of private ownership of stocks and has no 
accounting standards. 

The government has been slow to ap- 
prove new listings on the exchange largely 
because of the difficulty in merging socialist 
policies with market reforms, analysts say. 
How to convert the ownership of com- 
panies from the state to individuals, a basic 
requirement for a company listing on the 
exchange, and how to assess the value 
of assets are among the fundamental 
problems being tackled by the authorit- 
ies. 

State enterprises guarantee workers job 
security and medical, housing and retire- 
ment benefits, all of which are likely to van- 
ish once ownership is privatised. "People 
in China want to enjoy capitalist income on 
the one hand and socialist benefits on the 
other," a government official says. The pro- 
democracy unrest in 1989 stalled economic 
reform and contributed to the delay in de- 
veloping a stockmarket. 

Shanghai authorities are 
still reluctant to promote share 
trading. Basic data on com- 
panies listed on the Shanghai 
Securities Exchange is not 
widely available, and news- 
papers generally do not carry 
price quotations for stocks. 
The 22 bond issues on 
the exchange, however, are 


=~ regularly quoted by newspap- 
ers 


Of the eight companies 
listed on the exchange, six 
went public from 1984-87 and 
two in 1990. One or two new 
listings can be d this 
year, says a People’s Bank of 
China official, Du Shaoji, add- 
ing that the mood is still cau- 
tious. The central bank is re- 
sponsible for approving new 
corporate listings. 

The government controls up to 75% of 
the shares on the Shanghai Securities Ex- 
change. Of the remaining shares, a sub- 
stantial portion is held by company em- 
ployees. It is unlikely that the state will 
allow important factories or strategic enter- 
prises to go public in the foreseeable future. 
Foreign joint ventures, however, are being 
encouraged to list on the exchange. 

Charges of corruption in the stock- 
market have already become common be- 
cause of the sparse supply of shares. Since 
a small number of authorised brokers and a 
few established punters control the shares, 
newcomers need connections on the ex- 
change to participate in trading. a 
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The crisis in the Middle East only heightens an 
already existing problem: Where will Asia find 
the oil needed to fuel its growth? 


"We need geology that makes 
sense, numbers that get your 


motor running and a place 
that doesn't scare you to 
death." — Oil Explorer 





Explorers, backed by governments and busi- 
ness interests, are racing to discover new 
supplies of "black gold". Only today, new 
economics and advanced technology are 
radically altering how the race 1s run. 
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AVIATION 


Japanese airlines look to international routes 


Spreading their wings 


By Michael Westlake in Tokyo 


fter more than five years, airline de- 
A czar in Japan is still more a 

state of mind than a reality. And it is 
destined to remain so as a matter of govern- 
ment policy. Although dramatic changes 
have been made to the way in which 
Japan’s three major airlines operate, their 
access to markets and their fare structures 
are still strictly controlled. 

Surging demand for domestic and inter- 
national travel by Japanese was sparked by 
changing social aspirations, particularly a 
shift from the traditional workaholic ap- 
proach to one stressing a greater quality of 
life. This brought a willingness to spend 
more money on leisure activities, generat- 
ing dramatic growth in holiday travel. 

In response to demand, the Japanese 
Government abolished in 1985 what was 
known as the Airline Constitution. Under 
these guidelines, Japan Airlines (JAL) had 
been assigned all international and domes- 
tic trunk routes, All Nipppon Airways 
(ANA) was given domestic trunk and local 
routes plus short-distance international 
charters, and Japan Air System (JAS) — 
then called Toa Domestic Airlines — was 
assigned local routes and some domestic 
trunk routes. 

Since then, each carrier has been able 
to expand into international and domestic 
routes under the control of the Ministry of 
Transport. A further step was taken in 
1987, when JAL was completely privatised 
so that all three airlines would compete on 
the same economic basis. 

The triple oligopoly continues today, 
with no new entrants envisaged because 
the Ministry of Transport's rules make both 
entry and exit from airline business ex- 
tremely difficult. Also, the airlines are pro- 
tected by strict rules on domestic fares. 
While the government does not specify a 
single fare for each domestic route, no air- 
line is allowed to offer different fares, and 
there are no discounts. 

As the market has expanded rapidly in 
the past few years, there has been plenty of 
business for all three carriers, and the fact 
that domestic fares have been unchanged 
since 1982 has more than been compen- 
sated for by rising load factors. 

Under pressure from foreign govern- 
ments, the Ministry of Transport allowed 
the development of discounted fares on in- 
ternational routes, but with selling restric- 
tions. About 80% of the passengers leaving 
Japan do so using some variety of dis- 





counted fare, making the international mar- 
ket price-competitive. But this market is 
competitive only up to a point: with the 
numbers of international and domestic 
flights at the major gateways of Tokyo and 
Osaka tightly controlled because of capacity 
restrictions, load factors have become so 
high that price competition on international 
routes is relatively small. 

In these circumstances, it is not surpris- 
ing that ANA, the world’s eighth-largest air- 
line in terms of passengers carried in 1989 
— 29.7 million, compared with JAL in 11th 
place with 21.9 million — is keen to expand 
its international network. JAS, though far 
smaller — in 24th place among the world’s 
airlines in 1988 and with a total of 12.47 
million passengers carried up to 31 March 
1990 — has similar ambitions. 

Since starting scheduled international 





west Airlines, 3.1%. 

And the scale of domestic air services 
is enormous. These include the world’s 
busiest air route, between Tokyo and Sap- 
poro, that is served each way daily by 12 
ANA Boeing 747s, 12 JAL 747s daily and six 
JAS Airbus A-300s, moving 7.5 million pas- 
sengers alone in the fiscal year ended on 31 
March 1990. 

ANA's origins lie in a Tokyo company 
formed in 1952, Nippon Helicopter & 
Aeroplane Transport Co. In 1957, Nippon 
Helicopter & Aeroplane merged with 
Osaka-based Far East Airlines to create the 
corporate framework that is the present 
company. It now serves 66 domestic routes 
with 500 flights a day, with Air Nippon 
serving 26 routes. Apart from the smaller 
domestic airline, there are more than 120 
companies in the group in three main sec- 
tors: airlines and flight support; travel and 
accommodation; and real estate, computer 
reservations and finance, among others. 

ANA’s five-year plan includes maintain- 
ing a large share of the domestic market, 
adding 5% a year to its seat-kilometres. On 
its international routes, ANA wants to add 
seat-kilometres at the rate of 27%, so that 
by 1996, international seat kilometres will 


A tale of two airlines 
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services late in 1986, ANA's operating rev- 
enue jumped to ¥672 billion (US$4.94 bil- 
lion) in the fiscal year ended on 31 March 
1990 from ¥479 billion in the year ended in 
1987. Its income rose to ¥15.02 billion from 
165.59 billion in the same period. 

But though its scheduled international 
flights have increased from four a week to 
three destinations to 64 a week to 17 desti- 
nations, with a mid-1990 load factor of 72%, 
these only accounted for 1.04 million pas- 
sengers against 29.45: million carried on 
ANA's domestic routes in the year to end- 
March 1990. 

ANA is by far the dominant domestic air- 
line, with 49.2% of the market against JAL's 
22.6% and JAS’ 20.9%. The remainder of the 
market is split between ANA subsidiary Air 
Nippon, 4.2%, and JAL subsidiary South- 
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form 36% of the total. The carrier also 
wants to achieve annual revenue of at least 
¥1 trillion by 1996, and it plans aggregate 
capital spending of more than ¥1 trillion in 
the five-year period ending on 31 March 
1996. 

Making a slower start than ANA in the 
international arena, JAS acquired its present 
title in 1988 to reflect its new international 
activities after years of having only domes- 
tic services. Formerly Toa Domestic Air- 
lines, the company was founded in 1971 
through the merger of Japan Domestic Air- 
lines (JDA) and Toa Airways (TAW) in line 
with a government directive issued in 1971. 
JDA had been created in 1964 by merging 
feeder carriers North Japan Airlines, Nitto 
Airlines and Fuji Airlines, while TAW, 
founded in 1953, had been a short-haul car- 
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rier covering areas west of Osaka. 

JAS now operates 68 routes to 38 cities 
with an average of 370 flights a day. With 
only two international routes to Seoul and 
Singapore, the airline carried only 110,000 
international passengers in the fiscal year 
ended on 31 March 1990, and it plans a 
route to Honolulu this year. The airline's 
five-year plan predicts the number of inter- 
national passengers will rise by an average 
44.5% a year to 1 million, while domestic 
passengers should increase at 5.4% a year 
to 16.94 million. 

Because of airport constraints in Japan, 
JAS’ international operations are not profita- 
ble. But in the fiscal year ended on 31 
March 1990, net income rose 41.4% from a 
year earlier to 2.22 billion. Its load factor 
was 70%, up from 65.2%. 

Future destinations planned are Bang- 
kok, Hongkong and the US West Coast 
from Narita, as well as increasing numbers 
of flights to existing destinations. JAS also 
plans to fly from Osaka's new Kansai air- 
port, now under construction, to Seoul, 
Singapore, Bangkok and Hongkong. 

Both airlines’ domestic and international 
expansion have been hampered by slower- 
than-expected progress with airport expan- 
sions or replacements. In particular, ANA's 
plans for serving Southeast Asia from the 
new Kansai airport near Osaka will now 
have to be put back because the airport is 
not scheduled to open until autumn 1994, 
more than a year late. 

Airport constraints have been among 
the reasons that ANA has started coopera- 
tive ventures with foreign carriers, some- 
thing that JAS is investigating. ANA now has 
joint operations with Malaysian Airline Sys- 
tem to Kuala Lumpur from Tokyo to Stock- 
holm with Scandinavian Airlines System, 
to Vienna with Austrian Airlines and to 
Brussels with Sabena. All these services use 
the foreign carriers' aircraft. 

As a way of beating congestion, ANA is 
to start international flights from airports 
other than Tokyo's Narita, with Nagoya- 
Honolulu and Fukuoka-Bangkok as the 
first two planned. There is also a plan 
for ANA to start flights from regional air- 
ports in Japan, such as Nagoya and 
Fukuoka, with a low-cost charter sub- 
sidiary, World Air Network, which was set 
up in June 1990. 

For 1991, all airlines' profits will be hit by 
higher fuel charges since the Gulf crisis 
started in August 1990. An extra US$1 per 
barrel of oil costs ANA ¥2 billion a year, a 
figure that JAS says is similar to its own. 

Further, airline officials note that domes- 
tic fares have not risen since 1982. Even 
though tax restructuring has bolstered de- 
mand by making fares cheaper for the con- 
sumer, to compensate for higher fuel costs, 
Japan's airlines are likely to seek higher 
fares — something the government may 
not be happy about in the face of a sliding 
economy. x 
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ECONOMIC MONITOR: 


INDIA 


IMF to the rescue 


ndia faces the uncertainties of the Gulf 

war with a deteriorating economy: the 

government deficit is ballooning, the 

balance of payments is critically weak, 
and inflation has surged. The government 
is left clinging to the hope that oil prices will 
stabilise at below US$20 a barrel. If they set- 
tle higher, even at US$25 a barrel, the eco- 
nomic options will be distinctly unattractive 
for a minority government facing a possible 
general election. 

The country’s comparatively high 
growth rates of the late 1980s were accom- 
panied by a widening fiscal deficit, from 6% 
of GDP at the start of the 1980s to more than 
8% in the fiscal year ended on 31 March 
1990. During the same period, the current- 
account deficit swelled from an average of 

1.3% of GDP to 3.3%, or US$8.6 billion. 

The weak coalition governments of 

Chandra Shekhar and his predecessor, 


Indian ace 
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V. P. Singh, have been unable to exert 
much discipline over government spending 
and over a private sector restive with tradi- 
tionally tight tax and import regimes, de- 
spite some liberalisation. The result has 
been that 1990 saw the economy slip fur- 
ther out of control. 

In the eight months to November 1990, 
the government budget deficit hit Rs 130 
billion (US$7.14 billion), outstripping the Rs 
1147 billion deficit for the whole of the pre- 
vious fiscal year. The official deficit forecast 
for the 12 months to March 1991 was a de- 
cidedly optimistic Rs 91.7 billion. 

Various expensive vote-catching policies, 
including the waiving of loan repayments 
by small farmers, were followed by the 
Gulf crisis and unrest in the oil-producing 
state of Assam. The government has borne 
the cost through higher subsidies for fuel 
and fertiliser and through the repatriation 
of some 130,000 Indian nationals from Iraq 
and Kuwait. 

Since Chandra Shekhar was installed as 
prime minister in November 1990, New 
Delhi has announced measures to contain 
the budget deficit. On the spending side, it 
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has ordered a 15% cut in both current and 
capital outlays, though its commitment to 
such measures remains questionable. 

The real burden has fallen on big busi- 
ness. A surcharge of 7% was added to cor- 
porate tax, and depreciation allowances 
were cut by 25% for the current fiscal year. 
Import duties will be more strictly applied, 
and the excise will be raised on domestic 
output of soft drinks and artificial fibres. 
Prices of oil products have been raised 25%, 
and a surcharge on personal income tax has 
been increased from 8% to 12%. 

Finance Minister Yashwant Sinha hopes 
to hold the internal deficit at 8.3% of GDP, 
bringing it down to 6.5% next year. Private- 
sector forecasters are sceptical. With an 
election in the offing this year, Sinha may 
come under irresistible pressure to open 
the government purse. 

Inflation had nudged up from around 
9% in mid-1990 to 11.7% at the end of De- 
cember. But the heat may already be going 
out of the economy. Industrial output 
growth has been falling since the first quar- 
ter of the current fiscal year though with 
good agricultural seasons, the economy is 
expected to show about 4.5% growth for 
the full year. 

The worsening external payments posi- 
tion resulted in a rundown in foreign re- 
serves from Rs 57.8 billion at the end of 
March 1990 to Rs 23.9 billion in mid-De- 
cember, enough to pay for only about two 
weeks’ imports. On 19 January, India ob- 
tained two credits from the IMF totalling 
Rs 1.8 billion, to be repaid over five years at 
an interest rate of 9%, with the first pay- 
ment not due for three years. In addition, 
India has been tapping commercial sources 
to cover imports and is seeking deferred 
payment terms from some oil exporters. 

The socialist-tinged government has 
ruled out any drastic opening to foreign 
investment, and the recent plunge in the 
Bombay stockmarket may deter some 
would-be portfolio investors. The main at- 
tack on the current-account deficit will 
come from a squeeze on imports, though 
Officials insist economic liberalisation re- 
mains on the agenda. 

The oil factor is largely out of New 
Delhi's hands. India depends on foreign 
markets for about 37% of its crude-oil needs 
and about 15% of its oil-product require- 
ments. A sustained average crude price of 
US$25 a barrel would increase the country’s 
full-year merchandise import bill by about 
US$2.4 billion, or 9%, over what it would 
have been at pre-August prices. 

m Hamish McDonald 
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History, not distance, divides Japan and South Korea 


So near, vet so far 


By Shim Jae Hoon in Seoul 


JAPAN IN 


Japanese Prime Minis- 
ter Toshiki Kaifu was 
barely 14 years old 
when his country's 
World War II defeat 
ended its 35-year colo- 
nial subjugation of the 
Korean peninsula. As 
he stood, head bowed, 
before the monument 
to Korean indepen- 
dence fighters at 
Seoul's Pagoda Park on 
10 January, he hoped 
to convey to South 
Koreans that their former oppressor was 
under new leadership, and that future rela- 
tions could rise above the past. 

If Kaifu were able to convince South Ko- 
reans of a new Japanese sincerity, it would 
be a major breakthrough. To most South 
Koreans, however, his act of homage was a 
triumph of form over substance. Despite 
the two nations' cultural and geographic 
closeness and strong trade ties, South Ko- 
rean wounds have yet to heal. 

The depths of Korean emotions towards 
the Japanese were being underlined even 
as Kaifu made his symbolic gesture. Out- 
side the park, several hundred demon- 
strators, outnumbered by riot police, 
shouted abuse and waved placards, de- 
manding "straightforward apologies" for 
Japan's atrocities and compensation for the 
Korean conscripts who were forced to fight 
for Japan in the Pacific. 

One protester ran a dagger over his 
stomach, drawing blood; he was the grand- 
son of the late Gen. Kim Jwa Jin, South 
Korea's independence hero. In the crowd, 
a woman in her 50s wailed, waving a faded 
postcard from a father sent to China under 
Japanese wartime conscription and not 
heard from since. These people are the real 
"substance" of the problems that afflict ties 
between the two countries 26 years after 
they normalised diplomatic relations. 

At the official level, it is a different story. 
Kaifu and South Korean President Roh Tae 
Woo donned black ties for a state banquet 
and toasted the "eternal" good relations be- 
tween Seoul and Tokyo. And even South 
Korean officials will admit that Kaifu's two- 
day visit produced some positive results. 

After two and a half hours of talks, dur- 
ing which the two leaders discussed the 





Gulf crisis and events in the Soviet Union, 
as well as more delicate bilateral issues, Roh 
and Kaifu issued a communique enunciat- 
ing Three Principles for Promoting 
Friendship and Cooperation. These are: 
forging a spirit of “partnership” between 
the two countries; making joint efforts to 
promote peace, prosperity and harmony in 
Asia and the Pacific region; and starting 
closer consultation on global issues as they 
arise 





Korean concerns, Japan agreed to end its 
fingerprinting of the more than 600,000 
ethnic Koreans who have remained in 
Japan since the colonial period. Tokyo has 
promised that legislation will be introduced 
to replace existing immigration procedures 
with a more benign family registration sys- 
tem by 1992. In a memorandum signed by 
the South Korean and Japanese foreign 
ministers, Tokyo promised to reduce other 
institutional forms of discrimination by 
opening the way for Koreans to be hired as 
full-time school teachers or as clerks at local 
governments. However, ethnic Koreans 
born in Japan will still be denied the right to 
vote or to stand for public posts. 

No one is under any illusions that these 
steps will wipe out the legacy of the colo- 
nial era. For many South Koreans, like the 
woman waving the last postcard from her 
father, the past is a living issue of the pre- 
sent. It includes the still-unaccounted-for 
number of people conscripted for forced la- 
bour or combat by the Japanese in the 1930s 
and 1940s, including the case of some 
20,000 Korean women seized or inducted 
for war-zone prostitution. 

Neither Japan nor South Korea has 


FAR EASTERN ECONOMIC REVIEW 


In a more practical response to South 
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found any adequate way to compensate the 
victims of this’era, or repair their broken 
lives. During his visit to Seoul, Kaifu stuck 
to the official line: all claims against Japan, 
collectively or individually, were "settled" 
under the 1965 normalisation treaty, by 
which Seoul received US$300 million in 
grants and US$300 million in loans from 
Tokyo. A South Korean journalist specialis- 


Ang in Japanese affairs, Chi Dong Uk, calls it 


"a callous, legalistic approach." 

The vaguely worded apologies for 
Japan's past actions expressed by Emperor 
Akihito, his father Emperor Hirohito, and 
now Kaifu, "are meaningless unless accom- 
panied by concrete actions," adds Kim 
Yong Jak, a professor of political science at 
Kookmin University. A leading Japano- 
logist who earned his doctoral degree at 
Tokyo University, Kim points to the super- 
ficial treatment of the Korean occupation in 
Japanese school textbooks as one of the 
areas in which Kaifu should act. 

Among other issues is the provision ol 
medical treatment for Korean victims of the 
atomic bomb attack on Hiroshima. Kaifu 
has appropriated ¥1.7 billion (US$12.6 mil- 
lion) in the budget for the year ending 
March 1992 for treatment of these sur 
vivors. More than 10% of those killed a! 
Hiroshima (and some at Nagasaki) were 
Korean; it has been a cause of unceasing 
anger to Koreans both in Japan and a! 
home that only last year did Japanese au 
thorities agree to allow a monument tc 
these victims to be moved from a stree 
corner into the Hiroshima Peace Park 
Many believe the Japanese acted only be 
cause of a campaign in South Korea and ar- 
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ticles in the international press. 
orean sentiments are frequently in- 
flamed by remarks from Japanese acade- 
mics that appear to excuse or brush aside 
Japanese actions. One such comment was 
made by Yasuo Wakatsuki, a former pro- 
fessor of Tamakawa University, writing in 
the December 1990 issue of Gendai Korea, a 
magazine specialising in Korean affairs: 
"From a purely academic point of view, 
it is inaccurate to compare Japan's colonial 
rule with Hitler's [at ocities]," Wakatsuki 
wrote. "In the repression of the Korean in- 
dependence movement on 1. March 1919, 
Korean casualties numbered 7,645 killed 
and 5,562 wounded — a differenc 
number not just by one digit, but two, 
three digits compared to Hitler's barbarity." 
Wakatsuki said he was not excusir 
Japan's record in Korea, but added: “It is b 
no means rare to witness ethnic genocid 
by colonisers such as the massacre of Tas- 
manians by the British in Australia, and ra- 
cial extinction in the hands of Spanish 
settlers in Latin America of many tribes 












Periodic insights such as these obstruct 
reconciliation. South Koreans do not see in 
Japan the soul-searching of post-war Ger- 
many. For them, Kaifu's visit to Pagoda 
Park does not equate, for example, with the 
1970 visit of West German chancellor Willy 
Brandt to the monument of the Unknown 
Soldier in Warsaw. Yet, South Koreans be- 
lieve Japan could draw lessons from the 


parallel: “Japan can mollify Korean public ` 


sentiment by improving the treatment of 
ethnic Koreans in Japan," the Seoul-based 
newspaper Chosun Ilbo said on the eve of 
Kaifu's visit. "Just look how Germany has 
settled its past with Poland and Israel." 
This fundamental antipathy underlies 
and dwarfs the more mundane quarrels 
over trade deficits, import restrictions or 
technology transfer that characterise the 
day-to-day relationship. Indeed, the anti- 
pathy has survived even as South Koreans 
become economically and politically more 
assertive. The South Korean perception lin- 
gers that the troubles which frustrate bila- 
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teral relations are rooted in the deepest re- 
cesses of the Japanese mindset, rather than 
in any Korean weakness for holding long 
grudges. 

Anti-Japanese feeling survives to a sur- 
prising degree even among younger South 
Koreans. In a nationwide opinion survey 
by Seoul's Dong-a Ilbo newspaper in June 
and July, 66% of those polled said they dis- 
liked Japan, a significant jump from 51% 
two years earlier. The degree of antipathy 
was particularly high among the young 
and best educated — among respondents, 
70% of those in their 20s and 70% of univer- 
sity graduates said they disliked Japan. 
These results are all the more remarkable 
given that the 1988 Olympic Games — 
which took place five months after the ear- 
lier poll — is generally credited with 
broadening many South Koreans' view of 


© the outside world. 


A matching poll in the summer of 1990 
in Japan, by the Asahi Shimbun newspaper, 


found that 23% of Japanese respondents 
disliked South Korea, an increase from 1995 


x 





in 1988. A majority of 61% said they were 
indifferent to South Korea, itself a worrying 
indicator for long-term relations. One Seoul 
magazine later quoted a Japanese univer- 
sity student as saying he had "no interest in 
Korea rather than saying I dislike Korea. 
Among friends, we talk about America and 
Europe a lot, but not much about Korea." 

In other intellectual cirdes in Japan, 
however, a more virulent Koreaphobia ap- 
pears to have developed. A storm of South 
Korean protests erupted in December fol- 
lowing remarks by Kenichi Takemura, a 
television commentator and author. 

Takemura, aged 61, is an internationalist 
of impeccable credentials (educated at Yale 
and the Sorbonne after a degree in English 
literature from Kyoto University), a prodigi- 
ous writer, and a figure lionised by younger 
Japanese. Speaking in Japanese on 29 Nov- 
ember to an international gathering, he is 
said by Korean newspapers to have made 
the following extraordinary assessment of 
future Japan-South Korea relations: 

"An all-out invasion of Japan by Korea is 
inevitable if Korea is reunified . . . [when it 
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comes,] it will be a blitz attack like the Iraqi 
invasion of Kuwait . . . therefore it is in 
Japan's best interest to help North Korea 
economically so the Korean peninsula re- 
mains divided as now." 

Although a South Korean newspaper 
publisher in the audience made light of 
Takemura's remarks, editorial writers in 
Seoul were not amused, seeing the speech 
as yet more evidence that, deep down, Ja- 
panese attitudes are unchanging. Nam Si 
Uk, a leading columnist for the Dong-a Ilbo 
newspaper wrote: "The shock over Takem- 
ura's statement is matched only by an im- 
measurable despair . . . The idea of keeping 
your neighbour divided to further your 
own national interests amounts to an im- 
perialistic and Machiavellian inspiration." 
Takemura says he was misunderstood; the 
conference sponsors, embarrassed by the 
ensuing controversy in the Tokyo press, 
plan to publish his full speech. 

In any case, there are Korean intellectu- 
als who believe Takemura was well wide of 
the mark, and that a reunified Korea would 
form another bulwark of regional security. 

Korea University political science profes- 
sor Lee Ho Jae argues that in the past 100 
years, a weakened Korea has been an invi- 
tation to superpower rivalry: Japan's anne- 
xation of Korea preceding its push into 
China; the World War II defeat of Japan en- 
ding with a peninsula divided into pro- 
Western and pro-Soviet camps. In the 21st 
century, Lee believes, Japan must support a 
strong, reunified Korea if it wants security 
for itself as well as the region. This would 
make Korea the fifth dimension of the exist- 
ing four-nation balance of power in North- 
east Asia comprising the US, Japan, China 
and the Soviet Union. 

But can Japan make the leap of imagina- 
tion that Lee's vision requires? Few analysts 
in Seoul believe it can, instead perceiving a 
new arrogance in Japan's dealings with its 
Asian neighbours. Kookmin University's 
Kim observes that in the 17th century, 
Japan saw Ming China as the centre of 
civilisation; during the Meiji Restoration of 
the 19th century its gaze shifted to London, 
and after 1945, to New York. "Now," says 
Kim, "Japanese think the sun of civilisation 
has risen right over Tokyo itself." 

Such entrenched views, on both sides, 
prevent the relationship's evolution into 
one more beneficial to South Koreans: that 
of prodigy able to tap the advice, technol- 
ogy and economic support of a more-ad- 
vanced neighbour without fear of being un- 
dermined. "Its fine so long as Japan ex- 
ports goods, not shrines [that is, political 
domination]," says journalist Chi. 

But despite this, has not Japan also of- 
fered a model of development that South 
Korea finds useful to imitate? No matter 
how insulting they may find it, most South 
Koreans must answer that question — if 
they are truthful — with at least a grudging 
yes. H 
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Strong trade belies Japan—South Korea friction 


Model of paradox 


By Mark Clifford in Seoul 


eoul is probably the only capital city 
^ in Asia where the road in from the 

airport has no billboards advertising 
Japanese products. The reason is simple: 
most Japanese consumer goods are ban- 
ned. Where they are allowed in, they are 
sold quietly. 

"Korea is both near and far," a Seoul- 
based Japanese businessman says. "It's 
about the only place in the world that a Ja- 
panese auto can't reach. Even in Iceland, 
you can see a Japanese car, but not in 
Korea." 

The ban on Japanese goods — at the last 
count, at least 258 of them, from cars to 
washing machines — is aimed principally 
at limiting South Korea's dependence on Ja- 
panese suppliers and curbing its trade de- 
ficit. Yet it is an ironic consequence of South 
Korea's adoption of a Japanese 
industrial model — embody- 
ing, among other things, a dis- 





that South Koreans are too inclined to a 
short-term view, and too little concerned 
with quality or detail, to put technology to 
effective use. Yet the Japanese, having 
helped build the foundations of South 
Korean industry, can be accused with some 
justification of preferring to see South 
Korea remain a junior partner. 

Seoul's own barriers to Japanese pro- 
ducts are for the time being treated by 
the Japanese as an irritant, rather than 
cause for confrontation, in trade rela- 
tionships. However, Japanese business- 
men view South Korea as inhospitable ter- 
ritory; there are noticeably fewer Japanese 
expatriates in Seoul than in other major 
Asian centres such as Hongkong, Taipei or 
Bangkok. 

There is an understandable ambivalence 
among South Koreans about their eco- 
nomic ties with Japan. It was, after all, Ja- 


Consumers lose both ways 





veloping South Korea’s motor industry. 
Mitsubishi has a 14% stake in Hyundai 
Motor, South Korea’s leading car maker, 
while Mazda owns 8% of Kia Motors. In 
addition, South Korean manufacturers use 
many components made by Japanese ve- 
hicle-parts makers, who have stepped up 
their investments in South Korea in recent 
years (a source of weakness rather than 
strength — South Korea having missed an 
opportunity to become the car-component 
supplier to Japan). 

The retreat of US and European firms 
has left Japanese and South Korean manu- 
facturers with a majority share of the world 
market for semiconductor memory chips. 
Since 1989, Japan’s Hitachi has been help- 
ing South Korea’s second-biggest producer 
of electronics goods, Goldstar, to hone its 
chip-making skills. Under this partnership 
— almost a role model for Japan-South Ko- 
rean industrial cooperation — Hitachi is 
transferring some production of establishec 
products to Goldstar so that its own fac 
tories can be freed for development of the 
next generation of chips. 

Japanese involvement in South Ko 
rean shipbuilding has been less marked, 
though, like cars, shipbuilding is a major 
industry in both countries. Together, Japar 
and South Korea control abou! 
two-thirds of the world mar 
ket, but as rivals rather thar 
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Korea’s fast-growing industrial 

base owed much in its early 

years to Japanese involvement, yet today 
Japanese direct investment in the country is 
relatively small, though trade between the 
two is strong. 

Japan is South Korea’s chief source of 
imports — US$5.6 billion worth in the first 
11 months of 1990, mostly in capital goods, 
electronics and electrical parts, and chemi- 
cals. After the US, Japan is also South 
Korea’s largest export market. 

Nor is it a one-sided relationship. In 
1989, the most recent year for which com- 
plete data is available, South Korea was 
Japan’s second-largest export customer, 
buying US$6.1 billion worth of Japanese 
goods. South Korea was also Japan’s sec- 
ond-largest import source, though its rank- 
ing appears to have slipped in 1990 because 
of a decline in South Korean shipments. 

The relationship is nevertheless a brittle 
one. South Koreans complain that Japan 
obstructs their efforts to penetrate its 
domestic market and is mean with tech- 
nological knowhow. The Japanese respond 


panese colonialists who dragged South 
Korea into the world economy during the 
first half of the century — building rail- 
ways, ports and factories; patterning a 
government administration along Japanese 
lines; and nurturing the forerunners of 
South Korea’s big business groups, the 
chaebol. 

The two economic frameworks are thus 
remarkably similar, despite protests to the 
contrary from both sides. At the heart of 
each is a strong government-business al- 
liance. In both cases a handful of large busi- 
ness groups is dominant, heavy industry 
has been a key to economic success, and 
similarly competitive education systems 
have produced a strong corps of adminis- 
trators and executives able to drive rapid 
and sustained economic growth. By virtue 
of these similarities, the two nations occupy 
leading positions in several key industries 
— cars, electronic components, shipbuild- 
ing and steel. 

Japan has played a pivotal role in de- 
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Europe, acting as a sort o 
downmarket second source fo 
Japanese-style products. 

When Japanese export performance fal 
tered in the late 1980s, South Korea wa 
able to pick up the slack. In the three year 
1986-88, South Korean economic growtl 
exceeded 12% a year as its exports boomed 
The window of opportunity was opened b 
the appreciation of the yen, which price 
Japanese goods out of many markets anı 
enabled the South Koreans to chalk uj 
an unprecedented export bonanza. By th 
same token, South Korean exports hav 
stagnated for the past two years, in part be 
cause of Japan's increased competitiveness 
helped by a weaker yen. 

Japan's contemporary role in the Sout! 
Korean economy began in the late 1960s. | 
was a priority of South Korean presider 
Park Chung Hee, who came to power i 
1961, to restore the economic links that ha: 
been severed when Korea was liberate 
from Japanese rule in 1945. 

Towards the end of the 1960s, Japanes 
aid money — given as reparations for th 


31 JANUARY 199 


Computer chips provide cooperative base. 





destruction of the colonial era — helped set 
up Pohang Iron & Steel Co. (Posco), now 
one of the world’s most efficient producers 
and a strong challenger to Japanese mills. 
Japanese soft loans also financed construc- 
tion of Seoul's first underground railway. 

In addition, Japanese companies made 
significant investments in South Korea dur- 
ing the 1970s, especially in petrochemicals 
and consumer electronics. From 1969-75, 
Asahi Chemical, Marubeni Corp., Toray In- 
dustries and others invested about US$110 
million in petrochemical projects. 

At the same time, Japanese electric and 
electronic companies such as Citizen Watch 
and Sanyo led a flood of Japanese low-end 
manufacturers into the free-export zones in 
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Masan, near Pusan, and in Iri, in north 
Cholla province. The zones offered them 


low wage rates and government protec- | 


tion from the attempts of labour unions to 
organise workers. More recently, South 
Korea's loss of competitiveness has seen a 
retreat by Japanese firms. 

Overall, however, Japan-South Korean 
business linkages are more remarkable for 
their scarcity than frequency. Among nota- 
ble exceptions, some of the chaebol, such as 
Hyundai and Samsung, have sold strategic 
stakes to Japanese companies — a depar- 
ture from their normal practice of avoiding 
foreign ownership. A Japanese group led 
by Nissho Iwai holds 19% of Samsung's 
prestigious Shilla Hotel in Seoul, Mitsui 
Petrochemical has a passive shareholding 
in Samsung Petrochemical, Hattori Seiko 
has 49% of Samsung Watch Co. and 
Minolta provides technology to the group's 
camera division. 

One of the most active suitors of Japan- 
ese partners, however, is Lucky-Goldstar. 
The landmark microchip agreement be- 
tween its subsidiary, Goldstar Electron, and 
Hitachi is just the latest in a string of tie- 
ups. Goldstar began three consumer-elec- 
tronics ventures with Japanese partners 
in the early 1970s: Goldstar Cable, with 
Hitachi Cable holding 15%; electronics firm 
Goldstar Alps, shared equally with Alps 
Electric; and Goldstar Foster, a 50-50 ven- 
ture making audio equipment. Goldstar 
also set up a joint venture with Fuji Electric 
in 1980. ial 
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Japanese frustration; South Korea mistrust 


Ebbing confidence 


espite geographical and cultural 
D proximity, total Japanese invest- 

ment in South Korea is surprisingly 
low. According to Tokyo's figures, from 
1951-89, it amounted to less than US$3.9 
billion, or 1.5% of the total Japanese invest- 
ment overseas during that period. 

This places South Korea fourth among 
Asian recipients, just behind Singapore but 
a long way behind either Hongkong or the 
leader, Indonesia. 

Today, however, the trend of Japanese 
investment is declining — except in a few 
key areas such as machinery, auto parts 
and hotels — because of the rising labour 
costs, union militancy and low productivity 
that have dragged down South Korean 
growth in the past three years. Manufactur- 
ers of low-value-added products have been 
hardest hit, and many of the Japanese firms 
in the free export zones have pulled out 
completely. One, Korea Sumida, endured 
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an eight-month strike after it tried to quit 
the country without giving its workers 
back-pay. 

“Most Japanese companies have lost 
confidence in their Korean counterparts,” 
says a Japanese source in Seoul who has 
close contacts with both Japanese business 
executives and South Korean Government 
officials. “The problem is that the Korean 
side doesn’t realise the Japanese side is 
lacking in confidence. It is a very big prob- 
lem. If we point it out, the Korean people 
get very upset.” 

Privately, Japanese executives are scath- 
ing in their criticism of the economic di- 
rection to which South Korea has turned 
since 1987. 

Besides rising wages, they complain 
about South Korean corporate bureau- 
cracies being formal and rigid, even by Ja- 
panese standards. South Korean managers 
are also seen as too price conscious and too 
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little inclined to invest in product quality. 
Holidays are another bone of contention. 
South Korean companies offer fairly gener- 
ous (by Asian standards) time off, leading 
Japanese businessmen to lament a declin- 
ing work ethic: "Like Argentina," is one de- 
scription. 

One Japanese manager also complains 
that South Koreans depend too much on 
their government to solve problems. "Poli- 
tics and economics are combined too 
closely,” he says. “This country has been 
against communism, but in practice, it has 
been the most centrally planned economy. 
Its very strange. People need to stand on 
their own and take more self-responsibi- 
lity." 
M Korea's sensitivities, meanwhile, 
were heightened in early January, when 
preliminary estimates showed a record 
US$6.1 billion trade deficit with Japan for 
1990. This reflected a slump in South Ko- 
rean exports to Japan caused by a weaker 
yen — which made South Korean products 
more expensive and Japanese exports more 
affordable — coupled with a surge in South 
Korean purchases of Japanese capital goods. 
Seoul officials concede that their goal 
of trying to eliminate the bilateral trade 
deficit with Japan by 1991 is now beyond 
reach. 

This failure will no doubt inflame South 
Korean complaints that business with 
Japan is a one-way street: that the Japanese 
refuse to transfer technology to South 
Koreans and keep their market closed 
to South Korean products. While other 
nations also complain about the difficult- 
ies of selling to Japan, it is perhaps odd 
that South Korea, with its apparent geo- 
graphic and cultural advantages, should 
also be unable to crack open the Japanese 
market. 


here are many invisible barriers to 
i trade,” says Samsung executive 
vice-president Lee Kil Hyun, who 
worked in Tokyo for more than a decade. 
“Their channels of distribution are as com- 
plex as a man’s body.” Ssangyong chair- 
man Kim Suk Won complains of “unseen 
Japanese efforts” that bar entry to South 
Korean goods. 

Indeed, Japan has reacted quickly 
whenever South Korea penetrates new 
markets. A surge in sweater exports to 
Japan brought the threat of an anti-dump- 
ing suit by Japanese manufacturers in 1988. 
In response, the South Koreans agreed to 
limit export growth to 1% annually for the 
three years from 1989-91. The Japanese are 
using the breathing space to become more 
competitive. 

However justified the South Korean 
complaints may be, it is also true that South 
Korean companies often seem unwilling to 
make the extra effort which success in ex- 
porting to Japan requires. 

South Korean consumer-electronics ex- 
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ports to Japan flourished from 1986-88, 
thanks to the strong yen. But the South Ko- 
reans missed an opportunity to establish a 
loyal customer base by selling through dis- 
count merchants with no after-sales service. 
According to Japanese reports, many of the 
goods were defective. When their prices 
rose because of higher South Korean wage 
rates and the appreciation of the won, sales 
shrivelled. 

Given the huge potential of the Japanese 
market, South Korean business groups de- 
vote surprisingly little attention to it. Many 
are instead chasing new markets in the 
Soviet Union and Eastern Europe, where 
price and quality issues are seen as posing 
fewer problems. 

Moreover, South Korean firms often ap- 
pear to weaken in the face of short-term set- 
backs. Several planned South Korean tex- 
tile fairs in Japan have been cancelled re- 
cently because South Korean exporters 
worried that the weak yen made their 
goods too expensive. But recent currency 
movements would have restored their 
competitiveness. 

The crux of the matter is that most 
South Korean firms are still geared for high- 
volume shipments to more open export 
markets such as the US and have been slow 
to upgrade quality and technology. 

Some, however, are getting the mess- 
age. Lee Tae Young, who runs a small tex- 
tile exporter, Dae Chung Trading, sells 
about US$3 million a year of sweatshirts 
and golfwear to Japanese buyers such as 
the Daiei retail chain. His company could 
produce more, but only at the risk of losing 
control over quality. “Garment exports to 
Japan are different than to other countries,” 
says Lee. “We need to inspect for quality al- 
most piece-by-piece.” 

South Koreans are often confident to the 
point of arrogance in believing they will 
eventually overtake the US and Europe 
economically, but frequently appear con- 
vinced they will not catch up with the Ja- 
panese. Noting this national inferiority 
complex, Samsung executive Lee says: 
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Kaifu and Roh: stop complaining, put private sector to work. 





"Koreans are always optimistic . . . but not 
with Japan." 

One of the most persistent complaints is 
that the Japanese are niggardly about shar- 
ing their technology. The issue was raised 
at South Korean President Roh Tae Woo's 
visit to Japan last May and again during Ja- 
panese Prime Minister Toshiki Kaifu's visit 
to Seoul in January. 

Kaifu essentially told the South Koreans 
to stop complaining at a diplomatic level 
and put their private sector to work. Noting 
that Tokyo already encourages Japanese 
companies to transfer technology to their 
South Korean counterparts, he told Seoul 
to "combine efforts with your private sector 
to improve the environment for the accep- 
tance of more investment and technical 
knowhow." 

Privately, even some South Korean offi- 
cials concede that carping about the issue is 
unlikely to get results. "We need a different 
approach rather than simply relying on 
vague complaints," says a senior govern- 
ment official involved with trade issues, 
noting nonetheless the requirements of 
form: "If one is a true Korean . . . one 
should start by complaining." 

For their part, Japanese executives 
charge that technical experts sent to South 
Korea spend more time repairing broken 
equipment than in transferring technology; 
South Korean companies, they complain, 
will not devote the attention to detail which 
is necessary to master advanced production 
processes. Moreover, they accuse South 
Korean executives of treating technological 
knowhow as "personal property" — taking 
it with them when they leave the com- 
pany. 

Yet Japanese critics also perceive South 
Korea's potential. While their worries that 
this "little dragon" might quickly graduate 
from junior partner to rival are less preva- 
lent today than three years ago, no one 
writes off South Korea in either capacity. 
"Ihis country has a strange but strong 
capability," says a bemused Japanese ex- 
ecutive. m Mark Clifford 
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Thai agency may lose tax powers 


Going by the board 


By Paul Handley in Bangkok 


ed up with politicking over new in- 

vestment licences, Thai Prime Minis- 

ter Chatichai Choonhavan has called 
for the country's Board of Investment (BOI) 
to be stripped of its broad powers to dis- 
pense tax privileges. But local industrialists 
counter that until radical reforms in the 
business environment are carried out, the 
BOI has a significant role to play in en- 
couraging investment. 

Chatichai announced on 9 January that 
he intended to “dissolve” the BOI, of which 
he is the chairman. In a subsequent clarifi- 
cation, a Chatichai aide said that only the 
BOI's powers to dispense tax privileges 
were under threat of abolition. 

Although the Thai investment boom of 
the past four years was spurred by the 
appreciation of the Japanese and Taiwanese 
currencies, BOI played an important role in 
ensuring that Thailand received a generous 
share of foreign investment. By circum- 
venting a fossilised bureaucracy and by ar- 
ranging attractive tax packages, BOI came to 
be regarded as a model for other regional 
investment boards. 

But according to Chatichai aide Surakiat 
Sathienthai, the prime minister is impatient 
with the bureaucratic nature of the BOI and 
wants to create a liberal environment for in- 
vestors. He is also concerned at declining 
interest in Thailand by foreign investors. 

The BOr's use of its powers can appear 
arbitrary, with similar projects receiving 
different privileges. Alleged corruption, 
though petty compared with other govern- 
ment agencies and regional competitors, 
has hardly enhanced the agency’s reputa- 
tion. 

Set up in 1954 to provide incentives such 
as tax holidays and exemptions on import 
duties, the BOI has played a key role in di- 
recting industrial growth. Most local and 
foreign investors sought tax exemptions 
from the BOI, particularly the elimination of 
onerous duties on imported parts and 
materials. It has also mediated on behalf 
of investors facing difficulties with other 
Bangkok agencies. 

The BOI board, under Chatichai’s chair- 
manship, reviews every project worth 
more than Baht 100 million (US$3.7 mil- 
lion), a cumbersome and time-consuming 
process. That power has become the 
biggest source of controversy, at times pit- 
ting Chatichai against his own party, BOI 
board members, other politicians, ministers 
and bureaucrats: 
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Thai investment boom 
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> In 1989-90, US glass maker Guardian In- 
dustries approached the BOI seeking in- 
vestment privileges. Senior officials of 
Chatichai’s Chart Thai party intervened on 
behalf of near-monopoly Thai Asahi Glass, 
a longtime party supporter. 

9 In 1990, Chatichai sided with Caltex Pet- 
roleum in its bid to build the country’s 
fourth oil refinery, though Shell Oil had al- 
ready been granted the contract. Shell was 
supposed to be granted certain BOI pri- 
vileges exclusively, yet the same dispensa- 
tions were also assigned to Caltex. 

> In December 1990, Chatichai was at 
odds with the BOI over plans by Hopewell 
Holdings of Hongkong to build a Baht 70 
billion mass transit project in Bangkok. 
Hopewell argues that without tax relief on 
the real-estate portion of its project, the 
scheme is not viable. BOI policy, with the 
backing of the Finance Ministry, is that real- 
estate developments are ineligible for tax 
breaks. The impasse, however, is holding 
up a crucial project. 

Now that the rapid, export-led eco- 
nomic expansion of the past four years is 
faltering, Surakiat says economic policy 
should be dictated by the market-place 
rather than by government agencies. "We 
would like to enhance the principles of 
competitiveness and free trade," says 


Surakiat. In Chatichai’s eyes, a reformed 





Chatichai: impatient with bureaucracy. 


FAR EASTERN ECONOMIC REVIEW 


BOI would focus more on marketing Thai- 
land to potential overseas investors and 
would concentrate investment on specific 
industrial sectors and geographic regions. 

Depriving the BOI of its powers would 
reduce the anomalies between incentives 
granted to foreign companies and large 
local firms, but denied to small Thai firms 
with investments of less than Baht 20 mil- 
lion. A more deregulated environment will 
help all investors, not just a favoured few. 

Finally, it would help overcome nagging 
accusations by foreign trade partners that 
Thailand is subsidising exports: that BOI 
gives tax incentives to exporters that pro- 
ducers for the local market do not enjoy. 

Businessmen insist that the emascula- 
tion of the BOI has to be accompanied by a 
simultaneous overhaul of the tax system. 
“You cannot talk seriously about changing 
the role of BOI without cleaning up the tax 
regime,” says one. 

A major step in this direction was taken 
in September when the tax on imported 
machinery was reduced to a flat 5% rate, 
from anything up to 45%. Since then, some 
investors have moved ahead with their pro- 
jects without using the BOI as an inter- 
mediary. 

Bangkok also plans to replace its un- 
wieldy system of business taxes, which 
often results in double taxation, with a uni- 
form value-added tax (VAT). Legislation to 
introduce VAT has been delayed over the 
past two years, but observers believe it will 
be passed by parliament within 12 months. 

With the slashing of duties on imported 
capital goods, BOI tax incentives are now 
mostly “icing on the cake” for investors, 
say both Asian and Western industrialists 
in Bangkok. The Bor's most important func- 
tion, they say, is to smooth the passage of 
overseas entrants into the Thai economy: it 
arranges work permits, secures permission 
for foreign companies to buy land, and 
helps get rebates, or overall exemptions, on 
imported materials used in the manufac- 
ture of export-bound products. 

Anand Panyarachun, managing director 
of the Saha Union industrial group, says 
the BOI has failed in one of its policy aims: 
to divert investment away from Bangkok, 
mainly because upcountry infrastructure is 
poor. Moreover, observers in the private 
and public sector point out that the BOI has 
been operating in a vacuum, because the 
government lacks an industrial-develop- 
ment strategy. "The government has to 
look at the total picture," says Anand. 

BOI secretary-general Chira Panupong 
says the agency's powers to grant tax holi- 
days and exemptions are still valuable. The 
reduction in duties on imported machinery 
only applied to two classifications of goods, 
he says. Nevertheless, the agency has al- 
ready begun changing its emphasis to 
promotional work. It is also identifying key 
industries and companies to draw into 
Thailand. LI 
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Politics behind Bank Bumiputra share sale 


Slick transition 


By Doug Tsuruoka in Kuala Lumpur 


ank Negara, Malaysia’s central bank, 

may have instigated the unannounc- 

ed sale late last year of the stake in 
Bank Bumiputra held by state-owned oil 
company Petroliam Nasional (Petronas), 
according to bankers and financial analysts. 
Central bank officials wanted to wrest con- 
trol of the bank from Petronas chairman 
Tan Sri Basir Ismail, they say, to change the 
institution’s lending policies. 

The estimated M$1.15 billion (US$425 
million) transaction, which was originally 
disclosed in newspapers, is also a sign that 
Malaysia’s ruling National Front coalition 
wants to break up concentrations of power 
resulting from recent government-spon- 
sored company bailouts and privatisation 
moves. “This is a political move for a politi- 
cal agenda,” a well-connected banker in 
Kuala Lumpur says. “There may be a delib- 
erate attempt to split the power so that 
Petronas does not have everything.” 

A Petronas official subsequently con- 
firmed the sale of the company’s near-100% 
stake in Bank Bumiputra to the Finance 
Ministry. The official, reading from a pre- 
pared text, said the company divested the 
shareholding to concentrate on its core 
businesses and “businesses with a strategic 
fit to its core businesses.” No other details 
were given. 

Petronas is believed to have held 1.15 
billion shares of Bank Bumiputra, Malay- 
sia's second-largest bank. Bankers say the 
shares were sold late last year at a par value 
of M$1 per share. 

Finance Minister Datuk Paduka Daim 
Zainuddin did not confirm the share trans- 
action until 19 January. He said the Bank 
Bumiputra shares obtained from Petronas 
would be sold to the public and the bank 
would be listed on the Kuala Lumpur Stock 
Exchange in two or three years. 

Financial analysts say the share transac- 
tion is the result of Bank Bumiputra's scan- 
dal-ridden history. The bank has been the 
focus of two government-sponsored bail- 
outs in the past decade. 

The first rescue effort occurred in 1984, 
when Bank Bumiputra was forced to as- 
sume a M$2.25 billion loss from its sub- 
sidiary, Bumiputra Malaysian Finance. The 
episode, sparked by the bankruptcy of 
Hongkong-based Carrian group, is consi- 
dered Malaysia's biggest banking scandal. 
The government dragooned Petronas into 
buying 86.7% of Bank Bumiputra's equity 
and injecting M$300 million into the bank. 
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As one of Malaysia's most profitable 
companies, Petronas was viewed by the 
government as the only state-owned enter- 
prise that could afford the bailout. In the fis- 
cal year ended on 31 March 1988, the most 
recent figures available, Petronas had an 
after-tax profit of M$2.3 billion. 

The government appointed Basir in 1985 
as chairman of Bank Bumiputra. He step- 
ped down from the position in April 1990. 
The bank had a pre-tax profit of M$82.3 
million in the fiscal year ended on 31 March 
1990, compared with a loss of M$1.06 bil- 
lion a year earlier. 

Bankers say Bank Bumiputra's return to 
direct government control represents an 
attempt by Bank Negara officials to curb 
Basirs continuing influence. Basir, who 
was appointed chairman of Petronas in 
1988, retained informal control of the 
bank's lending policies to the bumiputra, or 
indigenous Malay community, through 
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Bank Bumiputra: ‘political move.’ 


Petronas’ position as the bank's dominant 
shareholder. 

Differences between Bank Negara offi- 
cials and Basir arose as a result of alleged 
patronage in Bank Bumiputra’s lending 
policies. Bank Bumiputra was formed by 
the government in 1965 to promote lending 
to bumiputra businessmen in an effort to 
meet the goals of Malaysia’s New Eco- 
nomic Policy. 

Critics of the bank, however, say its 
loans have been made chiefly to politically 
connected individuals. Many of these indi- 
viduals have indirect links to Prime Minis- 
ter Datuk Seri Mahathir Mohamad’s United 
Malays National Organisation, the domin- 
ant party in the National Front. 

Bankers say Bank Bumiputra’s lending 
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abuses appeared to increase under Basir's 
leadership and many of its problems can 
be traced to this practice. This penchant ran 
afoul of more professionally minded Bank 
Negara regulators, who became deter- 
mined to get the bank “out from under 
Basir,” according to one analyst. 

Moreover, Bank Negara is pushing an 
ambitious restructuring plan for Bank 
Bumiputra. The central bank played a 
major role in the appointment of Hanafiah 
Hussein, a former member of parliament 
and an accountant, as Bank Bumiputra’s 
chairman after Basir resigned. In addition, 
central bank governor Tan Sri Datuk Jaffar 
Hussein is believed to have been involved 
in the replacement of several officials at the 
bank who were handpicked by Basir. 

A corporate scion of the ruling party, 
Basir has long been identified with Finance 
Minister Daim and other powerful people 
in Malaysia. But Daim's recent statements 
that he intends to resign as finance ministe! 
suggest that a shake-up in Malaysian busi- 
ness may be pending and that Basir's influ- 
ence in government circles could be wan 
ing. 
Despite the alleged rift between Bank 
Negara and Basir, some analysts say Pet 
ronas may have been acting solely in it: 
own interests by shedding the Bank 
Bumiputra stake. They say Bank Bumi 
putra bled the oil company of cash tha 
might have been used for expansion anc 
the share sale frees it of any further finan 
cial obligations to the bank. Petronas 
association with Bank Bumiputra has cos 
the oil company about M$1 billion wher 
the difference between the amount it in 
jected into the bank as fresh equity and the 
value of the share transaction with the gov 
ernment is taken into account. 

In October 1989, these analysts poin 
out, Petronas had to bail out Bank Bumi 
putra a second time with a M$982 mil 
lion injection after the bank was forced t 
record the M$1.06 billion loss resulting 
from late interest payments on property 
loans made from 1985-86. The financia 
strain wiped out Bank Bumiputra’s share 
holders’ funds and led to the acquisition b 
Petronas of most of the bank’s shares tha 
the oil company did not already own. 

Analysts agree that the most recen 
Bank Bumiputra bailout was a severe blov 
to the bank. They say investor confidenc 
in the institution will have to be restore 
before any of its shares can be sold to th 
public. 

Some bankers and financial analysts sa 
the recent manoeuvres at Bank Bumiputr 
are likely to be followed by more bad new 
concerning the bank's questionable loa 
portfolio. They believe that the bank's over 
all financial position has not improved de 
spite the government-sponsored rescue e! 
forts and that more disclosures concernin 
its finances will be made in the not-too-di: 
tant future. 
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Equities euphoria evaporates after initial rally 


The false dawn 


By Review Correspondents 


he start of hostilities in the Persian 
T Gulf sparked a one-day bear market 

rally on most Asian bourses. The in- 
ital euphoria over the US-led attack re- 
sulted in a brief but heady regional buying 
spree. When the prognosis for an easy end 
to the conflagration darkened, this swiftly 
translated into an unpredictable downward 
drift. 

If the first days of what could be a pro- 
tracted conflict said anything about the Gulf 
War's effect on world equity markets — 
and Asian ones in particular — it is that 
emotion will be the primary determinant of 
their direction. For the duration of the war, 
equity markets in the region are likely to be 
characterised mostly by narrow news-re- 
lated swings, say analysts. Investment will 
centre on more liquid issues, they add, 
with the volume of transactions varying 
widely from day to day depending on the 
course of the previous night's battle and on 
Tokyo's opening moves. 

The markets are unlikely to be buoyed 
by any fundamental change in the outlook 
for corporate earnings. Analysts say they 
are sticking by their predictions of an over- 
all dedine in company profits around the 
region in 1991. If any adjustment is made, it 
will almost certainly be a negative one. 
" Asia's best customer, the US consumer, is 
still in trouble financially," says Hongkong- 
based financial adviser Marc Faber. "Any 
war-related euphoria is misplaced." 

Some of the anticipated declines in cor- 
porate profits are already quite dramatic. In 
Thailand, Barings Research expects earn- 
ings per share growth of the 60 largest 
listed companies to fall from 48% in 1990 to 
19% this year, while in Singapore the com- 
parable figures would be 17% in 1990 to 4% 
in 1991. Barings expects the corporate sec- 
tor in Taiwan, South Korea and the Philip- 
pines to show negative growth for the sec- 
ond year running in 1991. 

Asian companies’ earnings growth is 
clouded by a weak US economy, which 
limits the export potential of Asia's trading 
nations, a contraction in world trade and 
tight credit in many of the region's capitals. 
Added to this are repercussions stemming 
directly from the war, including an ex- 
pected sharp decline in tourism and busi- 
ness travel arrivals from the US and 
Europe, and a prolonged cut in labour re- 
mittances from the Middle East, which are 
of particular importance to the Thai, Philip- 
pine and South Asian economies. 
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There are also growing worries that the 
war will exacerbate the US recession by 
adding tens of billions of dollars to the Fed- 
eral budget deficit. “This is shaping up to 
be an awfully expensive war,” says William 
Ebsworth, regional research director of 
Fidelity International Investment Manage- 
ment. “By waging it, Washington's bor- 
rowing needs will crowd out the private 
sector” and delay the recovery. 

On the brighter side, economists in the 
region believe that the additional trauma of 
sharply higher oil prices is unlikely to 
materialise given both Iraq's apparent in- 
ability to mount an attack on Saudi installa- 
tions and a glut in world oil reserves. They 
also claim, somewhat hopefully, that the 
sharp decline seen over the last year in 
many regional equity markets, and the con- 
sequent cut in their price-earnings ratios, 
offers attractive trading opportunities to 
global institutional investors. 


The gyrations QU war 
4 Jan. 1991-100. ity clos 
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US and allies 
begin bombing of Iraq 
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The good news on oil was taken most to 
heart in Tokyo, which led the virtually re- 
gion-wide rally on 17 January. The Nikkei 
index posted its tenth biggest one-day gain 
ever, climbing 4.5% to 23,446.81. Investors 
were hugely relieved that the threat to 
Japan’s oil supplies — 70% of which comes 
from the Gulf region — abated so quickly. 
They were also comforted by the prospect 
that the G-7 major industrialised countries, 
including Japan, would move decisively to 
counter any financial crisis of confidence re- 
lated to the Gulf war by easing credit. 

Although Tokyo shares prices have 
moved uncertainly since the initial surge, 
analysts believe that an easing of credit will 
have a positive impact over the next few 
weeks, particularly on finance and property 
counters. Stock speculators are likely “to 
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come out of hiding and re-exert their con- 
trol over the market,” says Jardine Flem- 
ing analyst Robert Zielinski, who expects 
the Nikkei index to regain much of the 
value it lost in 1990 when it dropped 
39%. 

Markets in other Asian countries heavily 
dependent on foreign oil, among them 
Taiwan, Thailand, South Korea and the 
Philippines, also gained in the initial flush 
of success enjoyed by the US-led air forces. 
Analysts credited the initial surge in mar- 
ket interest to a ready supply of specula- 
tive cash that had been sidelined in the 
weeks leading up to the bombing of Iraqi 
targets. 

This was particularly the case in South 
Korea, where the Seoul Stock Exchange 
posted a 6.3% gain for the week ending 18 
January. Customers deposits at securities 
houses increased by an estimated Won 324 
billion (US$453 million) in the week leading 
up to the outbreak of hostilities. “There is a 
lot of pent-up demand in spite of the fact 
that fundamentally the economic picture 
isn't looking that great for Korea," says 
Peter Thorn, chief representive in Seoul for 
W. I. Carr (Far East). 

The anticipation of quick speculative 
gains was also behind the 25% increase in 
the Taipei market in the four trading days 
after the war began. Taiwanese punters 
were ripe to daw back a profit from 
equities, given that their market was 
among the world's worst performers in 
1990 and has continued to skid in the 
first two weeks of the year on war jit- 
ters. The market, notes Steven Champion, 


manager of the ROC Fund, "is more sensi- 
tive to emotional factors than economic 
ones." 


Much the same scenario could be seen 
in Bangkok, where the Stock Exchange of 
Thailand marked an impressive 8.875 in- 
crease on the war's outbreak. As in Taiwan, 
individual investors powered the rally, 
though brokers report that the Mutual 
Fund Co. of Thailand and bargain-hunting 
foreign institutions with a long-term view 
held the bottom line. And, like Taiwan, the 
brief rally received a bit of help from the au- 
thorities. Both the Central Bank of China 
and the Bank of Thailand increased liquid- 
ity in January in anticipation of sudden ex- 
ternal shocks. 

On the Manila Stock Exchange, relief 
over the diminished potential for rocketing 
oil prices and an almost desperate reaction 
by institutions to the first bits of good news 
for a while were seen as the main factors 
underlying the initial 10.5% surge. Brokers 
say that the reprieve from immediately 
higher energy bills buttressed market 
sentiment alongside the good earnings re- 
sults of the Philippines National Bank, 
some promising oil drilling results off Pala- 
wan Island and a long-awaited deal with 
the IMF. 

Hongkong's Hang Seng index also re- 













































lume. But like others in the region, the 
lony's market retreated into thin, volatile 
mover as the days progressed. Brokers 
gue that in the event of a long war, inter- 
tional interest in Hongkong will increase, 
if only modestly. Corporate profits in 
Hongkong are expected to recover after a 
pressed 1990, they note, while the mar- 


-than others in the region. 

_ Much the same pattern was repeated in 
Singapore, another centre afflicted by thin 
turnover and uncertain market direction in 
recent weeks. After an initial jump of 5.4% 
on the war's outbreak, investors moved to 
the sidelines awaiting clearer signals from 
the Gulf. Unlike their Hongkong counter- 
parts, who are benefiting from the refla- 
tion of China's economy, Singapore com- 
panies are being hit by an appreciating 
currency and sharply higher costs, point- 
ing to —— business prospects in 
n. Lo 


À slowdown in corporate business is 
-Lẹ also expected in Malaysia, where 
L. L companies posted a stellar average 
32% increase in eamings in 1990, accord- 
g to Malaysian Investors Association 
resident P. H. S. Lim. The Kuala Lumpur 
urse rose 2.7% on the first day of hosti- 
ties, but caution soon reigned. Unease 
ired. on worsening export prospects, a 
possible decline in mainly Japanese foreign 
investment and the growing fear that the 
M$1.2 billion (US$440 million) federal 
budget surplus will be wiped out by the 
vernments M$100  million-a-month 
mestic oil subsidy. 
The outbreak of war failed to have much 
of an impact on the slumping Jakarta Stock 
ixchange, which nudged up a few points 
17 January. Most brokers doubt the 
Middle East conflict will have much bearing 
on the market, one way or another. Foreign 
restors, who fuelled the bull market in 
«arta in the first half of last year, trimmed 
eir holdings in the fourth quarter of 
0. as settlement problems and over- 
d new issues took the shine off the 
. The central bank's tight money po- 
s sidelined what remained of local in- 
t. 
he Gulf crisis provided some relief to 
hard-pressed Australian Stock Market 
the Asx All-Ordinaries rose 2.7% as 
‘institutions moved into the 
the belief that lower oil prices 
slate into lower local interest 
mproved growth prospects for 
trading partners. The market 
aided by its distance from the con- 
| ns that foreign investors 
ires ig to 5 take. eet of 
pe pere er tion that 
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War casts long shadow over aviation, shipping 
" an 





By Michael Westlake in Hongkong 
with Review Correspondents 


hile expectations of a Gulf war 
W lasting several months may have 

disappointed the general public, 
the early optimism shortly after hostilities 
began never reached airline, tourism and 
shipping executives in the region. 

For all three groups, the war merely 
exacerbates the downturn in their indus- 
tries apparent for much of 1990. The impact 
of a drawn-out war is expected to be far 
worse for airlines and tourism than for sea 
transport. 

Virtually all major airlines stopped flying 
to the Gulf in the run-up to the war because 
insurance rates had become prohibitively 
expensive. Since Iraq's invasion of Kuwait 
in August, the London insurance market 
has paid out US$300 million — against 
US$600 million claimed — for 15 captured 
Kuwait Airways aircraft. 

And since 2 January, rates for all Middle 
East operations have surged. Even before 
Iraq's attempts to draw Israel into the war, 
a US$50 million aircraft making one landing 
and takeoff at Tel Aviv was being charged 
US$125,000, up from the usual rate of 
US$6,250. 

Europe-Asia passenger flights have 
been re-routed around the Middle East. 
While there is a net saving in operating 
costs by cutting out Middle Eastern stops, 
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this is outweighed by revenue lost from 
Middle Eastern business. 
Freighter flights are even more of a 


problem. Apart from losing profitable mid- 


point business, a stop is necessary for fuel 
because heavily laden aircraft do not have 
the range to go se from much of Asia 
to Europe. Rond 

Because of fuel bein | : amavatble for 
new carriers in Pakis d India, Ger- 
many's Lufthansa has opted to send its 
Hongkong-Frankfurt freighters northeast- 
wards via Anchorage or Fairbanks in 
Alaska and then over the North Pole. This 
longer routing restricts Lufthansa's 747 
loads to 73 tonnes each, down from 108 
tonnes. But even with a 27% surcharge of 
HK$12 (US$1.54) per kg, the airline said it 
has plenty of business at present. 

Hongkong's Cathay Pacific Airways 
was using Karachi as its mid-point for 
freighters, having previously arranged for 
fuel supplies. But it is considering an alter- 
native route with stops in Peking and Hel- 
sinki. Observers say this is due to worries 
that its British parentage might make it a 
target for Muslims supporting Iraq. 

Shipping is facing similar detour re- 
quirements. Some lines, including Singa- 
pore's Neptune Orient Line, are sending 
vessels around southern Africa to avoid the 
Middle East, increasing voyage time by 12 
days from the usual 28. The reasoning is 
that apart from 10 times higher insurance 
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Sharing the burden 


Japan agreed to increase its financial sup- 
port of US-led allies in the Gulf war fol- 
lowing heavy pressure from the US at the 
Group of Seven (G-7) meeting on 19-20 
January in New York. Criticism is grow- 
ing in the US that Japan and Germany are 
not shouldering enough of the war's 
costs. 

Japan is likely to contribute an addi- 
tional US$9 billion to the war effort, taking 
the country’s total commitment to US$13 
billion, according to aides of Japanese Fi- 
nance Minister Ryutaro Hashimoto at the 
meeting of G-7 finance ministers and cen- 
tral bankers. Last year, Japan pledged 
US$2 billion to the multinational forces 
aligned against Iraq and the same amount 
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to the front-line states of Egypt, Turkey 
and Jordan. 

A Japanese contribution of US$13 bil- 
lion to the Gulf is less than half a day’s 
GNP in Japan. It amounts to 2.4% of the 
government's total annual expenditures, 
or 1% of central and local government 
spending. 

US Treasury Secretary Nicholas Brady 
told Hashimoto at the G-7 meeting that it 
was unacceptable for America’s allies not 
to assume a substantial share of the costs 
of the Gulf war given that the US was pro- 
viding the bulk of the manpower and was 
likely to take the largest number of casual- 
ties. The G-7 members are the US, Britain, 
ey: ron. d Canada and Japan. 



























- costs for sailing to Middle East ports, many 

- owners are worried that their vessels might 

. become trapped in the Suez Canal if the 
war spreads. 

Hongkong-Europe sea freight is being 
hit by a US$300 surcharge per 20-ft con- 
tainer, a rise of 17.4%. to US$2,024, while 
nine shipping line in the Japan-Asian 
Gulf Conference grouping have imposed a 
US$500 "additional risks" surcharge for 
Gulf-bound cargo. — 

But the impact on general cargo flows 
has so far been small, shippers say, with 

. the major risk in sailing to southern Gulf 
. ports being drifting mines rather than 
< direct military action. "There's still business 
— in the Gulf," remarked one, adding that de- 
: spite higher fuel costs shipping companies 
are still willing to carry higher-value car- 
. Bees. 
_ Some shipping executives are unhappy 
= with insurers declaring everything in the 
Gulf west of longitude 52 degrees — or just 
inside the mouth of the Gulf — as a war 
zone. This is the same area marked off by 
insurers during the Iran-Iraq war, though 
shippers point out that this time the fight is 
in the northern Gulf. 

The Japanese Seaman's Union has de- 
cided that Japanese ships must stay outside 
the western limit, leading Japanese oil com- 
panies to charter foreign ships for cargo 
pick-ups inside the Gulf. Shuttle services 
have been set up by Iran and Qatar to carry 
oil to the southern Gulf area for trans-ship- 
ment. 

Looking at airlines and tourism around 
the region, Japan Airlines (JAL) says its in- 
. ternational reservations in the first 20 days 
.. of January were down 4.1% compared to 
_ the same period of last year, due to a gen- 
-< eral downturn in the travel boom and to a 
weaker yen. But there were about 10,000 










Estimates of the Gulf war's cost vary, 
^ depending on assumptions on its length 
and the severity of combat. The most 
. common estimates range from US$30-90 
German Chancellor Helmut Kohl also 
pledged more aid for allied forces, but of- 
ficials in Bonn have yet to indicate how 
much an initial pledge of US$2.21 billion 
to the US and countries in the region af- 
fected by the war will be increased. Ger- 
many has also proposed a post-war recon- 
struction programme. 
Analysts say Japan will probably rely 
a combination of Treasury bills and 
ort to medium-term government bonds 
its war-related expenditure. The 
id burden, however, will ultimately 
be financed by tax increases. Since 
ent hopes to shift taxation in 
da income taxes to con- 















cancellations from 17-31 January, or a rate 
of about 6.25% against a normal rate of 
around 1.5% — and the rate seemed to be 
growing at about 10% a day. In common 
with other Asian carriers, JAL seemed 
to be making up for some of its lost busi- 
ness with passengers transferring from US 
carriers because of fears of anti-US ter- 
rorism. 

Japanese tourism officials say they ex- 
pect "oig damage," from the war, though 
no estimates were available. Outbound 
tourism was falling before the Gulf war, 
while hotel booking cancellations were run- 
ning at about 10 times the normal rate. As 
across much of the world, Japanese busi- 
ness travellers are putting off trips to see 
how the war progresses, hitting the high- 
yield first- and business-class traffic sectors. 


orean Air reports short-term cancel- 
© lations of bookings and is consider- 


ing cutting back some of its domes- 

tic services to hold down costs. The govern- 

ment has asked people to curb surging 

overseas travel, but officials expect that 

South Korea's tourist industry will be partly 

shielded by Japanese visitors, who will still 
make trips. 

Taiwan's Tourism Board maintains 
there has been little effect on inbound tour- 
ism because local security is considered 
good. Outbound trips, though, have been 
hit because of worries about terrorism in 
Southeast Asia and the US. 

The Hongkong Tourist Association says 
several incentive tours from the US and 
Europe have been cancelled. Cathay Pacific 
reports it has suffered significant cancella- 
tions in Europe and some in Japan, plus far 
more no-shows than usual. The airline is 
beginning to see a slowdown in forward 
bookings as well. Apart from suspending 





ditional levies will be used to repay the 
bonds. 

According to Russell Jones of broker 
UBS Phillips & Drew in Tokyo, the addi- 
tional Japanese contribution would re- 
quire a levy of ¥4.5 (3 US cents) a litre on 
petroleum products if raised exclusively 
from that source. But most analysts agree 
that tobacco products would likely yield 
part of the extra revenue. 

The government has also amassed 
considerable reserves from social security 
contributions that could be used to fund 
the extra Gulf spending instead of bond 
issues or additional taxation. In the fiscal 
year ended on 31 March 1990, the govern- 
ment had a surplus of ¥ 18 trillion of social 
security contributions. 

In recent weeks, the US Congress has 
become increasingly dissatisfied with Ja- 
pan's position on the Gulf war. Many US 
lawmakers argue that the lapanese finan- 
cial contribution is paltry given the coun- 
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all Middle East services, it h 
flights to Manila from three to t 
and has stopped parking aircraft 
in Manila and Bangkok as a security y pn 
caution. 

In Thailand, worries about a Jag 
Red Army terrorist group thought 
operating in the country have not | 
significant tourism cancellations, the 
figures are E Anie East Asian visi 


and US & tourism tai 5 so 
Malaysian Airline Systems (MAS) 1% 

a cancellation rate of 20% Me for. 
Europe, 10 times the 

ita near outed 1S 
industry. All gae tor ss 
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dropped by about. 50%. E : 
Lumpur are adding a surchi 
(US$7.35) per room to try to 
revenue. | 
Singapore Airlines says it is s 
its loads. Tourism in the. repr 
was slowing down in any case; 
on-year g growth rate of only 8. 
third quarter of 1990 compared wi 
the second quarter. Most of th 
Pues to m costs, v ith 








has cut its flights to Europe from 14 t A 
week, and travel agents report many « 
cellations. 
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japan. Genny, Saudi Arabi 
wait, to finance more of the we 
One bill calls on the Bush admin 
to impose a 20% import surtax 
countries that refuse to contribut 
mensurate share of resources to 
Some US legislators are linking 
issue with US industrial compe 
m a a letter to es aslo Prime Minis 
galie gale of the US House, an 
colleagues coupled criticism of J 
role in the Gulf war with a 
“meaningful voluntary restrair 








REPRE d €—€— akan ene Pet va PH S MSti 


BUSINESS AFFAIRS 





BANKING 


Indonesia’s Summa 
gets infusion 


The German 
connection 


umma Group chairman and part- 
owner Edward Soeryadjaya has 


again gone cap in hand to his father, 
Astra International chairman William Soer- 
yadjaya, for a cash injection. This time, 
sources say, his capital-short subsidiary is 
Summa Handelsbank, based in Dusseldorf, 
Germany. 

Summa Handelsbank apparently ran 
afoul of regulators at the Bundesbank, 
the German central bank, who believed 
the bank had overlent to Summa Group 
companies in Asia. According to sources, 
William injected Rps 50 billion (US$26 mil- 
lion) into Handelsbank on 29 December. 
The new capital, one source said, was sec- 
ured by the son’s shares in Astra. 

Summa Handelsbank’s chief representa- 
tive in Jakarta, Oey Se-Khay, admitted the 
bank has had a running feud with the Bun- 
desbank. “They think we do too much 
- business with Indonesia,” he said, referring 

to the Bundesbank. "They want us to do 
more busimess in Germany." He denied, 
however, that William had beefed up 
Handelsbank’s capital. 

According to a European banker in 
Jakarta, Summa Handelsbank pays a pre- 
mium for funds obtained through the Ger- 
man interbank market because it is per- 
ceived to be too closely tied to other 
Summa Group investments. "They have a 
shaky reputation in Germany," he said. 

Jakarta-based Summa Bank, the group's 
flagship financial institution, has itself 
struggled with liquidity problems. Its loan 
book grew faster than deposits in 1989 and 
early 1990. The bank was stuck with heavy 
funding requirements when the Indo- 
nesian central bank began in mid-1990 
squeezing the supply of credit as part of an 
anti-inflation drive. Summa Group is also 
involved in several property development 
projects, many of which are said to be suf- 
fering cash-flow problems. 

Consequently, sources in Jakarta say 
William in late December provided an addi- 

tional Rps 50 billion to help Summa Bank 
overcome a liquidity shortage. According to 
a report in Tempo, a leading Indonesian 
newsweekly, William raised funds for his 
son's companies by selling bonds to PT 
Danareksa, a state-owned finance house. 
Oey said he was not aware of any securities 
sold by William to Danareksa. 

m Adam Schwarz 
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Taiwan too reserved 


Taiwan's foreign reserves of US$73 billion are among the world's largest and are a 
main source of financial security for an island whose political future is clouded by 
its relationship with mainland China. So it should come as no surprise that Taiwan's 
central bank governor Samuel Hsieh would angrily deny an international wire ser- 
vice report asserting his bank had shifted US$35 billion — almost half its entire 
portfolio — out of the US commercial banking system at the end of last year. 

The incident shows that the management of Taiwan's reserves has become more 
sophisticated in recent years, but the fact that the news report was at first so widely 
believed, suggests the central bank still has some way to go in smartening up its act. 
Gone are the days when a significant slice of the reserves was managed by the little- 
known Bank of Canton in Los Angeles under the chairmanship of a Kuomintang 
warhorse. The central bank has successfully diversified its portfolio of currencies 
and placed them under more professional management. But a better flow of infor- 
mation is still needed from the authorities. 

What gave plausibility to the wire-service despatch was a comment in early Jan- 
uary from the voluble Hsieh that the US economy was in serious difficulty and that 
this would be prolonged by the Gulf conflict. It can be argued that Hsieh was only 
stating the obvious. But when it comes from somebody in charge of so much money 
denominated in US dollars (up to 60% of the reserves are in greenbacks), it can 
make matters even more unstable than they already are. 
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His comments gained further clout 
from the fact that the Taiwan central 
bank pulled all its deposits from a 
number of shaky institutions, among 
them the Bank of New England in early 
1990, which a year later collapsed into 
the arms of the US Treasury. So much 
for the shift away from a single bank. 
The idea of moving US$35 billion out of 
all US banks over a short space of time is 
more far-fetched, because it would harm 
Taiwan as much as anybody else. The 
banks would be destabilised and the US 
dollar would weaken further, thus re- 
ducing the value of Taiwan's US dollar- 
based reserves. 

This raises the question of what is the 
appropriate mix of currencies for 
Taiwan’s reserves to be invested in. 


Hsieh acknowledges that in diversifying holdings in recent years, the share of de- 
posits in US dollars has been reduced from 90% in the mid-1980s to around 60% 
today. Bankers say that the absolute amount of holdings in US dollars has not 
changed much, because the size of Taiwan’s reserves has more than doubled since 
1986. Hsieh has confirmed that Taiwan holds 32% of its foreign reserves in US 


banks and in about 100 banks worldwide. 


Foreign bankers seem to think that the proportion held in US dollars is even 
lower than that, at about 50%, with 30% in Deutschemarks, 15% in yen and 5% in 
other currencies. Taiwan’s trade with EC countries accounted for only 17% of total 
two-way trade in 1990, but is growing fast. 

Japan, by contrast, accounts for almost 20% of two-way trade while bankers say 
the somewhat lower yen holdings not only reflect an historic aversion to yen but 
worries that the Japanese currency is vulnerable to oil price increases. 

The last time the breakdown of reserves was made public was in March 1988. At 
that time, 73% of the bank's US$76 billion in reserves was held in US dollars, with 
16% in Deutschemarks, 9% in yen and 2% in other currencies. US banks held 42% 
of the deposits, while banks in Europe, Japan and Singapore held the balance. 

It looks as if the central bank is doing a good job in spreading the risk. It is about 


time it worked harder at spreading the word. 
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Philippines and IMF 
agree on ‘stability’ package 
> Aquino administration officials and an 
IMF delegation on 17 January reached 
agreement on economic measures that the 
Philippines will institute in order to 
qualify for multilateral aid. Finance 
Secretary Jesus Estanislao said the talks 
resulted in agreement "on all points of the 
economic stabilisation programme" and he 
a new 18-month standby credit 
facility to be finally approved by the IMF 
board on 20 February. IMF approval of the 
stabilisation programme is expected to 
release at least US$715 million in already 
approved loans, not just from the IMF but 
also from other official and commercial- 
bank sources. 


Former Paladin executives 
censured in Hongkong 


> Two former executives of troubled 
Hongkong-listed investment company 
Paladin were censured by the Stock 
Exchange of Hongkong on 21 January and 
banned from becoming directors of listed 
companies in the territory. Former Paladin 
chairman Peter Francis and former 
managing director Anthony van der 
Linden were sanctioned for breaching the 
takeover code in their unsuccessful effort 
to prevent Paladin from being bought by a 
group of Taiwanese investors in 1989. 


Mitsubishi opens office 
in Vietnamese capital 


P Mitsubishi Corp. opened an office in 
Hanoi on 15 January, becoming the largest 
Japanese trading company to establish a 
base in Vietnam. Japan is Vietnam's 
second-largest trading partner after the 
Soviet Union. Their bilateral trade last year 
amounted to roughly US$700 million, up 
from around US$530 million in 1989. 


Bangladesh tea exports 

rise despite Iraq boycott 

»> Bangladesh's tea exports rose 35% in the 
second half of last year to more than 17 
million kg, compared with 12.6 million kg 
in the corresponding period of 1989. This 
was despite a loss of sales to Iraq because 
of the UN sanctions against that country. 
Iraq had been expected to buy more than 
3 million kg of Bangladeshi tea in the 12 
months to June 1991. Traders say a 
sudden increase in tea shipments to Iran 
may indicate that tea is being smuggled 
across the border to Iraq. Iranian purchases 
during the six months leaped from 0.3 
million kg to 1.5 million kg. India, itself a 
large exporter, bought Bangladeshi tea for 
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the first time, apparently for blending 
purposes. 


Jakarta issues changes 

to share trading rules 

> New stockmarket rules in Jakarta have 
raised the minimum share size for "block 
board" transactions from 10,000 to 200,000 
shares. The ruling will force nearly all 
transactions to be crossed on the 
exchange's main, or regular, board. 
Brokers say that under the new system, 
the main board will more accurately 
reflect price swings of shares. The rules, in 
effect as of 21 January, also allow all 
registered brokers to deal in odd-lot 
transactions (less than 500 shares) for all 
shares. Previously, odd-lot trades for any 
one stock were restricted to one or two 
brokers. 


Business indicators 
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Taiwan's oil reserves 

expected to triple 

> Taiwan's oil reserves are expected to rise 
to the equivalent of 155 days' consumption 
with the arrival of oil tankers en route from 
the Middle East. This would nearly triple 
the reserves held when the Gulf crisis 
began in August. Taiwan's largest supplier 
is Saudi Arabia, contributing 37% of 
crude-oil imports. However, Taiwan has 
taken options on long-term contracts with 
other suppliers in case the Gulf war is 
prolonged. 


Hongkong ready to discuss 
air service with Hanoi 

> Hongkong is willing to start talks with 
Hanoi on the resumption of air services 
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between the territory and Vietnam, the 
secretary for security, Alistair Asprey, told 
the Legislative Council on 23 January. The 
services have been suspended since the 
communist victory in Vietnam in 1975. No 
date has been set for the talks. Asprey also 
announced that the government would 
grant visas to all categories of visitors from 
Vietnam. Previously, Vietnamese could 
only visit the territory for business. 


Umno members acquire 
control of Idris Hydraulic 

> Tanjung Layang, a little-known 
investment company controlled by 
members of Malaysia’s ruling party, said 
on 18 January it has acquired control of 
Idris Hydraulic, formerly run by supporters 
of Semangat '46 opposition leader Tunku 
Razaleigh Hamzah. Four new members 
have been appointed to Idris' board: Ishak 
Ismail, a member of the ruling United 
Malays National Organisation; Syed 
Mokhtar Syed Yassin Alhaj, an ex-military 
officer; businessman Mohamed Salleh 
Hashim; and attorney Azmel Maamor. 
Datuk Harun Idris has stepped down as 
chairman, though managing director 
Marina Yusoff was re-elected. Sources say 
a restructuring plan for Idris may be 
announced by late next month. 


South Korean shipvards 
post record orders 


> South Korean shipbuilders booked a 
record US$3.67 billion in new orders last 
year, up 8.2% from US$3.39 billion in 1989. 
By volume, orders rose 26% to 4.4 million 
gross tonnes, also a record, extending the 
backlog at South Korean shipyards to 
about two years. Meanwhile, ship exports 
were a record US$2.7 billion, up 49%. This 
included US$2.2 billion-worth of completed 
ships, with the balance in repair work and 
sales of marine equipment. 


S&P lowers rating 
on New Zealand's debt 


»> Credit rating agency Standard & Poor's 
(s&P) downgraded New Zealand's 
long-term sovereign debt from AA to 
AA-minus on 23 January, citing high debt, 
a large current-account deficit and 
structural problems in the external 
economy. However, it praised spending 
cuts and industrial relations reforms 
announced on 19 December. Official 
sources claimed that a special visit to New 
York by Finance Minister Ruth Richardson 
on 17-18 January had persuaded S&P 
against a bigger downgrading. S&P's rating 
now matches that of Moody's Investor 
Service, which does not plan a rerating. 
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PRICES AND TRENDS 


Previous 3months Year US$1 Spot Previous 3 months Year 
Last sale to 21 Jan. Latest week ago ago 21 Jan. Worth ratet weekt agot agot 
Gold London (2) 378.25 398.25 368.35 405.30 Australia dollar 1.2806 1.2862 1.2814 1.2602 
Copper | New York (3) Bangladesh* taka 36.00 36.25 35.55 32.10 
Current delivery Jan.) 109.25 114.30 117250 101.00 Britain pound 0.5116 0.5262 0.5151 0.6095 
Mar. delivery 108.25 Brunei dollar 1.7385 1.763 1.706 1.88 
Aluminium London (7) Burma* kyat 6.00 6.00 5.925 6.65 
Current delivery (Jan.) 151500 1,535.00 2,039500 1,535.00 Canada dollar 1.1593 d ur dg 
; France franc 5.0575 5.2 . y 
Tin | Kuala Lumpur (1) 15.09 15.12 16.28 17.32 Kongkang dollar 7.706 7.8035 7.7835 7.81 
Cotton New York (3) India rupee 18.3419 18.3402 18.0147 16.9649 
— Mar.) ioe 76.02 B23 X 6n Indonesia rupiah 1,909.00 1,907.00 1,868.00 1,807.00 
iapa Japan yen 132.10 134.50 126.72 146.37 
Rubber Kuala Lumpur (8) Macau* pataca 8.05 8.05 8.05 8.05 
Current delivery (Feb.) 237.00 — — 23750 238.50 225.00 Malaysia dollar 2.719 2.724 2.6993 2.7061 
oov UAM Nepal* rupee 24.00 2400 24.00 24.00 
Jute Dhaka (11) 410.00 410.00 410.00 390.00 NewZealand dollar 1.675 1.6829 1.6469 1.6348 
Palm Oil Kuala Lumpur (4) Pakistan rupee 21.8581 21.8581 21.7582 21.3986 
Current delivery (Feb.) 891.00 894.00 68100 672.00 Papua N.G. kina 0.9434 0.9443 0.9434 0.9532 
Apr. delivery 890.00 Philippines peso 28.00 27.79 25.698 22.49 
Sugar New York (3) Singapore dollar 1.7385 1.763 1.706 1.88 
Current delivery (Mar.) 8.99 9.14 9.66 14.26 South Korea won 718.90 717.80 716.00 685.70 
May delivery 9.02 Sri Lanka rupee 39.938 39.889 40.379 39.88 
Pepper Singapore (9) Switzerland franc 1.2515 1.2825 1.2855 1.524 
Sarawak Asta blk 100% 300.00 292.00 305.00 367.50 Taiwan NT dollar 27.245 27.255 27.28 26.155 
Wheat Chicago (5) Thailand baht 25.155 25.285 24.99 25.77 
Current delivery (Mar.) 253.40 252.40 263.60 392.00 WestGermany mark 1.492 1.545 1.52 1.717 
May delivery 261.40 Communistcountries: ChinaUSS-Rmb5.2221 HKS-Rmb 0.66995 
Maize Chicago (6) Soviet Union USS-Rouble 0.5633 Laos USS-Kip 700.00 
Current delivery (Mar.) 240.20 230.60 22820 241.60 Vietnam US$-Dong 7,000.00 Cambodia USS-Riel 560.00 
cari ee Other: SDR1=US$1.42061 ECU1=US$1.35185 S$1-M$1.56545 
Rice Bangkok (7) p 
59, white fob 295.00 295.00 275.00 315.00 "Officialrate tMiddlerate Source: Telerate for spot rates, Deak for official rates 
Soyabeans Chi : x 
(gc a uh oa nudi eh 
Mar. delivery 579.60 Eurocurrency and Asian currency unit deposit rates (%) t 
Current delivery (Mar.) ee 1,194.00 1,197.00 1,199.00 932.00 
delivery (Mar. 194, 137. 199. 1 j 5 12 10 year govt 
May delivery 1,228.00 21 Jan. month months months months bonds yield 
Coffee New York (3) US$ 7.00 7.1875 7.25 7.25 8.13 
Current delivery (Mar.) 87.75 87.80 91.55 81.31 Sterling 13.875 14.00 13.5625 12.8125 10.63 
May delivery 90.25 Yen 7.9375 8.0625 715 7.5625 6.52 
Petroleum Swiss Fr. 8.1875 8.25 8.25 8.25 6.55 
Sumatran light Tokyo (10) 20.55 27.60 34.60 17.80 Dm 8.75 9.25 9.375 9.50 8.75 
Brent London (10) 21.40 29.55 33.80 18.65 AS 11.4375 11.375 11.25 11.50 12.19 
(1)MSakg (2)US$anoz (3)USealb (4)MSatonne (5)US¢a60Ib bushel dl pee ne ease ee ik 


(6)US¢ a56lb bushel (7)USSatonne (8)PSSt,Mcakg (9)S$a100kg (10) US$ a barel 
(11) BWD, Chittagong/Mongla, US$ a tonne Source: Telerate, International Jute Organisation 





Economic indicators, selected Asian countries 


Australia China Hongkong India Indonesia Japan Malaysia 
Economic Growth % (real) (1) 
1990 -0.5 5 23 4(4) 6 52 6.5 
1991 2 6 34 3.5-4(4) 5 3.8 8 
International Reserves (5) 
Latest US$15.52b (Nov) US$26.67b (Oct) n.a. US$2.05b (Nov) US$6.07b (Nov) US$77.73b (Nov) US$8.74b (Aug) 
Year earlier US$13.78b US$15.95b n.a. US$3.70b US$4.50b USS83.74b US$6.44b 
Trade Balance (total merchandise) 
Latest 3 months +US$0.05b (Sept-Nov) +US$3.22b (Oct-Dec) ^ «US$0.27b(Sept-Nov) -US$1.43b(Jul-Sept) +US$0.52b(8) (Jul-Sept) «US$13.63b(Aug-Oct) ^ -US$0.29b (Aug-Oct) 
Previous 3 months -USS$0.21b +US$2.35b +US$0.88b -USS$0.94b *USS$0.70b +US$15.24b -USS0.11b 
Year earlier +US$1.23b -US$0.13b *USS1.31b -USS0.76b +US$1.59b +US$15.34b *USS0.47b 
Exports( — 
Latest 3 months USS9.94b US$20.67b US$23.49b USS4.30b US$6.51b(8) US$74.85b USS8.03b 
% change previous 3 months +43 +31.3 +8.4 -0.8 +21.8 +8.2 +15.0 
% change year earlier +6.9 +27.1 +20.3 *14.9 *13.5 +8.3 +20.6 
Imports (7) 
Latest 3 months USS$9.89b USS$17.45b USS23.22b US$5.73b USS6.00b(8) US$61.23b US$8.32b 
% change previous 3 months +1.7 +30.2 +11.7 +8.6 +29.0 +13.5 +17.3 
% change year earlier +6.2 *64 *27.5 *27.0 +44.8 +13.9 +34.5 
Consumer Prices 
Base Jul 80-Jun 81-100 Oct 1989=100 Oct 84-Sept 85=100(2) 1982-100 Apr 88-Mar 89-100 1985-100 1980-100 
Latest 3 months index average 208.9 (Jul-Sept) 103.1(11) (Oct) 146.4 (Sept-Nov) 190.0 (Jul-Sept) 116.8 (Oct-Dec) 107.1 (Jul-Sept) 139.3 (Sept-Nov) 
% change previous 3 months +0.7 n.a. +2.8 *4.2 *1.8 *0.5 *2.1 
% change year earlier +6.0 +3.1 +10.4 *9.2 19.9 +2.8 +3.6 
Money Supply (3) 
Latest AS200.86b(9) (Nov) Rmb 1,114.94b (Apr-Jun) HK$530.55b (Nov) Rs 2.40t(9) (Aug) Rps 76.91t (Sept) ¥493.05t (Sept) M$80.73b (Aug) 
% change previous month +1.2 -6.8(10) +0.1 +0.2 *3.8 40.9 *2.3 
% change year earlier +12.2 +10.7 +16.1 +17.5 +48.1 +12.0 +31.3 


(1) Official and other estimates of GDP (GNP in Japan) (2) Consumer Price Index A (3) M2 or currency plus bank deposits (4) To March (5) IMF definition of reserves minus gold except for Singapore (6)fob (7) cif 
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u a a New York, Tokyo soar, then level off on outbreak of Gulf War uuu Hongkong 
gains buoyed by bargain hunting a a a Straits bourses sidelined after war rally a a m 
Thailand and Taiwan hit by profit-taking in the week ending 22 January a m m 
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Philippines Singapore South Korea 
5-7 8-9 7.2 

1.5-2.5 5-6 6.3-7 

US$0.81b (Nov) US$26.50b (Sept) US$16.12b (Nov) 
USS0.82b US$19.04b US$17.37b 
-US$1.10b (Aug-Oct) -US$1.86b(Sept-Nov) ^ -US$1.71b (Oct-Dec) 
-US$0.97b -USS$2.09b -US$0.21b 
-US$0.81b -US$1.25b +US$0.73b 
US$2.11b US$15.06b USS$18.32b 
*2.3 *17.2 *8.7 

+5.6 +26.2 *6.7 

USS3.21b US$16.92b USS20.03b 
45.9 +13.3 +17.4 

+14.4 +28.3 +21.8 
1978=100 Sept87-Aug 88=100 1985=100 
507.7 (Aug-Oct) 106.5 (Jul-Sept) 133.6 (Oct-Dec) 
*2.8 +0.7 +0.8 

+11.4 +3.0 +9.2 
P266.32b(9) (Aug) $$57.67b (Aug) Won 68.74t (Dec) 
-2.7 +1.3 +5.5 

-22.8 +20.1 +17.2 





(8) Including petroleum (9)M3 (10) % change over past 3 months (11) One month 
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Taiwan Thailand 
5.2 9-10 
7 5.5-7.5 
US$70.26b (Oct) US$13.21b (Nov) 
USS73.42b US$8.96b 
*USS$3.15b (Oct-Dec) -USS1.86b (Jul-Sept) 
+USS$4.36b -US$2.22b 
+US$3.48b -US$1.30b 
US$17.78b USS6.14b 
+11 +9.8 
+7.6 +18.9 
USS14.63b USS8.11b 
*10.6 *3.8 
*12.1 +25.5 
1986=100 1986=100 
114.2 (Aug-Oct) 119.1 (Jul-Sept) 
+3.6 *1.0 
*5.1 +47 
NTS5.97t (Oct) Baht 1,479.0b (Nov) 
*0.5 *0.7 
*9.7 *1.8 

Source: Official statistics 
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Interest rates (%) 


Prime interbank Interbank interbank 
21 Jan. lending 1montht 3monthst Gmonthst 
Australia 1550 11,75 11.75 11.75 
Britain 14.00 14.00 13,875 13.4375 
Hongkong 1000 7.3125 7.50 7.50 
Indonesia 23.50 24.00 24.00 24.50 
Japan *7.80 

"8.25 8.10938 — 8.1875 7.89063 
Malaysia 725 700 747 7.42 
New Zealand 1575 12.10 12.25 12.30 
Philippines 25.00 28.00 25.375 23.875 
Singapore 700 425 4.4375 45625 
SouthKorea 1116.60 - - - 
Taiwan 10.00 - - - 
Thailand 16.50 16.50 17.50 - 
US 9.50 7.125 7.25 7.25 
"Longterm “*Shortterm ttMonetary Stabilisation Bond (1 year) 


tOfferedrate Source: Telerate and Review Data 


51 


SF 





ing, slow- 


MS Ai 


» 7 


BUSINESS AFFAIRS 





SHROFF 


Eagle in a flap 


he chief executive of Hongkong 

property developer Great Eagle, 

K. S. Lo, has earned a reputation 

for probity and well-timed deal- 
making since he closed his US cardiology 
practice a decade ago to run the family busi- 
ness. Unfortunately, Lo’s image took a 
beating on both counts when Great Eagle 
announced on 17 January that its net profit 
slumped by 72% in the year to 30 Sep- 
tember. 

At HK$286.2 million (US$37 million), 
the 1990 earnings figure was not only lower 
than the unusually high HK$1.02 billion 
profit posted for 1989, but also marginally 
less than the 1988 tally of HK$292 million. 
While no broker in town expected Great 
Eagle to match its 1989 performance — 
which owed much to a luckily timed, pre- 
Peking massacre sale of its Tregunter con- 
dominiums — most had reckoned on a 
1990 net profit of HK$350-550 million. 

They got it wrong because Great Eagle 
unexpectedly took a HK$169 million 
writedown on the value of a substantial 
stake it held in Bond Corp. International 
Ltd (BCIL). Few shareholders besides Lo 
and his family knew the BCIL investment 
existed; under the rules of the Stock Ex- 
change of Hongkong, Great Eagle had not 
been obliged to disclose it. Lo now con- 
cedes that, in hindsight, the short-term im- 
pact of an earlier disclosure on Great 
Eagle’s share price might have been less 
than the damage since done to his reputa- 
tion. Shroff agrees. 

After all, Great Eagle did publicly dis- 
close the first two in the series of transac- 
tions that led to the bottom-line hit. The 
first was the purchase of a slug of shares in 
Allied Properties in 1989 as partial payment 
for Tregunter. The second was their profit- 
able divestment during the six months 
ended 30 September 1990 to an unknown 
purchaser. Having evaluated these transac- 
tions, but not knowing what came later, 
analysts had thought their impact on earn- 


ings would be positive. 


As Lo explains it, the acceptance of 
HK$360 million or so of Allied shares as 
part-payment for the HK$1.8 billion Tre- 
gunter properties was a good deal, particu- 
larly in view of their subsequent sale for 
HK$565 million. Less successfully, how- 


ever, he then purchased 32% of Hongkong 


holding company Tian Teck, an uninspir- 
oving stock, from F. P. Special 
ansaction was tied to the dis- 
me ‘slow-selling units at Great 
s Birchwood „Place project. In ex- 
ge for its Tian Teck stake, F. P. Special 


T e 















Assets got 24 of the apartments, some park- 
ing places and HK$52.4 million in cash — a 
total consideration of HK$182.3 million. Lo 
got himself a big headache. 

Tian Teck’s main shareholders, the 
Cheong family, have never taken kindly to 
interlopers. F. P. Special Assets, run by 
American lawyer Robert Meyer, had found 
that out the hard way when it tried to 
wring more value from its investment by 
persuading the Cheongs to improve Tian 
Teck's main property, the Hyatt Regency 
Hotel in Hongkong, and to stop milking 
the company of profits through various ser- 
vice contracts. Lo reckoned Great Eagle 
would get a better hearing. 

He was wrong. The Cheongs refused to 
give him a board seat, much less take his 
suggestions. So when a broker came 
around offering to take the Tian Teck stake 


The Eagle landed badly 


-3.4 
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Source: Review Data 


off his hands for shares worth HK$326.3 
million, Lo jumped at what appeared a pro- 
fitable opportunity. Wrong again. 

What Lo got in exchange for his Tian 
Teck stake was 116.5 million shares in BCIL, 
priced at HK$2.80 each. Lo says his high 
hopes of the deal were based on the fact 
that even at this price, a 14% premium to 
market value, the shares were still valued at 
less than BCIL’s net asset value and were 
more liquid. 

Lo might, however, have cocked a more 
critical eye at the shares. In the weeks be- 
fore the deal, the stock's price had undoub- 
tedly been supported by story after story on 
its "strategy," which was chiefly to buy up 
assets with BCIL 's generous cash reserves. 

Enter Saddam Hussein. His invasion of 
Kuwait only days before the transaction 
was completed hit BCIL’s share price like 
any other. By the end of Great Eagle's fiscal 
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year, nary a month and a half after the BCIL 
shares were bought, their stockmarket 
value was only 48% of what Lo had paid 
for them. m Jonathan Friedland 


Halim Saad had hardly rolled up his sleeves 
as chief executive officer of Malaysia's New 
Straits Times Press (NST), when he was 
rolling them down again. Halim, who has 
impeccable connections with the ruling 
party, announced on 16 January that he 
was resigning after seven acrimonious 
months at the media conglomerate, which 
publishes the country's leading English-lan- 
guage daily. 

But this was not before settling an old 
score with Datuk Nik Ibrahim Kamil, the 
company's acting managing director and a 
longtime board member. At the NsT's 7 Jan- 
uary annual meeting, Nik failed to win 
re-election to the board. Aseam Malaysia 
Nominees, a major shareholder connected 
with the ruling party, withheld its support 
from him, sources say. 

Nik's ousting was a reprisal for an abor- 
tive coup launched in September against 
Halim by the Nsr's directors. Halim, it 
seems, had offended the company's old 
guard with his high-handed style including 
making himself the final authority an edito- 
rial matters. The company's board mem- 
bers — all accustomed to dealing with their 
own patrons in the ruling party — made no 
secret of their hostility to him. His defen- 
ders say his actions were an attempt, ulti- 
mately unsuccessful, to make the news- 
paper more cost effective. 

Halim, a protege of Finance Minister 
Datuk Paduka Daim Zainuddin, also an- 
nounced on 16 January that he was step- 
ping down from his concurrent positions as 
chief executive officer at United Engineers 
(Malaysia), Projek Lebuhraya Utara-Selatan 
and Faber Group. 

But he is not losing his appetite for 
work. He will continue to serve as chief 
executive officer of Renong, the main re- 
pository for the vast corporate assets of the 
United Malays National Organisation, the 
dominant party in the government coali- 
tion. What is more, he remains the execu- 
tive vice-chairman of the NST and the chair- 
man of its parent company, Fleet Group. 

Sources say that Halim was persuaded 
to divest himself of some of his respon- 
sibilities because of worries in ruling circles 
that too much power was too visibly con- 
centrated in too few hands. But from his 
vantage points at Renong and Fleet, Halim 
will remain one of the country's most inf- 
luential managers. 8 Doug Tsuruoka 
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THE UNIVERSITY OF ADELAIDE — SOUTH AUSTRALIA — — 
invites applications from both women and men for the following position: 


PROFESSORIAL FELLOW | 


(Tenurable) 


. (Ref: 2426) in the GRADUATE SCHOOL OF MANAGEMENT from 


~ individuals capable of making a major research input in the area of Asia 


Pacific business. Preference will be given to individuals with a strong interest in 
Japanese business, and the trade and investment activities of Japanese 
companies in the Asia Pacific region. 

The appointee will also be required to contribute to the teaching of the 
Master of Business Administration programme, the supervision of 


|. postgraduate research students, develop and co-ordinate research activities 
_ in the area of Asia Pacific business, and seek external funds to assist with 


. these activities. 
-The Graduate School of Management is responsible for the degrees of 


ae i Master of Business Administration and Graduate Diploma in Management, 


» the supervision of research students in management at the Master and 


- | Doctoral levels, and the offering of a range of executive development 
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rogrammes to managers in the private and public sectors. 
his is a new position and is available on a tenurable basis or fixed term may 


/. "be negotiated from 1 July, 1991. | 


Further information concerning the duties of the position and the Schools 
programmes may be obtained from the Director of the Graduate School of 
Management, Professor FM McDougall, telephone (61 8) 232 1824. 


` Itis University policy to encourage women to apply for consideration for 


appointment to tenurable academic appointments. Holders of full-time ` 
tenured or tenurable academic appointments have the opportunity to take 
leave without pay on a half-time basis for a specific period of up to ten years 


“when this is TON Sr the core of children. 


^ ANFORMATION o 


out the general conditions of appointment and ` 
selection criterio may be obtained from the Director, Personnel Services 
at the University 
SALARY per annum: AUS$67812 
APPLICATIONS, IN DUPLICATE, quoting reference number 2426 and 
giving full personal particulars (including whether candidates hold Australian 
permanent residency status), details of academic qualifications and names 
and addresses of three referees should reach the Director Personnel Services 
at the University of Adelaide, GPO Box 498, Adelaide, South Australia, 5001, 
Telex UNIVAD AA 89141, Facsimile (61 8) 223 4820 not later than 
15 March, 1991. | 
The University reserves the right to make enquiries of any person regarding 
any candidates suitability for appointment, not to make an appointment or to 
appoint by invitation. m 

HE UNIVERSITY OF ADELAIDE IS AN EQUAL OPPORTUNITY EMPLOYER. 
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INNOVATION 


Beyond the horizon 


ssuming that relations between the 
Soviet Union and the US remain 
relaxed, the military application of 
what is called over-the-horizon 
(OTH) radar could in future give way to civi- 
lian uses for air-traffic control over the 
world's oceans and for monitoring ships at 
sea 





In particular, the northern Pacific air 
routes between Japan and the US West 
Coast at present have large segments 
where aircraft must navigate on their own, 
out of sight of civilian land-based radars. 
Errors go unchecked, the most tragic exam- 
ple being the shooting down of Korean Air 
Lines Flight 007 after it strayed into Soviet 
airspace in 1983. 

Typically, long-range air-surveillance ra- 
dar such as the Westinghouse ARSR-3, com- 
monly used to provide coverage between 
airports in the US, operates at a frequency 
in the L-band (1,250-1,350 MHz) of the elec- 
tromagnetic spectrum. 

This is a successful compromise. At 
higher frequencies, greater power is re- 
quired and there are problems with echoes 
from rain; at lower frequencies, there are 
difficulties in overcoming atmospheric elec- 
trical “noise” and a wider width of beam. 

As with anything in or above the very 
high frequency (VHF) range of 30-300 MHz, 
the ARSR-3 frequency brings with it the limi- 
tation that outbound signals and their 
echoes from aircraft or other targets are re- 
stricted to line-of-sight. The range of the 
radar is thus limited by the curvature of the 
earth, though some bending of radar sig- 
nals takes place near the earth's surface. 

The ARSR-3, for instance, has an in- 
strumented range of 200 nautical miles 
(about 370 km), beyond which anything 
below about 26,400 ft (8 km) altitude will re- 
main unseen. Far greater range can be ob- 
tained by using OTH radar which operates 
in the high-frequency range (3-30 MHZ). 

In the VHF range and above, signals 
punch through the electrically charged 
ionosphere surrounding the earth's upper 
atmosphere. But in the high-frequency 
range, signals which hit the ionosphere at 
greater than a certain critical angle are re- 
flected, like light hitting a mirror, so that a 
single reflection can give a nominal range of 
nearly 4,000 km. 

The principles of OTH have been known 
for many years: signals reflected from the 
ionosphere are the basis of long-range radio 
broadcasting. But the power required to 
punch out a signal strong enough to 
generate a recognisable echo, and the 
computer-processing power needed to sort 
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through OTH's many variables, proved 
an insurmountable barrier until about 10 
years ago. 

Military interest in OTH arose in the 
US because of so-called Stealth technology 
being applied to aircraft, as well as a desire 
for early warning of long-range cruise 
missiles flying only a few feet above 
the water. In Australia, OTH became of 
interest because of the vast expense which 
would be involved with aircraft patrol- 
ling oceans beyond the country’s immense 
coastline. 

A major element of Stealth technology 
involves reducing the reflective area of a 
vehicle, whether airborne or not. For con- 
ventional line-of-sight radar defences, this 
means giving the head-on and side-view 
aspects of an aircraft sharp angles which re- 
flect most of the radar signal’s energy away 
from the defender's radar site, instead of 


using conventional and aerodynamically 
cleaner curves. 

But OTH radar signals bounce down- 
wards from the ionosphere, looking at an 
aircraft in plan-view, thus obtaining a far 
larger surface area to produce an echo. And 
because of the phenomenon known as re- 
sonance, the use of selected frequencies — 
depending on the size of the target — 
boosts the echo's power if any of the di- 
mensions is equal to at least half the wave- 
length of the radar signal. 

For instance, US experiments at an OTH 
station in the northeastern state of Maine 
have found that a 5.3-m-long cruise missile 
can be detected using 28 MHz or above, 
while a B2 Stealth bomber's fuselage is half- 
wavelength resonant at about 7 MHz and 
its wing at about 2.8 MHz. 

The Maine site covers a zone from 900 
km out to more than 3,000 km, extending 
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180 degrees from Cuba up to Greenland 
and northeastern Canada, an area of about 
11 million km2. The system has already 
been used to locate and guide to safety e 
Cuban airliner in trouble over the Atlantic, 
and has shown that it can correlate airline: 
tracks with flight plans filed with air-traffic 
control centres. 

The system, known as OTH-B, comprise: 
three sectors of 60 degrees of arc. Each ha: 
a 1.1-km-long transmitting aerial, driven b' 
12 transmitters which push out about 1! 
times the power of a conventional radar 
The receiver station is 160 km away, witl 
three 1.6-km-long aerials — the separatio: 
avoids interference between the two sta 
tions. 

Another US OTH site is being built or 
the West Coast, with others planned fo 
Alaska and a central US site to cover thi 
Caribbean. Australia is introducing its owr 
OTH system to cover sea areas to its north 
while Japan has expressed interest in OTt 
radar to monitor activity in and over the Sei 
of Japan towards the Soviet Union. 

None of this coverage is easy, and henc 
it is not cheap. The ionosphere is not a fixe 
mirror for signals: it rises and falls arx 
changes angles of reflection, and it has dif 
ferent layers, so a lot of propagation test 
are continually needed to select the bes 
OTH frequencies. 

The key is in the signal processing 
requiring heavy computing power. Evei 
then, the OTH-B specification requires | 
minimum of 12 minutes to establish an ait 
craft's track, using the Doppler effect on th 
signal to establish velocity. The Maine sit 
is reported to be doing far better than the 
specification. But the far lower speed c 
ships means their tracks normally tak 
about five to 10 minutes to define. 

The Australian system is expected t 
cost A$970 million (US$750 million). Cor 
ventional radar would cost far more, and i 
not possible anyway because of a lack c 
land on which to build sites. An OTH rada 
with a coverage band of 900-3,500 km ove 
a full semi-circle can, at least in theory 
monitor an area of almost 18 million km? i 
only a few minutes. 

Whether or not OTH radar is eve 
brought into full civilian use is probabl 
more a matter of intra-governmental pol 
tics in each country than cost. But, with th 
military threat from the Soviet Union appi 
rently waning, military budgets will ir 
creasingly come under harsher scrutiny 
This should make at least dual military-civ 
lian use of OTH radar attractive to all cor 
cerned. m Michael Westlak 
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| can support Saddam, but it is also disheart- 
|. ening that many people and countries get 
-their facts so messed up or show such 


. As the saying goes: “Ignorance is a catalyst 


- Jakarta 


ignorance breeds evil 
The analogy used by an Indonesian Mus- 
lim youth leader [Fence sitting, 24 Jan.] is 


truly inappropriate and quite sickening and | 


almost as ridiculous as linking the Pale- 
stinian issue with the Kuwait issue. How 
can one compare a "thief who breaks into 
your | house" with Saddam Hussein's mur- 








tl thi is ; Muslim eee ever declare that 
Saddam “has done you good.” M 
Also, Bangkok's opposition politicians 
have shown a kow-towing to terrorist 
blackmail while Japan as usual takes a self- 
ish stand, only concerned with its narrow 
national economic interest and not even 
ng to fund its fair share for the allied ef- 
alone send its own troops or even 









fent, | 


It is truly disgusting that some people 





apathy towards opposing gross injustices. 


in the breeding of evil and for evil to 
flourish and triumph, it is sufficient for or- 
dinary men to do nothing." 
ISKANDAR WIDJAYA 
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Statistical confusion 
S. B. Krishnan [LETTERS, 15 Nov. '90] asserts 
that "he has checked the statistics for the 
past 50 years," i.e. from 1940. I have been 
residing in Singapore during the past seven 
decades, and would be interested to know 
what statistics he has culled from which he 
postulates that "the Indians never exceeded 
9% of the population." 

It is difficult to reconcile this with the fol- 
lowing: . 
> The Singapore Harbour Board and 
Naval Base (both heavily labour intensive) 


"s pectively enclaves of the Tamils - 





> There E were few non-Indians in the con- 
siderable PwD coolie force, a few Malays 
perhaps; Chinese were coolies noticeably 
rare. 

P The “tambies” (neon or messenger 
boys) in the commercial houses were al- 
most to a man (or boy) Indian, or Malay. 
> In my years of schooling, five out of my 
10 teachers were of Indian origin, three 
Chinese and two Eurasian. 

In my view, the proportion of Indians 
around 1940 was more likely to have been 
in the region of 20%. 

Historically, Singapore and the Feder- 
ated Malay States were often regarded as 
the outposts of India. And, with India be- 
coming independent in 1947, many re- 
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turned to their motherland after having en- 
dured almost four years of harsh Japanese 
occupation. 

Many of those who came back to Singa- 


| pore left for good in the 1950s on retire- 


ment. The immigration laws put an end to 
new arrivals after 1953. These are some of 
the reasons for the decline in the Indian 


| population. 


Singapore 'OLD SINGAPOREAN' 


| Export Lee to Nepal 
| Whether properly contextualised or not, 
| Lee Kuan Yew’s poignant observation that 


his experience in government would have 


| served well in the Philippines cannot be re- 


butted. 
Reportedly the world's second-least-de- 
veloped country, Nepal is a case in point. A 


| violent public movement last year over- 


turned an odious panchayat hegemony 
and replaced it with a multi-party system 
which the beleaguered populace grasped at 
as the only alternative straw. 

The prevailing Congress party has now 


| become the willing refuge of the ousted 


politicians. A vote for this faction in the 
forthcoming April elections is virtually to 


| reinstate the past corruption. The remain- 


ing option is the communist blocks which 
are largely involved in sponsoring hunger 
strikes and stoning political gatherings of 
the old guard. A thinking man in Nepal 


_ today is morally obliged to be frustrated 
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| and depressed. 


If dreams could come true, contracting 


| Lee to bring this country into the modern 
| world with a benevolent dictatorship, free 


of nepotistic and ineffective power politics, 


| would be a dramatic but desirable step to 
| rid this land of compulsory frustration. 
| Justice and rationality in government are 


unattainable currently and in the foresee- 
able future. 


Kathmandu 'NEPAL OBSERVER' 


| Courteous immorality 
| When Derek Davies profusely eulogises 


former president H. M. Ershad [TRAVEL- 


| LER'S TALES, 10 Jan.] about the latter's "gen- 
| de, courteous and restrained behaviour,” 
| he conveniently forgets the fact that the 
| former president is guilty of the complete 
| moral and social degradation of Bangladesh 
| during his nine years of rule. 


Davies also commits an unpardonable 
crime by calling Sheikh Mujibur Rahman a 
“tyrant.” Irrespective of the viewpoint of 


| some one like Davies, history will prove 


that Mujib was the "father" of Bangladesh 
and, as such, his memory is dear to a vast 
majority of Bangladeshis. 

I certainly hope the REVIEW will be more 
responsive to, and conscious of, the feel- 
ings of the people of this region whose 
plight it is trying to portray. 

Dhaka MUSHARRAFUL HUQUE 
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"An honest one — 

< Your Power to the patron, [17 Jan.] on war- 

lords and political dynasties showed what 
is generally a way of life in the Philippines. 
Truly regrettable and shameful. But there 
are also some honest and dedicated elected 
officials. 

One of them is Juan Frivaldo who was 
governor of Sorsogon. Despite his six terms 
in office, the longest i in the country, he was 
reportedly the poorest governor. He cannot 


“elections, he ran as an independent candi- 
ate, posting tremendous majorities. In the 
988 polls, he defeated a millionaire candi- 
ate put up by Corazon Aquino. He dis- 
ourages his children from entering politics, 
ways preaching: “Make money outside 
before entering politics, not make money in 
- public service.’ 
. . This orthodox politician, a former news- 
 paperman, college instructor and Bataan 
_ veteran, has suffered dearly. He was jailed 
-in a military stockade by Marcos, survived 
-two bloody assassination attempts, kicked 
. out of office, and driven to nine years of 
-exile in Iran and the US. After gaining a 
landslide victory in 1988, he was ousted 
from office last year on the assertion that he 
is an American citizen. 
Manila 









FEDERICO LUKBAN 


Sri Lankan propaganda 

I read with interest the letter from Shishir 
Baboo [17 Jan.] on the one-sided nature of 
your report on Bhutan. I do not know 
much about that situation, but I do know 
about the intense conflict in Sri Lanka. I felt 
strongly that your reports on Sri Lanka are 
one-sided, to the point that your latest re- 
port [Stalling for time, 17 Jan.], which al- 
most ridiculed the LTTE’s peace offer, 
looked more like a propaganda release of 
the Sri Lankan Government, than a news 
item. Many keen observers of Sri Lanka 
will readily vouch that this latest peace offer 
has a good chance of success and requires 
careful examination. 


Sydney 


Oil, not justice 
I cannot but agree with Diana Rickard 
[LETTERS, 20 Dec. '90] that the US’ double 
standards have weakened its political and 
moral authority. Demonstrators even in the 
US seen g banners saying, “no 
blood for oil" and "blood is thicker than oil" 
show the US has drawn the world into war 
more for oil than for justice, freedom or 
. . democracy. 
Further, many Arabs and other Mus- 
 lims consider Saddam Hussein as a sort of 
-Robin Hood intent on taking the oil wealth 
the oil rich kings, sultans and emirs 
stributing it to the poor Arab masses. 
Kuwait was once part of Iraq. 
hese circumstances a peaceful 

















dialogue, leading to the democratisation of 


_ afford a car and has no bodyguard. In three - 


the Arab world would be more just and 
welcome. | 


Kuala Lumpur RACHEL DANIEL 
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Waste of human capital 
As a long-time reader of your esteemed 
journal, I have come to rely on it heavily. 
So imagine my disappointment at your 
puerile review of the new book by the con- 
troversial US academic Thomas Sowell, Pre- 
ferential Policies: An International Perspective 
[22 Nov. ’90]. Your reviewer seems to agree 


with. Sowell's distaste for ‘ ‘affirmative ac 





tion,” though it is doubtful if Sowell him: 
could have reached his present lofty post 
without firm governmental measures 
against racism. 

Further, neither the reviewer nor Sowell 
draw distinctions between and among the 
various forms of “affirmative action.” For 
example, the US Government just pre- 
sented hefty cheques to a discrete. group of 
Japanese-Americans but not to others: W. 






as 
this “reverse discrimination,” for example, 
against Euro-Americans? Obviously not. 


The fact is that this group of Japanese- | | 


Americans received these funds be 


they were the ones who were interned | 
during World War II — unjustly — by the 


US. 


discrete groups of ethnic minorities pre- 


cisely because they have been penalised by | 
historic and present patterns of discrimina- | 


tion. You should also know that business 
elites recognise fully that by the year 2000, 
75% of new entrants to the labour force in 
the US will be minorities or non-minority 
women; "affirmative action" is designed to 
facilitate the integration of these groups 
into all levels of the labour force, a neces- 
sary mandate if US business is to remain 
competitive globally. The fact is that this 
country can no longer afford to waste 


human capital. GERALD HORNE 
| Department of Black Studies 
California University of di 


Right place, wrong region 

The article by Julian Baum — A trend to 
friends — [29 Nov. '90] might surprise tens 
of millions of Mexicans when they discover 
that Mexico is in Central America. Appa- 
rently, political geography is not one of his 
strong points. 

Also the romanised version of the name 
of Taiwan's vice-minister of communica- 
tions should be Tung Hsiao I, not Tong 
Shao-yi. | 
Nyon, ae 


MICHAEL S. SOMECK 
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Feud are accepted, but letters intended 
for publication in these columns must bear the 
writer's signature and address. 
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Cambodian-conflict regional cooperation." 


Hatching the EAEG Thailand appears confident that Malaysia ^ expenditure. Informed sources said with 
Malaysian Trade and will be prepared to modify its outline plan political stability in question following the 
Industry Minister for the EAEG in line with broader Asean overthrow of former president H. M. 
Rafidah Aziz, who thinking. Ershad, the donors are probably having 
has been sent by : A second thoughts about creating 

Kuala Lumpur to String Pulling uncertainty within the military. 

make soundings Bangladesh's main aid donors are 
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among Asean 
governments about 
Malaysia's plan for a 
new East Asian 
Economic Grouping 
(EAEG), will find some sympathy towards 
the idea in Bangkok. Thai diplomatic 
sources believe the proposed EAEG could 
coexist with Asean by widening the scope 
of regional collaboration — possibly to 
include matters of regional security. The 
sources also indicate that unless Asean 
decides on some new policy initiatives at 


maintaining pressure on the government 
and the country's leading political parties 
in an apparent effort to ensure no radical 
policy changes take place following the 27 
February elections. As the interim 
government cannot take policy decisions, 
ambassadors of the major donor countries 
and visiting World Bank, IMF and other 
delegations have met the two top political 
leaders, Khaleda Zia of the Bangladesh 
Nationalist Party and Sheikh Hasina of 
the Awami League, whose parties are the 
main contenders for power. The foreign 
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THE GULF 1 


Japanese air force to be used on Gulf refugee flights 


Cleared for take-off 


By Anthony Rowley and Louise do Rosario 
in Tokyo 


apan’s decision to break the taboo on 

external deployment of its Self-De- 

fence Forces (SDF) by sending military 

aircraft and personnel to evacuate ref- 
ugees fleeing the Gulf War may have been 
more than just a cosmetic move to improve 
relations with the US. For the first time 
since the country began to agonise over its 
contribution to the coalition effort against 
Iraq, Prime Minister Toshiki Kaifu seems to 
be responding directly to hawkish opinion 
within the ruling Liberal Democratic Party 
(LDP) and government agencies. 

The tone of official debate in support of 
the despatch of military aircraft, and of a 
simultaneous announcement that Japan 
will contribute another US$9 billion to the 
US-led war effort, also suggests the 
government's mood is hardening. In 
explaining the two decisions, Kaifu 
bluntly claimed that Japan had a 
"natural duty" to provide the US 
with material support as well as 
money. 

Major policy speeches by both 
Kaifu and Foreign Minister Taro 
Nakayama in parliament on 25 Jan- 
uary further indicated a shift away 
from Tokyo's previous lukewarm 
support for the Gulf War, and accep- 
tance of a more active role in support 
of Japan's international interests. 
Nakayama declared that "any at- 
tempt to destroy the international 
order by the use of force is totally 
unacceptable to Japan." Kaifu called 
Iraq's invasion of Kuwait a “brutal 
display of belligerence" and declared 
it imperative for Japan to "uphold 
the just principle that the aggressor 
must never be condoned in the interna- 
tional community." 

Kaifu's call for Japan to "fulfil its inter- 
national role" has so far been limited 
to undertaking refugee evacuation flights 
from various Middle East countries. But 
the manner in which the Kaifu administra- 
tion is pushing through the despatch of 
SDF aircraft and personnel suggest that 
its priority is in establishing a principle, and 
possibly a precedent. Some observers 
suggest that influential people within 
Japan's armed forces are using the propos- 
ed involvement in the Gulf operational area 
to secure a role and international recogni- 





10 





tion for the SDF as an arm of influence. 

Kaifu has claimed that sending the air- 
craft and personnel to the Middle East in 
a non-military role is "entirely consistent 
with the Japanese Constitution." But the 
method and manner of the government's 
approach suggest a determination not to let 
its latest initiative be aborted by parliamen- 
tary opposition as were previous efforts. 

In the parliamentary debate, Japan 
Socialist Party chairwoman Takako Doi ac- 
cused the government of bank-rolling the 
war effort to avoid trade friction with the 
US and called for Japan to support a Gulf 
ceasefire. However, Doi did not press 
home the difficult issue of how far Japan 
might be drawn into war, if its military air- 
craft were shot down. 

The government approach may also be 
designed to capitalise on what some per- 
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Nakayama and President Bush: more active role. 


ceive as hardening public attitudes in 
favour of some Japanese involvement in 
the Gulf War. It could help ward off what 
Nakayama terms the danger of Japan's 
"isolation within the international com- 
munity" if the country stops short of 
"human cooperation." 

While giving humanitarian aid to ref- 
ugees does not obviously breach Japan's 
peace constitution, Article 100 of the Self- 
Defence Law limits the SDF's role in trans- 
portation to carrying members of the impe- 
rial family, state dignitaries and high-rank- 
ing government officials. According to 
Shigeru Hatakeyama, director-general of 
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the Defence Agency's Bureau of Defence 
Policy, the government will amend this ar- 
ticle by a special decree stating that trans- 
portation of refugees is a legitimate activity 
that will not require a change in the Self- 
Defence Law. 

The military is readying four C130 trans- 
port aircraft, which will be stationed in 
Cairo together with some 200 or so SDF per- 
sonnel, including maintenance technicians. 
No civilians have been induded in this 
group. It is envisaged that the C130s will 
ferry refugees out of Jordan and Syria to 
Egypt at the request of the UN's Interna- 
tional Organisation for Migration (IOM), 
from where they will be transferred to civil 
airlines. 

The practical justification for the deci- 
sion to send military aircraft is that com- 
mercial aircraft can no longer obtain insur- 
ance for flights into Amman and 
Damascus, though they can still fly 
to Cairo. 

Hatakeyama said the aircraft 
would be ready within 10 days from 
25 January, but as their operating 
range necessitates their making 
three refuelling stops en route to 
Cairo, landing permission would 
have to be sought from various gov- 
ernments. He declined to confirm 
whether the SDF personnel operating 
the flights would be armed, but 
noted that as the aircraft are likely to 
be despatched to areas where ter- 
rorism and hijacking are likely it was 
natural that they should carry 
sidearms. Article 95 of the Self-De- 
fence Law gives SDF forces an obliga- 
tion to defend themselves and the 
Japanese Constitution also allows for 
this, Hatakeyama added. 

He said the SDF aircraft would be 
sent only on missions where “security has 
been confirmed,” and dismissed as a “one 
in 10,000 chance” the danger of their being 
hit by enemy attack. But within hours of 
Defence Agency chief Yukihiko Ikeda giv- 
ing orders for the C130s to be readied, 
Iraq's Ambassador to Japan, Rashid M. S. 
al-Rifai, warned Tokyo that "even if they 
are transporting refugees, any military veh- 
ice will be considered a target." 

Officials declined to comment on what 
might happen if an SDF aircraft were at- 
tacked, or whether this might be taken to 
justify further involvement by the armed 
forces in defence of Japanese interests. 


7 FEBRUARY 1991 





While Article 9 of the constitution prevents 
Japan using the “threat or use of force as a 
means of settling international disputes,” 
some academics said subsequent treaties 
have conferred a right of collective self-de- 
fence upon Japan. The government could 
also face an additional threat from the Ja- 
panese Red Army extremist group as a re- 
sult of its decision to commit the aircraft to 
the Gulf operation. Hatakeyama noted that 
additional police had been drafted to guard 
US bases from Red Army attacks. 

Separately, and following a request 
from the IOM to help repatriate Vietnamese 
refugees from the Gulf War zone, Japan's 
Foreign Ministry has chartered civilian air- 
craft from the country’s two main commer- 
cial carriers and is bearing the cost of the 
rescue operation. Japan Airlines (JAL) and 
All Nippon Airways are cooperating in re- 
patriating just over 1,000 Vietnamese work- 
ers who fled Iraq and have arrived in Egypt 
since the Gulf crisis started. Japanese au- 
thorities and JAL officials reject any link be- 
tween their Vietnamese evacuation flights 
and a recent bomb explosion outside sev- 
eral airline offices — including JAL’s — in 
Ankara, Turkey. 

The government's handling of its latest 
Gulf contribution was marred by political 
infighting in the LDP, with Kaifu, as so often 
in the past, appearing to be sidelined. 

Finance Minister Ryutaro Hagshimoto 
led the Japanese delegation to a meeting in 
Washinton of the Group of Seven at which 
Japan pledged an additional US$9 billion 
worth of aid for the US war effort. But 
Hashimoto was badly upstaged when the 
chairman of the LDP Political Affairs Re- 
search Council, Mutsuki Kato, went one 
better with a proposal to contribute US$10 
billion — including US$1 billion worth of 
assistance for nations affected by the Gulf 
War). 

The Kato-Hashimoto tiff led to a one 
day delay in the formal announcement of 
the package as the two men fought over 
their respective versions the deal. Tensions 
may have been heightened by the fact the 
two are long standing rivals, both repre- 
senting the same multi-seat electoral consti- 
tuency. 

LDP secretary-general Ichiro Ozawa, 
though seen as a prime mover in attempts 
send the SDF overseas, chose to adopt a low 
profile during cabinet discussions on the 
despatch of aircraft to the Middle East. 
Ozawa's outspoken support for the failed 
UN Peace Cooperation Bill — which would 
have allowed Japan to include SDF person- 
nel in a UN-sponsored peace keeping force 
— damaged his credibility and may have 
weakened his chances of eventually gain- 
ing the party leadership. He was able to 
play a background role during the latest 
round of discussions because the despatch 
of C130 aircraft only requires the issue of a 
decree amending existing legislation — not 
legislation as such. ë 
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THE QULF 2 


No takers for Pakistan's peace plan 


Muddled mediation 


By Salamat Ali in Islamabad 


Owing to continue his efforts and, 
V if possible, even visit Baghdad to 
plead with President Saddam Hus- 
sein to relent on Kuwait, Pakistan's Prime 
Minister Nawaz Sharif returned home on 
28 January from what was billed officially as 
his peace mission to six Middle East coun- 
tries. But he had little to show for his seven 
days of personal diplomacy except for a 
claimed agreement in principle by his hosts 
on his idea of holding a conference in Is- 
lamabad of the foreign ministers of the Or- 
ganisation of Islamic Conference on a date 
yet to be agreed. 

At a press conference he addressed 
hours after his return, Sharif's tone was far 
from upbeat, though he claimed to be op- 
timistic. He remarked that the positions of 
the two rivals to the Gulf War, the US-led 
coalition and Iraq, had become too rigid to 
dA ur. aub 
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Pro-Iraq demonstration in Lahore: domestic pressure. 


make any peacemaker's task easy. He ad- 
mitted making little headway in his basic 
proposal that Baghdad should agree at least 
in principle to leave Kuwait in return for a 
joint Islamic effort to halt the bombing of 
Iraq by the coalition forces. 

Faced with continuing anti-US demon- 
strations all over Pakistan and an upsurge 
of protests against coalition bombing of 
Iraqi targets, Sharif shifted uncomfortably 
between his official support of the UN Sec- 
urity Council resolutions on the liberation 
of Kuwait and domestic political compul- 
sions to grieve over the massacre of Mus- 
lims in the war zone. He evaded direct re- 
plies to questions whether he accepted the 
linkage between lraqi withdrawal from 
Kuwait and the demand for an Israeli pull- 
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out from occupied Arab territories, and 
what Pakistan would do if Israel retaliated 
against Iraqi missile attacks. 

The prime minister was in a tight corner 
following his remark that Pakistan would 
stand by the Muslim community if Israel 
joined the fray. He found it difficult to ans- 
wer a reporter who asked which part of the 
community Sharif was referring to, because 
both Saudi Arabia and Iraq were part of the 
Islamic world and so were Egypt and Tur- 
key which had conceded Israel's right of 
self-defence. 

Sharifs confusion peaked when asked 
to comment on his army chief Gen. Mirza 
Aslam Beg's speech earlier in the day. Ad- 
dressing officers at the army's general 
headquarters, Beg had said that the tragedy 
of Karbala was being re-enacted in Iraq. To 
Muslims, Karbala denotes the idealistic sa- 
crifices of a band of 72 martyrs headed by 
Imam Hussein — Prophet Muhammad's 

. grandson — in fighting the 
P strong army of a tyrannical 
4 ruler considered evil incarnate. 
Beg had also said that there 
could be no victors in the Gulf 
War, the US could end up in 
Iraq the way the Soviets had in 
Afghanistan and that the UN 
Security Council’s permission 
to use force to liberate Kuwait 
did not mean a licence to de- 
stroy Iraq. 

Sharif commented that 
Muslims all over the world 
were lamenting the plight of 
Iraqi people and that King 
Fahd of Saudi Arabia had told 
him personally that the Gulf 
War could benefit only the 
enemies of Islam. But pressed 
further, Sharif said: “Nobody can sympath- 
ise with the [Gen. Beg’s] idea.” He added 
that Pakistan’s policies are stated “only by 
the Government of Pakistan,” implying the 
general’s statement should be considered 
as a personal view. 

While Sharif was making his whirl- 
wind tour of Iran, Turkey, Syria, Jordan, 
Egypt and Saudi Arabia, his ministers 
were meeting Pakistani opinion leaders 
to explain the government's stance on 
the Gulf War. However, this did not 
help in reining in the protest rallies which 
continued to be held all over the coun- 


try. 

The premier's detractors say his dip- 
lomatic initiative was ill conceived, for even 
before starting off he had received a flat re- 
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fusal from the US to entertain any idea of 
halting the bombing of Iraq. Also, he was 
unable even to contact Saddam. Sharif said 
he had requested King Hussein of Jordan 
to contact the Iraqi president and the king 
had expressed his inability to do so. 

Sharif's critics argue that his foreign tour 
was meant only to deflect growing domes- 
tic anti-American sentiment and create a 
favourable impression. But the Washington 
correspondent of Pakistan's premier daily, 
Dawn, quoted an unidentified senior US of- 
ficial as saying that Sharif's tour was an "ex- 
tension of the public relations campaign of 
the US-led alliance." The report added that 
once domestic opposition to Pakistan's Gulf 
policy was overcome, Pakistani troop rein- 
forcements would be sent to Saudi Arabia 
to add to their current total force of 11,000 
men. 

Sharif's still undisclosed peace formula 
is believed to envisage Baghdad agreeing to 
free Kuwait, followed by a ceasefire that 
should lead to simultaneous withdrawal of 
Iraqi troops from Kuwait and allied forces 
from the Arabian Peninsula. 


by Iraq on 22 January, the very day 

Sharif embarked on his trip. Iraq's 
Ambassador to Islamabad Ismail Hussein 
said that Baghdad considered as aggressors 
all those who had sent troops to Saudi 
Arabia, regardless whether they took part 
in the fighting. The day Sharif was in Tur- 
key, Ambassador Hussein said that those 
who could not remain neutral in the Gulf 
War and deployed troops against Iraq, had 
no right to mediate. According to him, 
peace initiatives should come from coun- 
tries like Iran, which were neutral and op- 
posed to the presence of foreign troops in 
the region. 

In the event, Iran proposed its own five- 
point plan: lraqi évacuation of Kuwait, 
withdrawal of coalition forces from the 
Gulf, induction of troops from Islamic 
countries, lifting of economic sanctions 
against Iraq and a ban on Jewish immigra- 
tion to Israel. That Teheran announced its 
formula rather than supporting Sharif’s 
proposals could indicate differences be- 
tween the two countries. Ironically, Iran is 
emerging as the most credible mediator in 
the Islamic world, because Teheran alone is 
being listened to with equal attention by 
Muslim countries from both sides of the 
Gulf divide. 

In Pakistan, where the Gulf War has be- 
come a highly divisive national issue, some 
argue that the government's failure stems 
from its attempt to side with both sides of 
the conflict. Sharifs detractors maintain 
that in the rapidly changing Gulf situation, 
his policy has remained static and his ruling 
coalition is already divided. If the Gulf con- 
flict were to drag on, Sharif could face a 
challenge to his leadership of the coalition 
from rivals waiting in the wings. Li 


B ut this peace effort was shot down 
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Sentencing of dissidents suggests a gentler image 


Cruel to be kind 





By Robert Delfs in Peking 


aving suffered worldwide condem- 
H nation and ostracism by the inter- 

national community following the 
brutal crackdown of pro-democracy protes- 
ters in June 1989, the Chinese authorities 
are now raising speculation about their 
own sentencing policies. This is because of 
the comparative leniency meted out to the 
latest batch of activists to be processed 
through the Peking courts. 

Of eight people convicted on 26 January 
of counter-revolutionary propaganda and 
incitement, five were sentenced to prison 
terms of two to seven years and three were 
convicted without sentence. Another 18, 
whose crimes were relatively light and who 
had shown repentance, were released. 

Some foreign observers believe the light 
sentences mean Peking is responding to 
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Wang Dan: ‘expressed regret.’ 


pressure from governments and human- 
rights groups abroad, an argument which 
official government spokesmen strenu- 
ously resist. These same spokesmen, how- 
ever, reacted testily to the idea that China is 
taking advantage of the world’s preoccupa- 
tion with the Gulf War to deal with the dis- 
sident problem. 

Chinese sources argue that the lenient 
treatment may be primarily motivated by 
domestic considerations, including a desire 
to project an image of a “kinder and gen- 
tler” China. The leadership genuinely be- 
lieves it has restored internal political stabi- 
lity and that the Tiananmen dissidents no 
longer pose a political threat. In traditional 
terms such “magnanimity” towards “re- 
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bels” conveys an image of strength, confi- 
dence and normalcy to the broader Chinese 
public. 

But the real quality of the authorities’ 
mercy will be tested when they deal with 
some of the key activists who have not yet 
been brought to trial. These include Wang 
Juntao and Chen Ziming, the so-called 
“black hands” who allegedly participated in 
plotting the 1989 disturbances, and student 
leader Liu Gang, once listed third on the of- 
ficial most-wanted list. Since Chinese au- 
thorities often prefer to focus on a small 
number of key offenders in cases such as 
these, these three at least seem likely to be 
treated much more harshly. 

In the recent hearings, 24-year-old stu- 
dent leader Wang Dan, who was jailed for 
four years, was said to have provided infor- 
mation about other offenders and to have 
“expressed regret” for his crimes. In addi- 
tion to being jailed he was sentenced to one 
year's depriviation of political rights. 

Liu Xiaobo, 35, a university lecturer and 
literary critic, was released without sen- 
tence. The official Xinhua newsagency re- 
port said that Liu had made a "meritorious 
public expression" in mitigation — presum- 
ably a reference to Liu's videotaped 
statement in August 1989 that he did not 
see any students killed in Tiananmen 
Square. 

The stiffest sentence was imposed on 
Ren Wanding, 46, a factory accountant 
and veteran activist of the Democracy Wall 
in 1978-79, who was sentenced to seven 
years’ imprisonment and three years’ de- 
privation of political rights. The report said 
that Ren's offence was particularly grave 
and that he made no expression of regret or 
remorse. 

A former Red guard, Ren was a co-foun- 
der of the Chinese Human Rights Alliance 
during the 1978-79 Democracy Wall move- 
ment. He was first arrested on 4 April 1979 
when he tried to place a poster on Xidan 
Wall in Peking. After his release in 1983, 
Ren worked as an assistant accountant in 
an equipment-installation company in Pe- 
king. Ironically, Ren had little to do with 
the 1989 disturbances and was not viewed 
as a leader. 

Others in the latest group to be jailed 
were: Bao Zunxin, editor and historian, 
who received five years plus two years' de 
privation of political rights; Guo Haifeng, 
student leader, who got four years and one 
year's deprivation of political rights; anc 
Yao Junling, who was given two years anc 
one year's deprivation of political rights. m 
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INDIA 


Protesters win concessions but project goes ahead 


Saint is dammed 


By Hamish McDonald in New Delhi 


Gandhian-style protest over recent 
A weeks has failed to divert central and 


state authorities from a large-scale 
dam project that has aroused prolonged 
controversy within India and among en- 
vironmentalists abroad. But while the pro- 
testers seem to be in retreat and the con- 
crete pours go ahead, their campaign has at 
least won promises of better compensation 
for people displaced by this project and 
others that may follow. 

The Sardar Sarovar is the first of several 
large dams in a long-term scheme to store 
and channel the 1,300 km Narmada River 
and its many tributaries. The Narmada sys- 
tem is the largest west-flowing waterway in 
India, and the 139-m high dam is planned 
to provide enough water to irrigate more 
than 2 million ha in dry areas to the north- 
west in Gujarat state, supply water for 
towns and industry, and generate 1,200 
MW of power. 

The estimated cost for the dam and 
hydroelectric station is Rs 20.6 billion 
(US$1.13 billion), plus Rs 6.25 billion for the 
main canals. The World Bank is providing 
US$450 million of this, with Japan furnish- 
ing about US$150 million in a yen loan. 

Developing the Narmada has been 
talked about since the 1940s, and the broad 
concept was Officially inaugurated by the 
late prime minister Jawaharlal Nehru in 
1961. A tribunal sat for 10 years sorting out 
the claims on the Narmada waters by the 
three surrounding states of Gujarat, Madhya 
Pradesh and Maharashtra, setting maximum 
heights for Sardar Sarovar and other major 
dams upstream. The World Bank became 
involved in the financing in 1985. 

By that time, India had gained experi- 
ence with many other dam and irrigation 
schemes. Although they helped bring huge 
pay-offs in food self-sufficiency, there were 
several adverse effects. Displaced people 
were neglected, upstream erosion rapidly 
led to reservoirs silting up, water was lost 
in badly made canals and poorly planned 
irrigation caused waterlogging and salina- 
tion of some land. These lessons contri- 
buted to a disenchantment with large scale 
engineering works, and critics urged an al- 
ternative approach based on a multitude of 
small reservoirs and localised irrigation. 
Involvement of international agencies and 
foreign governments gave these critics extra 
leverage. 

It took two years for the World Bank 
financing to be tied up for Sardar Sarovar, 
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as extensive environmental impact studies 
were undertaken and the Gujarat govern- 
ment raised the level of compensation of- 
fered to displaced villagers. The bank was 
not satisfied with the evaluation of the Nar- 
mada Sagar project and effectively halted 
its participation, which in turn stopped 
most of the work on the dam itself. 

The improved compensation won over 
several of the previously opposed volun- 
tary groups in Gujarat, who turned their 
efforts from trying to block the dam to 
monitoring the arrangements for moving 
and paying the affected villagers. But many 
others have remained wholly against the 
scheme, and continued to rally opposition 
among the some 100,000 people they say 
will be displaced by the 214-km long and 
1.8-km (average) wide reservoir behind the 
dam. 

With about Rs 4 billion spent and the 
dam foundations laid, work on the Sardar 
Sarovar is now at a "point of no return" 
from an engineering point of view. A cable- 
way across the site will quickly bring the 
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concrete for the dam wall, which should 
be ready for the reservoir to start filling in 
1994-95. 

In late December the dam’s opponents 
began a 200-km march on the site. At the 
fore was a nationally known figure of al- 
most saintly stature in India, Murlidhar De- 
vidas “Baba” Amte, whose career has been 
compared to that of Mahatma Gandhi. 
When on 7 January Gujarat police blocked 
the march on the state’s border with 
Madhya Pradesh, Amte and six others 
began a “fast to death.” 

As the 76-year-old Amte and his fellow 
fasters wilted in their camp, local au- 
thorities remained unmoved. Gujarat Chief 
Minister Chimanbhai Patel accused Amte 
of being a “prisoner” of associates financed 
and incited by “foreign agencies and foun- 
dations.” He said the Sardar Sarovar was 
the “most investigated scheme in the 
world” and had passed all the tests. 

On 28 January, prompted by the forma- 
tion of a “citizen’s committee” to review the 
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project, the protesters called off their fast. 
Although the committee includes a number 
of senior figures — among them a retired 
auditor-general and the chairman of the 
University Grants Commission — it does 
not appear to have any official status, and 
Patel has not given any public commitment 
to follow its recommendations when they 
are unveiled in two months time. The anti- 
dam activists may now encourage villagers 
not to leave affected areas — so it may not 
be until the reservoir starts rising in four 
years time that the final confrontation 
comes. 

Much will depend on delivery of the 
promised compensation, and with land in 
short supply it will not be easy. But one 
outcome already has been that proponents 
of large-scale irrigation schemes have had 
to argue their case harder — and have ad- 
mitted that poor ancillary work and neglect 
of the social impact have led to many of the 
alleged failings of such projects. 

The economics of Sardar Sarovar have 
so far withstood the attacks of its critics. 
Proponents say the dam is economic on the 
basis of its power generation alone, so any 
greater selectivity in irrigation because of 
salinity or other soil problems would not 
destroy the scheme’s financial viability. Up 
to a point, they say, surplus water can be 
applied to more intensified irrigation in 
suitable areas. 

On the environmental impact, dam au- 


r valley project 


M; Uu ns j ie 
<n rie. ry à 
" t Fe n 
== = ed 
p is 4 
2d 





thorities say while the 37,000 ha to be inun- 
dated includes some 11,600 ha classed as 
forest, nearly all of this is greatly degraded. 
Far from living in harmony with pristine 
forests, the tribal villagers were mostly sub- 
sistence farmers on arid hillsides. By com- 
parison with the one-time loss of this 
shrinking forest, the incursion of popula- 
tion for various purposes causes the loss of 
about 20,000 ha of forest each year through- 
out the Narmada basin. Some compensa- 
tion would come from the greening of the 
vast new areas the dam will bring under 
irrigation. 

Without the dam, its proponents point 
out, the environment would come under 
greater pressure. In Gujarat, where irriga- 
tion promises a great expansion of food 
production, food scarcity has increased 
throughout the 1980s and potable water in- 
creasingly has to be trucked into towns and 
villages during dry seasons. Without the 
Sardar Sarovar project, millions could be 
forced to migrate to city slums. 3 
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India, Pakistan nuclear 
treaty ratified 


> A treaty that pledges Pakistan and India 
not to attack each others’ nuclear facilities 
came into force on 27 January after being 
ratified by both countries. The treaty was 
signed about two years ago by Rajiv 
Gandhi and Benazir Bhutto, the then 
respective prime ministers of India and 
Pakistan, but remained unratified until 
recently. According to India’s High 
Commissioner to Pakistan, J. N. Dixit, the 
treaty covers seven nuclear facilities in 
India, while Pakistan has requested a 
three-month period to prepare its list of 
nuclear installations to be covered under 
the accord. India will formally exchange its 
list with Pakistan when the latter is ready, 
Dixit said. 


Cambodia peace efforts 
focus on Vietnam 


> Renewed attempts to bring peace to 
Cambodia are under way with a visit to 
Vietnam and Thailand by Indonesia's 
Foreign Minister Ali Alatas and France's 
Deputy Foreign Minister Edwige Avice. 
The aim of the 31 January-4 February 
mission by the two Paris conference 
co-chairpersons is primarily to persuade 
the Hanoi leadership to relax its tough 
stance on the draft peace agreement drawn 
up in Jakarta last year. Talks in Paris 
during December 1990 came close to 
persuading Hun Sen to agree to the draft 
proposals, but were seen to fail because of 
pressure from a conservative faction of his 
government and resistance from Hanoi to 
the agreement. Diplomatic sources say 
Alatas and Avice are hoping that by going 
directly to Hanoi, Hun Sen can be 
influenced to set aside what Alatas 
describes as the "few points" of 
disagreement he has with the draft 


agreement. 


Row in India over refuelling 
US Gulf-bound transports 


> The government of Indian Prime 
Minister Chandra Shekhar was criticised 
by opposition parties and the media after it 
was revealed US military transport aircraft 
had been refuelled at Bombay airport while 
shuttling supplies from Clark airbase in the 
Philippines to the Gulf. The C141 jet 
transports began using Bombay on 9 
January, and by 28 January some 39 
landings had been recorded by airport 
workers. Government officials said New 
Delhi understood the aircraft were carrying 
“non-lethal” cargoes. Given friendly 
bilateral relations, and India being a party 
to the UN resolution calling for Iraq to 
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withdraw from Kuwait, the government 
saw no reason to deny the US refuelling 
facilities. However, an opposition 
Congress party spokesman said this 
constituted a deviation from a longstanding 
policy to refuse access to Indian air space 
to all aircraft carrying military supplies to a 
war. 


Thais offended over US 

media terrorism charges 

> The Thai Government issued a 
statement on 25 January saying it was 
"deeply concerned and dismayed" over a 
report in the Los Angeles Times newspaper 
indicating that Bangkok was a logistics 
centre for pro-Iraqi terrorism in the region. 
The government pointed out that Thailand 
has never been the target of terrorist strikes 
or been used as a base for terrorist 
activities. The Thai authorities later asked 
the Bangkok media to refrain from 
commenting on terrorist-linked security 
measures currently in force in the capital. 
Thai officials are also growing increasingly 
concerned about a decline in foreign 
tourism and hotel bookings since the 
outbreak of the Gulf War. 


Social indicators 
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US, South Korea scale down 
annual military exercise 


> The Gulf War appears to have forced the 
US and South Korea to scale down their 
joint annual military Team Spirit exercise. 
A spokesman from South Korea's Defence 
Ministry said on 25 January that the 
manoeuvres will be held for 10 days in 
March — a departure from the usual 
month-long exercises that involved tens of 
thousands of US and South Korean troops 
in the past. By going ahead with the 
planned exercise, however, both the US 
and South Korea appear to signalling to 
North Korea that it should continue to play 
a full part in promoting the dialogue now 
under way over a peaceful means to 
resolve the enmities that divide the 
peninsula. 
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Japan cool towards 
Malaysian ecónomic plan 
> In advance of 
formal discussions 
between Japan and 
Malaysia on Kuala 
Lumpur's proposal 
for a new East Asian 
Economic Grouping 
(EAEG), Japan's 
Foreign Minister Taro 
Nakayama has 
indirectly signalled 
dislike of the idea. In a broad-ranging 
foreign policy speech before Japan's 
parliament on 25 January, Nakayama 
declared the “most appropriate" form of 
regional economic cooperation in Asia was 
to make "full use of existing framewor 

He specifically mentioned Asean, the 
Asian Pacific Economic Cooperation 
grouping and the Pacific Economic 
Cooperation Council as being suitable 
forums for "expanding dialogue and 
cooperation on political and economic 
problems in the region." Malaysia believes 
that Japanese participation is essential if 
the EAEG concept were to have any chance 
of succeeding. 





Nakayama. 


Many Indonesian Muslims 
opt out of 1991 haj 


> Registration for this year's Muslim 
pilgrimage, or haj, to holy sites in Saudi 
Arabia has declined drastically with the 
outbreak of the Gulf War. Minister of 
Religious Affairs Munawir Sjadzali said 
only 7,000 people had registered so far, a 
decrease of about 14,000 people from the 
same period last year. Sjadzali said the 
government had not yet taken any 
decision whether to cancel the pilgrimage 
this year. Meanwhile, the government has 
urged Indonesian Muslims not to be 
carried away by reports from the Gulf, and 
again stressed that the war was not a 
religious conflict. 


Thailand approves 
new US ambassador 


> The Thai cabinet on 29 January 
approved the nomination of David 
Lambertson as the new US ambassador 
to Thailand. Lambertson, currently 
Deputy Assistant Secretary of State 

for Asia and the Pacific, will replace 
Daniel O’Donohue, who is due to 
complete his three years as ambassador 
in June. Lambertson previously served 
in the former South Vietnam, Indonesia, 
Japan, Australia and South Korea, and 
is regarded an expert on Cambodian 


policy. 
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In business, success often 
depends on the image you project, 
in person and on paper. That's why 
Toshiba makes copiers of most 
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maximum efficiency and minimal 
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advanced electronics ensure high 
reliability and low maintenance. 

Whatever your business, 
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meet your needs, from laptops and 
faxes to key telephone systems. And 
the total support to back you up. 
Because when it comes to your 
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Multinational force for Bougainville 
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dw which hai been 


island states of Fiji, the So- 
: lomon Islands and Vanuatu, is fundamen- 
tally a peace-keeping force, but the term 
“supervisory” is seen as a face-saving for- 
< mula for PNG, which has previously in- 
“sisted that the Bougainville independence 

- issue is an internal one. 
This latest treaty between the two sides 
— the second attempt in five months to 
end the seccessionist struggle — was 
signed in Honiara, the Solomon Islands 
capital, by Joseph Kabui, former premier 
of Bougainville, and Sir Michael Somare, 
_ PNG's Minister for Foreign Affairs. It defers 
- the issue of the island's political status for a 
-further round of talks which are expected to 

| take place later this year. 
^ The so-called Honiara Declaration on 
x Peace, Reconciliation and Rehabilitation on 
a Bougainville also failed to make any refer- 
"e “ence to the island's huge copper mine, 























MALAYSIA 


Hardening its stand towards Vietnamese 
boat people, the Malaysian Government 
has taken the first steps to shut down 
Pulau Bidong, the island transit camp for 
Vietnamese refugees off Malaysia's east 
coast. About 600 of Pulau Bidong's 13,000 
residents have already been transferred 
|. to the transit camp in Sungei Besi on the 
-. outskirts of Kuala Lumpur, which was 
"| originally meant for refugees who had 
[^ been accepted by a third country. 
... Although Foreign Minister Datuk 
ibu Hassan Omar denied the 30 April 
idline for the camp's closure men- 
in initial press reports — perhaps 
reasons — the government S 
n the boat people is final. Three 
; an announcement by South- 
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which was closed in May 1989 after a cam- 
paign of sabotage by independence sup- 
porters. The mine, operated by Bougain- 
ville Copper Ltd., accounted for 40% of 
PNG's exports and its closure p ompted a 
10% devaluation of PNG's currency, as well 
as cuts in public spending and moves to re- 
strain wages. 

Bougainville delegates to the talks won 
the multinational peace-keeping concession 
they were seeking by giving an undertak- 
ing that the Bougainville Revolutionary 
Army (BRA), which set up an interim gov- 
ernment after announcing a unilateral dec- 
laration of independence last May, would 
surrender its arms. 

PNG has undertaken to find funding tor 
the MST in order to hasten its formation, 
and initial responses from Australia and 
New Zealand indicate a willingness to be- 
come involved — provided some of the 
finer details, such as the length of time the 
MST might be required to remain on 
Bougainville, are ironed out. 

Although it is not spelt out in the agree- 
ment, Somare confirmed immediately after 
the sigr ing that the presence of the MST on 
the island would rule out any return of the 
PNG Defence Force, a long-standing de- 
mand of the Bougainville side. Defence 
Force troops on the island of Buka, at 
Bougainville’s most northern tip, would 
also be removed i in time, he said. Members 





ae ‘Push off policy 


east Asian countries that they would au- 
tomatically grant refugee status to boat 
people arriving after March 1989, 

prompted an upsurge of Vietnamese ref- 
ugees to Malaysia. 

Malaysia has been a preferred country 
of first asylum for Vietnamese fleeing 
their homeland since 1975. More than 
230,000 have passed through Pulau 
Bidong on their way to North America, 
Australia and Europe. But with hospital- 
ity in settlement countries wearing thin, 
Malaysia is worried that it will be left with 
the residual problem of unplaced ref- 
ugees — many of them ethnic Chinese — 
which would complicate the domestic 
aspect of any possible absorption into 
this predominantly Malay country. The 
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PNG's Minister i Provincial 
Fr. John Momis, is also to play. 
in implementing the treaty and will 
sponsible for appointing an intemal 
force to restore normal conditions. 
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districts Palat dh thie: island, 
members of the BRA. He may e 
nate the BRA's supreme cory ar 
cis Ona, who has led the s 
since 1988 but is still in hiding and dic 
attend the Honiara talks. 

According to the declaration, ful 
habilitation of the island is. 
tween 18 to 36 months. 1 





Trengganu state government has long. 
pressed for Pulau Bidong's dosure, so as. | 
to develop the island for tourism and 
fishing. 

Although Malaysian officials rout 
plead ignorance of it, Malaysia has 1 
practising an unofficial “push off" p 
for Vietnamese boat people e ! 
1989. Nevertheless, letters written 
boat people to friends and relatives « da 
that Malaysian forces along the east cx 
have taken to providing food, bl 
and fuel and then pointing the re 
to Indonesia. Refugee sources say there. 
have been no fresh arrivals in Malay mac 
since July 1990. | 

Meanwhile, 6,000 Vietnamese on Pul 
Bidong have been interviewed to d 
mine whether they are genuine ref 
Of the 4,000 told of the outcome 
screening, only 25% have qualifie 
rest are deemed economic 
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INDONESIA 


Early moves ahead of national elections 


Campaign of attrition 


By Michael Vatikiotis in Jakarta 


he year opened briskly in Indonesia, 

with all three of the country’s politi- 

cal parties limbering up for general 
elections due to be held by April 1992. The 
government has already begun preparing 
the ground for what it calls the nation’s 
“festival of democracy.” 

However, two key questions dominate 
what is the New Orders sixth electoral 
cycle. The first is to what extent the remark- 
ably voluble debate about political change 
over the past three years will affect the way 
these elections are conducted. The second 
is whether or not the outcome of the pro- 
cess, culminating in a presidential election 
in 1993, will be any different from the past 
five quinquennial affairs, when President 
Suharto received an overwhelming man- 
date to remain in office. 

Given the restrained nature of Indone- 
sian politics, many local analysts are al- 
ready confident both questions can be 
answered, even at this early stage. In short, 
they say neither the manner in which the 
elections are held, nor the ultimate result, 
are likely to hold any surprises. 

Perceived as a potential flashpoint for 
unrest, electioneering is carefully controlled 
and tempered by intensified monitoring of 
political expression. Political leaders outside 
the government agree with this. “We can- 
not have millions of people clamouring for 
change overnight,” says Rachmat Witoelar, 
secretary-general of Golkar, the largest of 
the country’s three parties. “Nobody can 
predict what will happen during the cam- 


paign, and that in itself is a dangerous situ- 
ation,” says Kwik Gian Gie of the Indone- 
sian Democratic Party (PDI). 

The past six months have seen the gov- 
ernment put the final touches to new elec- 
tion rules aimed at ensuring campaign ral- 
lies are even more rigidly controlled than in 
previous years. Mass rallies, like those wit- 
nessed during the 1987 elections, will be 
restricted in size and movement. Vehicle 
parades will be banned, and parties will in- 
stead be urged to make more use of radio 
and television to publicise their political 
platforms. 

So far, there has been little resistance to 
this from the parties themselves. Golkar 
has sent a team to the US to study the 
use of the media by political parties. 
Some PDI officials do not want a repe- 
tition of the 17 April 1987 rally which 
attracted upwards of 1 
million Jakartans. Political 
analyst Burhan Magenda 
does not believe the govern- 
ment is out to hamper 
the elections, though by 
seeking to improve the 
quality of the campaign, he 
admits "in a sense this 
means imposing more re- 
strictions." 

Apparent consensus on 
the need for an orderly elec- 
tion campaign is somewhat 
at odds with the rhetoric 
emanating from the politi- 
cians themselves. The past 
few weeks have seen the 





leaders of both minority parties make stri- 
dent demands for change. PDI leader Soer- 
jadi, describing his party as the "river carry- 
ing water sprung from the political rights of 
the people," has called for a reassertion of 
people's sovereignty through representa- 
tive institutions. 

So far, he asserts, neither the Represen- 
tative Assembly (DPR) nor the People's Con- 
sultative Assembly (MPR) have functioned 
properly. 

Ismail Hasan Matereum, the new leader 
of the United Development Party (PPP) — 
which nominally represents Muslim in- 
terests — made a blunt call for power shar- 
ing. Matereum told the REVIEW that not 
since 1978 had a PrP leader been given a 
seat in cabinet. "A system of politics with- 
out opposition must encourage consensus 
and power sharing," he said. Matareum 
added that the PPP's strategy will be to de- 
mand a place in the cabinet and remind the 
government of its constitutional commit- 
ment to the role of the state in the 
economy. 

Both the PDI and PPP are vying for the 
marginal majority, though Golkar is ex- 

ed to win more than the 74% it 
achieved in 1987, leaving a smaller margin 
to contest. Golkar has tradi- 
tionally relied on the virtu- 
ally obligatory support for 
the party from the country's 
4 million civil servants. The 
smaller parties have asked 
for polling day to be held on 
a public holiday to maximise 
the neutrality of government 
employees. 

Against this must be set 
Golkar's more active political 
record over the past three 
years. While the PDI and PPP 
have both been plagued by 
protracted internal disputes 
over the party leadership, 
Golkar MPs have made 
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Ornamental powers 


The protracted leadership struggle within Indonesia’s small 


. Democratic Party (PDI) may not amount to much by the byzan- 


LY 


. tine standards of national politics, but it illustrates the inherent 
weakness of the country's toothless party structure. 


_ Four years ago the PDI swept to victory in the Jakarta area 


ls after a campaign largely orchestrated by the armed forces (Abri). 
. Their share of the national vote also increased from 7.8% to 


16 


10.896. Tens of thousands of supporters, sporting red flags, ban- 


ners and even portraits of former president Sukarno, thronged 
Jakarta and gave an impression of being an opposition party. 
Once polling finished, however, the party’s mechanism — in 
with all Indonesia's political parties — was effectively 
shut down under a law that bars rallies and speechmaking 
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once the votes have been counted and the campaign ended. 

An amalgam of former Christian and nationalist political 
interests, the PDI, like its nominally Muslim sister United De- 
velopment Party (PPP), is strictly circumscribed by laws which 
ensure its political p e is consistent with the state 
philosophy Pancasila, and its hierarchy is rigorously screened 
by the bureaucracy and security agencies. 

Soerjadi, a nationalist student activist in the mid-1960s, has 
led the party since 1986. Opposition to his leadership, however, 
has focused on the uncertainty over the length of his tenure. 
Soerjadi's term is due to run until 1993, but this has been chal- 
lenged by a group of 17 PDI MPs led by Yusuf Maruk, who 
argue he must call a congress this year when his leadership 
will be reviewed. Expelled from the party and stripped of 
their seats in the Representative Assembly, this group has 
resorted to demonstrations and hunger strikes to articulate their 
grievances. Soerjadi admits this has given the party a bad 
image. "We can only hope the image will be reversed by the 
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headlines with outspoken criticism of 
government policies and tacit calls for 
political change. Witoelar hopes as a 
result voters will regard Golkar can- 
didates less as government stooges and 
more as working politicians. That will 
depend on just how seriously the elec- 
tion itself is taken as a vehicle of political 
change, for behind the intensified politick- 
ing in the run-up to the 1992 election 
lies more significant manoeuvring by In- 
donesia’s key power groups represented 
by the president and the armed forces 
(Abri). 

Abri has a lot riding on the outcome of 
the forthcoming DPR and presidential elec- 
tions. In 1987, the military successfully 
manipulated Golkar and PDI votes, sup- 
pressed the PPP and boosted Abri member- 
ship in the DPR. But in the 1988 presidential 
election, their wishes were flatly rebuffed 
by Suharto after military efforts to prevent 
Sudharmono becoming  vice-president 
failed. Since then the principal topic of po- 
litical debate — much of it conducted by re- 
tired Abri officers — has been the likeli- 
hood or desirability of supporting Suharto 
for a sixth term. 


March 1993, the date of the presiden- 

tial election, has not indicated his 
wishes either way. Instead, he sticks solidly 
to the argument that no one but the 1,000- 
member MPR, can decide on who will be 
president. 

Critics point out that as much as 20% of 
the MPR membership is appointed by the 
government, and all prospective members 
must undergo a strict screening procedure. 
With other MPR members comprising all 
cabinet ministers, senior civil servants, mili- 
tary officers and provincial governors, few 
political analysts credit the body with much 
potential for independent action. Indeed, a 
recent proposal by some intellectuals and 
politicians to limit the presidential term to 


S uharto, who will be 72 years old by 


just two five-year periods, 
has been interpreted as a 
means of giving the MPR 
more teeth. 

Perhaps stung by recent 
questioning of the MPR's 
sovereignty, Suharto gave 
assurances that he would 
not exert pressure on the 
MPR. In a 16 January tele- 
vised address to a Golkar-re- 
lated youth group, Suharto 
said “there is no need to 
worry as if I would try to in- 
fluence the MPR to go on 
electing me.” Adopting a 
light-hearted approach, 
Suharto said there was no 
need for the people to re-elect him now 
that he was becoming “old, toothless 
and senile.” Few read this as a sign of 
weakness. Rather, in a political culture 
which denotes seniority by age, his re- 
marks were seen as a strong assertion of his 
position. 

Political allies and critics alike also point 
out that Suharto is now less inclined to to- 
lerate questioning of the system over which 
he has presided for so long. “In the past, 
the political parties made a more construc- 
tive input to the government,” said one 
former Golkar official, “now they are 
peripheral.” Burhan Magenda agrees. “An 
active DPR like that of the late 1960s and 
early 1970s is no longer Suharto’s style. 
Too much activity from the DPR and MPR 
upsets him.” 

Current thinking is that moves to re- 
place Suharto in 1993 are unlikely. The mi- 
litary, analysts say, has decided in the in- 
terest of national stability to back the status 
quo and fight instead to retain influential 
positions in the cabinet — and they will 
almost certainly lobby hard to influence 
the appointment of a new vice-president. 
Abri's capacity to differ with the president 
has in any case been undermined by 





Witoelar: controls. 


Suharto’s placing of loyalist 
officers in key command 
positions. 

Meanwhile, the military 
leadership is making efforts 
to strengthen its lines of 
communication with civilian 
political and intellectual 
groups. Academics at 
Jogyakarta’s Gajah Mada 
University have been meet- 
ing Abri officers for the past 
three years, a move de- 
scribed by one as reflecting 
Abri's "lack of conceptual 
thinkers and need for a new 
socio-political framework." 
PDI sources say the military 
will lend backing to their party in 1992, 
because "we can say things they can't 
say." 

Even if a consensus has already gelled 
on what the outcome of these elections will 
be, Suharto has apparently felt compelled 
to broaden the popular basis of his support 
by tapping the country's Muslim majority. 
The trend was first observed with his back- 
ing of a law boosting the authority of Mus- 
lim religious courts in mid-1989, and was 
confirmed by presidential sponsorship of 
the new Organisation of Muslim Intellectu- 
als (ICMI) in December 1990. Some obser- 
vers see the move as a way of erecting a 
bulwark against Abri, in much the same 
way as Indonesia's first president, Sukarno, 
employed the communists in the mid- 
1960s. 

Judging from Abri's angry reaction to 
the ICMI meeting in December, there are 
grounds for assuming the military fear a 
wedge being driven between them and the 
people. Given the length of time before the 
1992 elections, one view is that Suharto's 
use of the Muslim factor may be a short- 
term calculation, aimed at weakening po- 
tential alternative power bases before they 
grow too strong. * 
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strength of our campaign," he told the REVIEW in an interview. 

5o far the government has implicitly supported Soerjadi's 
position by not insisting on an early congress. For the home 
minister there would be the problem of finding an acceptable 
leader so soon before the election. "Although there are pres- 
sures within the party to topple Soerjadi, they will probably not 
succeed," said a senior PDI official. 

Meanwhile, the party has sought to strengthen its election 
chances by setting up a research body. The aim, according to its 
chairman Kwik Gian Gee, is "to try and exercise statesmanship 
instead of politicking.” Taking his cue, as others have done, 
from Suharto's 16 August speech last year in which the presi- 
dent welcomed "different opinions," Kwik and his party col- 
leagues want to articulate political issues with a broad popular 
appeal. “I think there are certain truths which everyone shares,” 
he said. He includes among them the promotion of a law 
against monopolies in the business sector and other restraints 
on vested business interests. 


By contrast, Soerjadi's style is brashly populist and prone to 
deploying symbols. One of the more powerful images at the 
1987 election was the display of Sukarno's picture at party ral- 
lies. Political analysts detect something of a revival of Sukarno's 
popularity since then — a factor Soerjadi could well exploit. He 
has invited Sukarno's only son, Guruh, to stand for election in 
1992. In the 1987 campaign, Sukarno's daughter, Megawati, 
was a considerable crowd-puller. 

The key question for the PDI is whether Abri will lend it as 
much backing as it did in 1987. Soerjadi claims Abri has already 
been instrumental in helping the PDI establish village level rep- 
resentation in areas previously dominated by Golkar. 

However, Abri was angered when Soerjadi abandoned their 
cause by supporting Sudharmono's candidature as vice-presi- 
dent in 1988. But with Suharto's successful co-option of the 
Muslim mainstream, Abri is considered to have little choice but 
to fall back on the PDI if it chooses to orchestrate a token show 
of hands for an alternative. B Michael Vatikiotis 
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nti- iil aaa and appeal to poor fuel bid for power 


Aspiring to high office 


MALA piama aa Ni Metter ra eek aannaaien AA NPAs emery here eve n aa tute 


Byt Rodney Tasker in Bangkok 


[he launching pad designed to 
project former Thai army chief 
JA Chaovalit Yongchaiyut to political 
power is just about ready. Fuelled with a 
mixture of claimed populist support, par- 
cularly among the rural poor, anti-corrup- 
tion zeal and a nod from the politically 
powerful military leadership, Chaovalit evi- 
dently feels his New Aspiration Party (NAP) 
will propel him on course to succeed Prime 
Minister Chatichai Choonhavan in a gen- 
eral election which most political observers 
expect by June at the latest. 
<- Two names crop up seriou sly in political 
circles when the position of prime minister 
is discussed: Chatichai, or whoever suc- 
ceeds him in his party, and Chaovalit. 
-.. Chatichai is now weighed down by a some- 
|^ what incongruous five-party coalition, in- 
' duding the former opposition Solidarity 
= and Prachakom Thai parties, which he 
_ welded together in December. Many obser- 
«e Vers expect it to fall under the weight of its 
|. own incompatibility, continuing corruption 
-charges and lack of public confidence soon 
|». after parliament reconvenes in May. 
While Chatichai and his squabbling 
lieutenants in the dominant Chart Thai 
party will doubtless wait for an opportune 
| time when their well-oiled machine with 
_ immense funds at its disposal will be able 
to attract other like-minded parties to help 
win a snap election, Chaovalit and his ad- 
visers are gearing for an election which will 
come well before the Chatchai administra- 
tion's current term expires in 1992. 
That is why Chaovalit is currently fly- 
ing around the country almost non-stop, 
preaching his party's so-called new-wave 
litical philosophy. The NAP claims it will 
ike through the formidable barrier of 
tional money-oriented politics. Accord- 
to NAP acting secretary-general Prasong 
onsiri, the party stands for "power to the 
ople. ” He added: “In a democratic coun- 
', people should have absolute power to 
cide their fate." 
he NAP boasts 230,000 members — 
‘than any other party — with 1 million 
oal. Party leaders believe corruption- 
Thais seeking a new direction will 
in outright majority in the 357-mem- 
Jouse of E dau cR Soli s. 

































30 MPs in a new parliament. 

In any case, the critics say, Chaovalit still 
knows the value of money in Thai politics. 
Despite his past virtuous pronouncements 
about patiwat (revolution) and champion- 
ing the poor, they point out that during the 
four years he occupied the powerful posi- 
tion of army commander until his retire- 
ment in March 1990 Chaovalit ensured his 
party would have access to substantial 
wealth to fight an election. 

Enlisting retired squadron-leader Pra- 
song as his party's main organiser and 
thinker was a shrewd move by Chaovalit. 
Prasong was for two years former prime 
minister Prem Tinsulanond's powerful 
secretary-general until Chatichai came to 
power in August 1988. Before that he was 
for six years secretary-general of the Na- 
tional Security Council, a position carrying 
substantial security and political clout. 

In an interview with the REVIEW Prasong 
stressed that the NAP wanted to instil into 
the Thais the habit of voting for parties and 
their policies, rather than simply for per- 
sonalities. But Chaovalit's enigmatic style, 
and the zest with which he pursued his 


party leader the former army ‘boss k is du 
pected to rely at least partly on his. person- 
ality and on the perception that he is still 

supported by the military leadership. 

Chaovalit's lingering support from the 
military will be a political asset if he is 
matched against Chatichai. The prime 
minister has shown that he still seeks mili- 
tary endorsement of his administration 
even though he is trying to nurture a mature 
civilian democratic system. But he has been 
treated with distrust by armed forces com- 
manders since going back on his word to 
drop a controversial minister from his 
cabinet in last November's reshuffle. 

Despite Chaovalit’s populist preten- 
tions, some political analysts fear he may 
prove to be a military Trojan Horse in the 
country’s civilian-led democratic system. 
As he sat in the NAP’s new sprawling 
headquarters in Bangkok, Prasong was 
cautious when discussing military Support 
for Chaovalit. 

"| believe the military will give moral 
support to Chaovalit," he said, stressing 
that political parties such as the NAP and the 
military should "walk together" politically, 
rather than one being beholden to the 
other. Many military figures surrounded 
Chaovalit in the party, he said, but he em- 
phasised that they had retired from the ser- 
vice. 

Some of these figures will be announced 
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MACAU 


Press pressures 


In the Portuguese endave of Macau, 
where the socio-political order is domi- 
nated by pro-Peking organisations and 
the gambling establishment headed by 
casino tycoon Stanley Ho, even the usu- 
ally docile and self-censoring journalists 
in the Chinese-language media are fret- 
ting under recent government measures 
designed to bring the media to heel. 

Fears have been raised over the enact- 
ment in August of the Press Law and a 
proposed code of practice which lays 
down journalists’ rights and obligations. 
While there is no evidence that the re- 
strictions against the press were intro- 
duced at the instigation of the Chinese 
Government, which will take over Macau 
in 1999, some journalists said they could 
be used in future to control and suppress 
the news media, which the Chinese Gov- 
emment held responsible for encourag- 
ing the student uprising in 1989 and for 

| whipping up emotions in Hongkong and 

Munna ea Macau, where huge demonstrations fol- 
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lowed Peking's brutal crackdown. 

Last summer the then Macau gover- 
nor, Carlos Melancia, under fire from Lis- 
bon for compromising too readily with 
Peking, responded by attacking the 
Chinese Government for interfering in 
the enclave's affairs. Relations with Pe- 
king were jolted and some journalists 
said it was possible that Melancia could 
have offered to mend. the fences by intro- 
ducing the Press Law, which makes it a 
crime to "abuse the freedom of publica- 
tion." 

Although the law recognises the jour- 
nalists' need to keep sources of informa- 
tion confidential, except in cases involv- 
ing criminal offences, it requires news- 
papers to publish corrections and denials 
by parties who can prove they have been 
wronged, and provides for severe penal- 
ties for those who fail to comply. It also 
lays the groundwork for a publications 
committee to investigate complaints and 
comment on journalistic ethics, but a pro- 
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as members of the NAP’s executive commit- 
tee along with retired bureaucrats, busi- 
nessmen and academics, when the party 
holds an inaugural rally in early March. 
Some political observers say the core of the 
NAP is top-heavy with distinguished but 
passe former politicians and bureaucrats. 

According to Prasong, he and Chaovalit 
were among a cabal of five eminent figures 
who plotted to form the party as early as 
five years ago. Chaovalit may have had his 
future political ambitions in mind when 
he launched the army’s “harapan baru,” or 
new hope, project to create harmony 
among minority Muslims and majority 

. Buddhists in the south. The same ideas 
. may have inspired the “green Isarn” project 
. to improve life for impoverished rural 
_ dwellers in Thailand's northeast region in 
the late 1980s. 

In his nationwide travels, Chaovalit con- 
stantly refers to the need to improve the lot 
of poor farmers, such as those in the north- 
east. In the south, where there is a 2 million 
Muslim community, his harapan baru pro- 
ject means he is greeted "like a Muslim 
leader," Prasong said. 

All this will undoubtedly help Chaova- 
li's bid to gain an image as a man of the 
people. "He can approach, talk, sit down 
and eat with these people, and listen to 
their complaints," Prasong said. The NAP 
leader obviously wants to build an image 
that will differ from that of existing parties, 
whose MPs he has chided as being mere 
"traders." In one recent speech, Chaovalit 





vision that this should be organised by 
. the government was dropped after public 
< protests last summer, and it was agreed 
-. that the news media should be responsi- 
_. ble for appointing members to serve on 
< > Public opposition also overturned a 
. move to outlaw the publication of "false 
news" — a ploy probably borrowed from 
Hongkong, which introduced such a pro- 
. Vision. in 1987 only to ditch it less than 
© two years later. But the Press Law retains 
: the journalistic code of practice — a badly 
nslated mishmash of government reg- 
ulations, moral and ethical standards and 
~ company internal procedures, which ig- 
. mores reality. For example, since many 
. Macau journalists are badly paid, they 
. have to take on two or three jobs. Yet the 
` ode stipulates that journalists should not 
-.:do more than one job. 
-The government proposes to offer 
ibsidies to journalists, ranging from 
eral hundred patacas to more than 
atacas 1,000 (US$128) month. The code 
also lays down that people who have 
een imprisoned five times should be 
xd from journalism, which would 
that the recently re-elected Por- 
iguese President Mario Soares, jailed 13 






































told a crowd in southern Thailand that 
“MPs do not really come from the people,” 
a reference to vote-buying. Nevertheless, as 
Prasong admitted, some MPs now with 
other parties will run in the NAP line-up at 
election time. 

sometimes Chaovalit has gone too far 
with his demagoguery, such as when he 
told a contrived rally of bewildered motor- 
cycle taxi riders in Bangkok — all wearing 
free T-shirts — that the party championed 
their cause. 

At the NAP's major inaugural rally in 
early March, apart from announcing its per- 
sonalities, the party will also lay down its 





times by his political opponents, would | 
not be allowed to work as a journalistin | 
Macau. 

The subsidy proposal has found | 
favour with many in the news profes- | 
sion, where the starting pay in the | 
Chinese press is around Patacas 2,000 a. | 
month and the monthly pay for experi- | 
enced journalists seldom exceeds Patacas | 
5,000. Against such derisory pay levels 
among Chinese journalists, their Hong- 
kong counterparts seem to have found El | 
Dorado. The average monthly salary in | 
the British colony is HK$7,000 (US$897). | 

The deputy editor of the Chinese | 
language daily Jornal Va Kio, Tang Chou- 
hei, said newspapers already received 
government subsidies in the form of offi- 
cial advertisements. The head of Chin- | 
ese television news at Macau Television, | 
Thomas Lou, warned that if the subsidy 
scheme was accepted it would inevitably 
affect the free and independent opera- 
tions of the media. But the journalists 
face problems other than simply poor | 
pay. Some said they were not confident | 
they could mount an effective challenge | 
to an insensitive administration, because | 
their own profession is too apathetic. | 

: B Emily Lau 
i 
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policies. Almost inevitably the main pl 
in the platform will be clean gover 
and allowing the people to decide 
fate. Prasong talks with an almost missi 
ary fervour about his disgust for the « 
ruption which allegedly pervades 
Chatichai administration. 





“We will i 
every means, every regulation, even la 
to tackle this problem." = 

Prasong said he had a list of those in th 
current administration he thought wer 
guilty of corruption. “I swear that | will tak 
back that money and give it to the pe 
We will punish them." Gallant words, I 
some political observers think it will be di 
ficult for Chaovalit to convince Thais tl 
he can match the squeaky-clean image 
another opposition leader, Bangkok goves 
nor Chamlong Srimuan, whose «m 
Bangkok-based Palang Dharma party i 
pected to blossom in the next elec 


e" 











ing political friendship between the t 
leaders, which may result in a joint cam 
paign in the next election. 

If such an accommodation materialis 


crease its parliamentary hold on Ban 
where it is already strong, while the: 
concentrates on other areas. The N 
ready has branch offices in five prov 
and Prasong said the plan was to ha 
office in each of the 72 provinces. 
Bangkok, with a view to having 
number of candidates elected to pà 
ment. 
One party policy calculated to appeal 
rural voters is to divert Thailands cur 
stampede to industrial wealth and ne 
industrialised country status toward: 
er projects benefiting villagers rat 
the urban elite. "Our policy is t 
icultural to a: 


















Prasong said. 

But the big money which } 
tial hold over politics wor 
drastic change of economic co 




























































SMALL HORSE AND COUPLE 
MARRIED IN QUEDPART 
propos of what we were saying 
. about the Irishness of the Koreans, 
. the above headline (which should 
lA. be at least short-listed for the Nobel 
rize for Meaninglessness) appeared above 

article in the Korean Bimonthly News a 
\drilingual (Korean, English, German 
Japanese) publication, which reader 
c Sears found to present several puzzles 
ipped in thick Korean mists. They might 
even more mysterious in German. 
` The article which follows the headline 
e, deals with customs on the island 
uedpart (alternatively Quelpart) and 
vis better known as Cheju, hardly 
‘any light on the bestial union. It 
1 its entirety: 
` In Quelpart, now known as one of the world 
amous tourist targets, newly married are stars 
“just like ones anywhere in the world at any rate 
_ they are stars. 
- -Cinema producers, supervisor and photo- 
S graphers who are named newly married are the 
very taxi drivers or bus conductors. 
(o They are expert guiders of tourists. They per- 
rm very good stages of plays. Small horses, 
ich are normal in Quelpart as it is a small is- 
d but perhaps exotic by the sights of outsiders 
aw curiosity as good object, of lasting remem- 
nce of newly married stars. 
I like the conceit that Cheju's horses are 
small because it is a small island. As Jack 
$ ars comments, it is just as well: if it were 

is large as New Guinea, its horses would 
ul so me that a newly mar- 


sòcónd article in the same issue attempts 
cholarly sounding inquiry into the ori- 
of Korea's famous folksong, Arirang: 
Our falksong Arirang has varied lengends of 
origin. Among them two are most symbolic: 
display Koreans pessimistic sorrows; the 
er our traditional optimistic delight of life in 
s beautiful land of Korea. 
The tone of Arirang is somewhat sorrowful, 
ile many contents of its ial by nature 
lawentakle. 
i’ ( & ) means dumb biie Chinese char- 
; cannot be mastered without learning, just 
ike the English, german and French languages; 
Rang’ means deaf because without learning 
hinese characters can not be apprehended of its 
meaning just like the English, German and 
“ench ioc uei or Genie $- preaching. In the 
Korea's slavery | situation il 
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God; ‘Rirang’ means living together. As a matt- 
ter of fact ‘Al’ means knowledge. Knowledge is 
power. And from time immemorial our ancestors 
learned necessary Knowledge incessantly while 
working in the field. Work and study and vice 
versa. Good Koreans have lived here in this Ko- 
rean peninsula these many, many years of time. 
Again, the reader retires baffled. It is 
quintessentially Irish of course that a song 
should encapsulate both pessimistic sor- 
rows and traditional optimism. The entire 
explanation appears to be the product of 
gueer fellows and is most lawentakle. 


Seoul resident Ulrich Hartig purchased a 
contraption made by Sang-A Sports Co., 
consisting of a rubber ball, a length of elas- 
tic, a length of string and a bag to be filled 
with sand or stones. You set this up in your 
garden, and then bash the ball around with 
a racket, following this guidance: 


USAGE OF SOLO TENNIS BALL 

1. The beginners should strocke it from 
about one metre front of the sand bag. 

2. You can strocke at about one metre 
behind of the sand bag when you became 
skillful and quicker ball speed is needed. 

3. As the slow ball speed makes ac- 
celerating pace by the elastic string, you 
had better strocke it somewhat quicker with 
keeping the power balance. 

4. You should keep the ball direction 
and timing at the very place of backing ball 
is important. 

5. For the continued strockes, you 
should keep the flexibility instead of power- 
ful handling. 

6. When you strocking ability is im- 
proved, try to practice the serve, volley and 
smashing. 

7. At least, your ten minutes practice 
each day is so good for proficiency and this 
SOLO TENNIS BALL practice would keep 
your health. 


“HOW TO COUPLE” 

1. Couple the elastic string to the ball. 

2. Couple the basic string to the sand 
bag. 

3. The joint should be connected both 
to the elastic string and to the basic string. 

4. Sand bag can be made with sand, 
clay and stone, Thanks. 


So now you know both how to play solo 
and how to couple. 


The third item from the same issue of Korea 
Bimonthly News offers a remedy for Urgent 
Stomach Fever which is caused by “over- 
dringking, corrupt meals, alcohol or too 
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much drinking of coffee.” The Author of 


this diagnosis is ph.D. (D. R.) Kim Jong Su. 
The prescription for the cure of urgent 
stomach fever is just what the ph.D. (D. R.) 
ordered: 

After dring up the roots of field chrysan- 
themum before its flowering, drink it some 7.5g 
after well boiled up. 

2. Pick up two pieces of fruits from sage- 
tree and drink it after well powdered. 

3. Pick up a vowel of red fruits and remove 
the shells and put white sugar 200 don in a large 
pot And store enveloped well for about one 
month. And then remove twaste-contents and 
drink the fluid juice once a day. | 

4. When overdrunk, eat sutt-peac 
green tea. 

Marvellous that in Me midst of all those 


or 
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typos, they should have spelled "chrysan- | 
themum" correctly (the word could provide | 
the vowel in which to keep the shelled red - 


fruit). Unfortunate that the cure involves 
eating tea and drinking powder, but if 
you're suffering from overdringking and 
corrupt meals, it would be worth it. 


An advertisement in the Korea Herald at- 
tracted the attention of Patrice de Beer: 





The Four-Dimensional Institute appears 
to be a go-ahead concern for this is the first 
time I’ve heard of a language school pro- 
moting educational business programmes, 
by means of beauties, competent or other- 
wise. But what sort of institute offers a 
work-place with "an exotic atmosphere? " 
Single girls are preferred but "powerfully 
experienced specialists" (presumably mar- 
ried women) would be considered for work 
as secretaries, models, vice-professors, in- 
structors, counsellors. and fashion spe- 
cialists. And what on earth are the desired 
qualifications? In what fields? Or are Patrice 
de Beer and I being naive? 





"What I like about golf is the warm up.’ _— \ 
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nly cognac made from eranes grawn in Coenac's two hest regions is entitled tn he called Fine Chamnaene Cognac 





CRE G4O NAL AFFATRS 





JAPAN 


Nuclear policy tssue dominates local elections 


Storing up 


By Louise do Rosario in Tokyo 


he 3 February governor's election in 
: Aomori prefecture in northeast 


Japan may be a turning point for the 
country’s fledgling anti-nuclear movement. 
In a symbolic battle between supporters 
and opponents of nuclear energy, an anti- 
nuclear activist is challenging the long-time 
incumbent. 

The main issue dividing Aomori's voters 
is a controversial € 1.2 trillion (US$9.07 bil- 
lion) nuclear-fuel enrichment, processing 
and storage facility in the northern coastal 
village of Rokkasho. An Upper House by- 
election in late February and another elec- 
tion for the prefectural assembly in April 
will also influence the fate of the project. 

If Shigeru Kanazawa, the 54-year-old 
lawyer who vows to scrap the plant, man- 
ages to unseat the incumbent pro-nuclear 
governor, Masaya Kimura, he will be the 
first anti-nuclear activist to assume such an 
important office. This will be a great boost 
to Japan's growing anti-nuclear movement, 
which until now has consisted of small 
groups wielding limited political power. 

Aomori’s gubernatorial election is one 
week ahead of those in other prefectures 
and the election of an anti-nuclear activist 
would therefore greatly influence voters 
and candidates in other constituencies 
where nuclear energy is an issue. 

In Aomori, Japan’s long-term national 
nuclear energy development programme is 


SOUTH KOREA 


trouble 


also at stake. Until now Japan has relied on 
France and Britain to reprocess spent fuel 
from its 39 nuclear plants. Japan has only a 
small reprocessing plant in Ibaragi prefec- 
ture near Tokyo, while a small amount of 
low-level radioactive waste is stored within 
the plants themselves. But as Japan’s 
nuclear energy consumption doubles to 
18% of national energy usage by 2010, it is 
essential for the country to have its own re- 
processing and storage facilities. 

If elected, Kanazawa could delay or seri- 
ously disrupt Japan’s first important repro- 
cessing facilities. Government officials insist 
that whoever wins the election, the prefec- 
ture is under a legally binding obligation to 
continue with the project, which started 
in 1985. In reality, an uncooperative gover- 
nor could cause the project various prob- 
lems, such as refusing to sign a security 
agreement required by law before the 


Nuclear election 


JAPAN 
| Reprocessing 
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Hallowed traditions 


A recent joke making the rounds in 
Seoul’s crowded coffee shops posed this 
question: if an ordinary citizen and a 
member of the legislative national assem- 
bly were found drowning in Seoul’s Han 
river, which one should a policeman rush 
to save first? Answer: the legislator, be- 
cause he is polluting the river. 

The joke is just one sign of the way the 
public has lost confidence in politicians 
since the democratic reforms of two years 
ago. The national assembly is popularly 
seen as having wasted its time as South 
Korea's first democratically elected parlia- 
ment on political infighting, while failing 
to push through any serious legislation. 


A public opinion poll conducted by the 
Seoul National University in December 
found an astonishing 70% of those sur- 
veyed regarded politicians as “the most 
disagreeble professionals” in South Ko- 
rean society. 

Against such negative perceptions, a 
new corruption scandal was the last thing 
the 299-member single-chamber house 
needed, especially after taking the un- 
popular move of voting itself a 29.4% 
pay rise. The scandal centred on three 
members of the assembly’s trade and in- 
dustry subcommittee, who asked for and 
received US$100,000 from the Korea For- 
eign Trade Association. The request was 
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plant begins operations later this decade. 

Japan is due to receive its reprocessed 
spent fuel, as well as extracts of plutonium 
and uranium, from France and Britain in 
the mid-1990s. If storage facilities in Rok- 
kasho are not ready to receive these mate- 
rials by then, Japan may incur expensive 
compensation for failing to live up to the 
contracts. 

Ryoichi Kimura, a political professor at 
Aomori University, said there would be 
other important economic consequences if 
the project were cancelled. The first would 
be that the estimated 400 employees of the 
utilities companies building the complex 
would lose their jobs. Community projects 
in Rokkasho promised by the government 
as compensation for siting the plant in the 
village would also be halted. 

Moreover, the prefectural government 
may have difficulty in repaying the esti- 
mated ¥134 billion in bank loans incurred 
in the development of a 5,280-ha industrial 
zone in the 1960s. Sale of the land to the 
utilities companies building the nuclear 
plant was to provide some much-needed 
income. However, one anti-nuclear activist 
rebutted this argument by noting that while 
“there will be of course serious problems if 
the project is dumped now, more serious 
ones will follow if we don’t.” 

In Aomori, the Rokkasho project has be- 
come the single most important political 
issue for all elections in recent years. As a 
result, Japan’s ruling Liberal Democratic 
Party (LDP), which for decades had domi- 
nated local politics, has lost every major 
election held in the area since 1987. Each 
victory confirms to the opposition parties 
that an anti-nuclear stance provides a con- 
venient platform to combine the otherwise 
divided interests of farmers, small business- 
men, housewives and young people. 

In elections held in 1989 and 1990, the 


based on the long, but seldom ques- 
tioned, principle of soliciting money for 
overseas travel by lawmakers to survey 
markets. 

Representatives Lee Jai Keun and Lee 
Don Man from the main opposition Party 
for Peace and Democracy (PPD), and 
Representative Park Jin Ku from the rul- 
ing Democratic Liberal Party (DLP) are 
also accused of soliciting and receiving 
US$73,000 from the Korean Automobile 
Manufacturers Association for a trip to 
North America in January, to study the au- 
tomobile export markets. 

Officials of the two organisations told 
prosecutors they had budgeted these allo- 
cations “so that we can make favourable 
impressions” on lawmakers concerned 
with their interests. However, newspap- 
ers reported the trio made a cursory visit 
to an automobile plant in Canada built by 
South Korean investors, and spent the 
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LDP lost three of its nine parliamentary seats 
in Aomori to the opposition Japan Socialist 
Party (JSP) — a great loss in the Lower 
House as the LDP holds only a narrow mar- 
gin there against the opposition. Analysts 
said the LDP may lose another parliamen- 
tary seat if its candidate sticks to a high-pro- 
file, pro-nuclear stance during the Upper 
House by-election in late February. 

The Aomori seat has been left vacant by 
Tatsuko Yamazaki, an LDP member who re- 
linquished the post to run for governor in 
Aomori. The LDP is facing the same chal- 
lenge at the election for the prefectural as- 
sembly, now dominated by the party. It 
seems almost certain that the LDP will lose 
some seats there to the JsP and other oppo- 
sition candidates. 


conservative in Aomori, but the Rok- 

kasho project — quietly ushered in 
1984 with the approval of incumbent Gov- 
ernor Masaya Kitamura — has radically 
changed that. Local residents did not pay 
much initial attention to the project, having 
been led to believe that it was just one of 
many industries this rural, remote prefec- 
ture had been laboriously trying to attract 
for many years. 

Following the Chernobyl accident in the 
Soviet Union, however, anti-nuclear ac- 
tivists in Aomori started to organise signa- 
ture campaigns and demonstrations oppos- 
ing the project. But Kitamura, an LDP mem- 
ber, managed to keep the project going 
with the support of the party-dominated 
prefectural assembly. Millions of yen spent 
on projects and compensation for Rok- 
kasho residents also helped win some local 
support. 

But as more people learned about the 
potential hazards of the project, opposition 
has grown. Farmers, in particular, have 


P olitics used to be predictable and 





rest of their time shopping and sight- 
seeing. 

Subcommittee chairman Lee Jai Keun 
told a news conference that such visits 
were a legitimate practice "based on tradi- 
tion" that hardly qualify as bribery. "Why 
make such a fuss on our case when other 
legislators do the same thing? I know of 
one case involving a contribution of Won 
500 million [US$695,000]," he said. 

- What Lee failed to realise was the 
rapidly changing mood as South Korea 
makes the transition towards more demo- 
cracy and accountability. One by one old 
habits and practices are being questioned 
as people demand more control over gov- 
ernment. 

PPD president Kim Dae Jung had Lee 
Jai Keun immediately resign from the sub- 
committee chairmanship, but said that he 
saw “political motivation” in the decision 
to prosecute what he considered a univer- 


Symbolic battle for anti-nuclear activists. 
been vehement opponents because they 
fear agricultural contamination and a sub- 
sequent consumer boycott. Analysts say 
farmers have in any event been dissatisfied 
with the LDP for years because mounting 
agricultural imports have hurt their sales, 
and the Rokkasho project is the last straw. 
Farmers account for 25% of the local 
population, the largest of all Japan’s pre- 
fectures, and form the single biggest voting 
bloc in Aomori. Their defection from the 
LDP has drastically changed the power ba- 
lance of what was once known as the 
“kingdom of conservatives,” as demon- 
strated by their sending a farmer to the 
Upper House in the 1989 election. Farmers 
are supporting Kanazawa, whose other 
backers include the JsP, the Japan Com- 


sal practice within the assembly. Some 
PPD sources believe the latest expose stem- 
med from new Prime Minister Roh Jai 
Bong's well-known disdain for corruption 
in the assembly. Within the DLP itself, 
some even saw it as a political move 
aimed at cowing DLP executive chairman 
Kim Young Sam, who is widely touted as 
a successor of President Roh Tae Woo. 
With public anger mounting against 
corruption, prosecutors have been forced 
to step up action against legislators sus- 
pected of taking advantage of their posi- 
tions. They set a precedent in February 
1990 when Park Jae Kyu, an opposition 
lawmaker, was jailed for accepting Won 
210 million from insecticide makers in ex- 
change for relaxing the laws on the manu- 
facture and distribution of their products. 
However, in a statement made to the 
assembly, Justice Minister Lee Chong 
Nam indicated a line may have to be 











munist Party, labour unions and citizen 
groups. 

The 74-year-old governor is not yet a 
spent force politically, despite popular in- 
dignation at his approval for the plant in 
1984. His 12 years as Aomori's deputy gov- 
ernor and further 12 years as governor have 
secured him a broad network of political 
connections. Seeking a fourth term, Kita- 
mura has not yet backed down from his 
pro-nuclear stance; rather he has pledged 
to promote the local economy through de- 
velopment of nuclear-related industries. 
Analysts said the recent surge in oil prices 
also helped to strengthen Kitamura's argu- 
ments that the project is important to 
Japan's long-term energy policy. 

The LDP is backing Kitamura, but the 
entry of Yamazaki, also an LDP member, 
threatens to split party supporters and 
thereby benefit Kanazawa. LDP headquar- 
ters tried to persuade Yamazaki to back 
down, but he refused. He stepped down in 
a similar race against Kitamura 12 years ago 
and gives the impression of being deter- 
mined not to do so again. 

Many will also find his vow to freeze the 
nuclear project a good compromise be- 
tween Kitamura’s headlong rush to com- 
plete the project and Kanazawa's deter- 
mination that it should be stopped. Critics, 
however, say Yamazaki's pledge is a 
smokescreen and his nuclear policy is the 
same as Kitamura's. They pointed out that 
the new Rokkasho village chief, who made 
a similar pledge during an election in late 
1989, is now promoting the project. 

Whoever becomes governor, the Rok- 
kasho controversy is far from over. As the 
date for opening the reprocessing facility 
approaches, the anxieties of concerned 
residents may turn to more extreme forms 
of political expression than just casting a 
vote. B 


". 


drawn somewhere to stem the tide of new 
inquiries that could damage the legislature 
and risk setting off a confrontation with 
the executive branch. To avoid broaden- 
ing the inquiry and triggering a political 
crisis, he hinted at limiting the probe to 
the three legislators and penalising them 
"to set an example" — a halfway solution 
typical of South Korean politics. 

Such official reactions to scandals can 
only heighten public mistrust of political 
institutions. In the past two years, a 
plethora of popular groups have emerged 
to call for fundamental changes within the 
administration. A crucial test of their in- 
fluence will come in local council elec- 
tions scheduled for March, when citizens' 
groups such as the Coalition for Economic 
Justice, national student bodies and 
women’s organisations launch a campaign 
to boycott candidates considered "un- 
worthy of public posts." # Shim Jae Hoon 












Suffer the chil 





ndia is the world's largest producer of 
illiterates and child labourers. Of the 
2 million Indian children within the 
ix to 14 age group, half do not attend 
ol. They do not have to, since primary 
hool. education is not compulsory in 
a. There are no truant officers monitor- 
rural villages or urban neighbourhoods 
-ensure children are in school and no 
ws that prohibit parents from withdraw- 
g their children from school. 
Of those who enter the first grade, only 
tof 10 complete four years of school- 
num necessary to achieve 
th this extraordinarily high 
rate it is no surprise that literacy re- 
9 low — only 40.8% of India’s 
lion can read or write. And these 
ers are actually growing. From 1961- 
81, the total number of adult illiterates in 
India increased by 5 million a year, or from 
3 million to 437 million. ! 
Other developing countries do far better 
an India. In Indonesia only 6.475 of the 
population was literate in 1930; it is now 
74%. In China the literacy rate rose from 
20% in 1949 to 73% in 1986. Literacy in 
th Korea increased from 55% in 1944 to 
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ome prostitutes or - live in the 
begging or picking rags and bottles 
sh for resale. —— 

numbers of children work in 
ndustries producing carpets, 
crackers, cigarettes, brassware, 
ass, hosiery, hand-loomed 
idery, bangles and other tradi- 


is not illegal in India. Al- 
hibit the bie of 
staurants, as do- 
ttage industries 
worse than in 


By Myron Weiner 


In the notorious South Indian town of 
Sivakasi, for example, thousands of child- 
ren legally work in small shops producing 
matches. And since children need not at- 
tend school, they start working at incredi- 
bly young ages. I have seen a child of three 
assisting her eight-year-old sister packing 
matchboxes. 

No country has successfully ended child 
labour without first making education com- 
pulsory. As long as children need. not at- 
tend school, they will enter the labour 
force. But Indian officials and politicians re- 
ject compulsory education, arguing that 
poor families need the labour and income 
of their children. They believe that early 
entry into the labour force is more valuable 
than education and work 
is a form of apprentice- 
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massive campaigns in the 1950s to get all 
their primary school age children into. 
school. 

China offers another dramatic example. | 
In 1949 only one-fourth of the children 
were in primary school; by 1982 the figure 
was 93%, with 70% completing sixth ¢ grade. 
Sri Lanka massively expanded its primary 
school enrolments in the 1950s. By 1981, 
90% of the primary school age children 
were in school and 70% of all children were 
completing five years of schooling. 

In each of these countries governments 
believed providing education was a duty of 
the government, not merely a right claimed 
by the people. These governments insisted 
that children attend school, become literate 
and stay out of the full-time 
labour force until they were 





ship. They insist school older. 
dropouts and child labour | Although these countries 
are a consequence, not a No country differed from one another 
cause, of poverty. Only after politically and . culturally, 
poverty is ended, they say, has their governments acted 
can education be made com- when most of the population 
pulsory. successfully _ iivedin poverty because they 
Many Indians also argue 35 were committed to universal 
that educating the poor ended child primary schoo! education. 
would lead to increased un- In the West, too, most 
employment, to social and labour countries made education 
political disorder. Some fur- d > compulsory before the in- 
ther maintain the childrenof Without first dustrial revolution. In 1524 
the lower classes should E Martin Luther sent a letter to 
learn to work with their making German municipalities say- 
hands rather than with their - ing it was their duty to pro- 
heads -- skills, they say, education vide schools and the duty of 
that are more readily ac- | parents to educate their 
quired by early entry into compulsory children. 


the labour force than by at- 
tending school. 

No Indian government has moved to 
make education compulsory. A. commis- 
sion appointed by then prime minister 
Rajiv Gandhi in 1985 to take a fresh look at 
the state of Indian education did not recom- 
mend compulsory schooling. The country’s 
educational establishment has not pressed 
for compulsory education, nor have religi- 
ous leaders, politicians, social activists or 
trade unionists. 

In marked contrast, other Asian govern- 
ments did not wait for the elimination of 
poverty to make education compulsory. 
Japan introduced compulsory primary 
school education in 1872 when it was still a 
poor country. By 1910, 98% of the six to 13 
age group attended school. In 1943 Taiwan, 
then under Japanese rule, made six years 
of primary school education compulsory. 
Both North and South Korea launched 
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In 1647 the American col- 

ony of Massachusetts pass- 

ed a law compelling local authorities to set 

up compulsory elementary schools. In 1723 

Sweden decreed that parents and guar- 

dians who failed to send their children to 

school would be fined. Religion played a 

key role in this process, led in part by Pro- 

testant theologians who insisted children 
must learn to read the Bible. 7 

Among the Protestant countries, Eng- 
land proved a notable exception. The coun- 
try was late in introducing compulsory edu- 
cation — primarily because the. Anglican 
church and local authorities. feared state 
control — with the result that England had 
a severe child labour problem well into the 
19th century. 

Many critics of child labour — most 
notably Karl Marx — mistakenly concluded 
capitalism, rather than British Pa gu in- 
stitutions and ideology, in mped 














Child labour rides illiteracy’s back. 


Had critics looked across the English Chan- 
nel to Germany, Austria, Sweden, Switzer- 
land and France, they might have drawn 
different conclusions. 

The cost of making primary school 
education compulsory is high. Although 
India’s investment in education is not sig- 
nificantly different than many other de- 
veloping countries, it puts a large propor- 
tion of its budget into higher education — 
to the benefit of the middle class — and less 
on primary school education than most 
other developing countries. India ranked 
second, after Egypt, among the 21 largest 
developing countries in the proportion 
of its young people going on to higher 
education, but ranked 12th in the per- 





centage attending primary school. 

According to the 1990 World Develop- 
ment Report, the countries of South Asia 
spend 0.95% of their GDP on primary edu- 
cation, compared with 1.42% in East Asia, 
1.41% in sub-Saharan Africa and 2.05% in 
the Middle East and North Africa. 

However, the cost of not having com- 
pulsory education is even higher. So long 
as parents can put their children into the la- 
bour force, there is little incentive to reduce 
fertility rates. 

Moreover, there is a well-established re- 
lationship between female education and 
fertility rates, and in India 75% of all 
women are illiterate. Low school atten- 
dance means a high incidence of child la- 
bour, and as trade union leaders have ar- 
gued — though not in India — child labour 
reduces adult employment. 

But the highest cost is paid by the child- 
ren themselves. They are forced to work 
under cruel conditions and are denied the 
empowerment that comes with literacy and 
the opportunities for mobility that can i 
come through education. 


Myron Weiner is professor of political science 
and director of the Centre for International 
Studies at the Massachusetts Institute of 
Technology. His book, The Child and the State 
in India: Child Labor and Education Policy 
in Comparative Perspective, has just been 
published by Princeton University Press and will 
shortly be published in India by Oxford Univer- 
sity Press. 
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Values offer shares in Confucian society 


Esprit de core 


By N. Balakrishnan 


hey are not to be written in tablets of 

stone, but five "shared values" 

based on Confucian philosophy are 
to become the foundation of a national 
ideology and promoted hard by the Singa- 
pore Government. Even though parliament 
rejected one enthusiasts suggestion to 
build a monument with the text of them en- 
graved upon it, there is no doubt that 
newly installed Prime Minister Goh Chok 
Tong regarded their adoption as one of his 
most urgent tasks. 

He turned his attention to the matter al- 
most immediately after securing the pass- 
age of a bill to convert the ceremonial office 
of president to a directly elected one carry- 
ing wide executive powers. 

The term shared values, with its conno- 
tations of universal acceptance, is seen as 
an attempt by the government to make the 
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Confucian philosophy that they embrace 
palatable to the non-Chinese and more lib- 
eral elements of Singapore’s mixed society. 
Their main aim, as the government 
explained when parliament first debated 
the issue in January 1989, is to prevent the 
more than 75% Chinese population becom- 
ing too Westernised. 

The five values are “nation before com- 
munity and society above self, the family as 
the basic unit of society, respect and com- 
munity support for the individual, consen- 
sus instead of conflict and racial and religi- 
ous harmony.” A move to include a belief 
in God as a sixth value failed to win govern- 
ment acceptance. 

God has no crucial role in Confucian 
philosophy in contrast to his central one in 
Christianity. The government has indicated 
recently that it is concerned at the rapid 
spread of Christianity among the Chinese, 
and its worries have been intensified by 
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No olds 
barred 


A number of former leftwing politicians 
from Singapore who were active in the 
1950-60s, including some who were 
members of the Communist Party of 
Malaya (CPM), have been allowed to 
enter Singapore after more than two 
decades of being barred from the coun- 


try. 
But political activists from the 1970s 
and more recent times who are still in 
. exile have not been informed of any 
change in their status, which makes it 
difficult to determine whether the ruling 
. People's Action Party (PAP) is easing its 
. hardline policy against its critics, or sim- 
.. ply taking a humanitarian view that op- 
|. ponents now so old that they no longer 
. pose any political threat should be al- 

. lowed to visit their relatives. 

. Among the most prominent per- 
 sonalities involved in the recent relaxa- 
. tion exercise are the some of the found- 
. ing members of the PAP such as Abdul 

‘Samad Ismail and James Puthucheary. 
_ The others among the nine who are 
. now allowed to visit Singapore are 
. Dominic Puthucheary, S. Woodhull, 
.. Fong Swee Suan, Jamit Singh, Lim Shee 
. Ping, Yap Ser Jin and Chan Chiaw Thor. 
_ With the exception of Samad Ismail, 
.. who was banned in 1976 when he was 
. arrested in Malaysia as being part of a 
. communist plot, everyone on the list 
. has been banned since 1966. A number 
. of them were accused of being part of a 
. communist plot to overthrow the gov- 
. emment and were arrested by the 
. British in Singapore in 1963 during the 
. crackdown called Operation Cold Store. 
~ They were sent to Malaya and, though 
. they were soon released, they were pro- 
. hibited from entering Singapore. 


what it terms as the radicalisation of some 
Christians. It has tackled them by enacting 
a "religious harmony law" to prevent the 
clergy mixing politics and religion. 

Minorities such as the Malays, who are 
mostly Muslims, reacted against the initial 
attempts to usher in what were then called 
core values. So did others, who were suspi- 
cious that anything remotely democratic 
was also being labelled Western by the gov- 
ernment. This hostility led to the move 
being put on the back-burner during the 
last two years of Lee Kuan Yew's rule as 
prime minister. 


It was Lee's son, Deputy Prime Minister © 


Lee Hsien Loong, who drafted the white 
paper on the shared values issue and took 


One of the more dramatic develop- 
ments is the decision by a government- 
controlled Singapore company, Singa- 
pore Technology Holdings, to hire 
Guan Shao Ping, the son of one of the 
most prominent Singaporean com- 
munists, Fang Chuang Pi. Nicknamed 
by Lee Kuan Yew as "Plen" — short for 
plenipotentiary — and described as one 
of the most dedicated communists, 
Fang is now living in southern Thailand 
with other CPM cadres. 

Guan, who changed his family 
name, was living in Peking before being 
hired as an engineer by the Singapore 
company. He seems to have got his job 
largely through the efforts of the former 
deputy prime minister of Singapore, 
Goh Keng Swee. 

Goh, who acts as adviser to the spe- 
cial economic zones in China, was con- 
tacted by former CPM leader Eu Chooi 
Yip, who was living in Hunan until re- 
cently. Eu, a former classmate of Goh in 
Singapore's Raffles College, is described 
as a brilliant student and an economics 
graduate, and he seems to have per- 
suaded Goh that Guan deserved a 
job in Singapore. Goh has also been in- 
strumental in the decision to allow the 
72-year-old Eu to enter Singapore on 
condition that he gives up all political ac- 
tivity and lives with his two daughters. 
The daughters, who grew up in China, 
are now working in Singapore as trans- 
lators. 

Age brings its rewards, it seems, but 
the radicals of the 1970-80s, such as stu- 
dent leader Tan Wah Piow or lawyers 
Francis Khoo and Tang Fong Har, do 
not appear to be so lucky. Although 
they are not technically forbidden from 
entering Singapore, they can be arrested 
if they step on to Singapore soil, since 
arrest warrants are outstanding for all of 
them. These people, in their 30s and 
40s, may have a long wait for their re- 
habilitation. m N. Balakrishnan 


on the main burden of defending it in 
parliament, where it provoked the rare 
display of a lively debate on the semantics 
of individualism and democracy among 
MPs habitually confined to discussing prag- 
matic preferences. 

Most attention was devoted to defining 
the extent to which individual freedom 
should be protected and to what extent it 
should be submerged for the wider good of 
society as a whole. Predictably, the opposi- 
tion MPs, Chiam See Tong — the only one 
with full voting rights — and Lee Siew 
Choh, argued strongly against the need for 
such a bill at all. But the two so-called non- 
constituency MPs (NCMPs), government ap- 
pointees who do not belong to any political 
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parties, also opposed some of the shared 
values. One NCMP, Maurice Choo, spoke 
against what he termed corporate excesses 
against the individual in Singapore. "If the 
interests of the individual are systematically 
subsumed, we may extinguish a Socrates 
here, a Copernicus there and a Sakharov 
everywhere," he warned. 

It was left to Chiam, however, to attack 
the fundamentals of the shared values. 
They sounded hollow coming from a gov- 
ernment which failed to practise the very 
values it was promoting, he declared. The 
strong emphasis being placed on consen- 
sus meant that dissenting voices could be 
silenced and the real reason behind the 
values was the government's aim to im- 
pose thought control on Singaporeans, he 
said. 

Chiam added that the government was 
run on commercial lines and many people 
felt they were being asked to pay too much 
for public services, which were being 
privatised for the benefit of the wealthy at 
the expense of the poor, who were being 
neglected by a government that failed to 
provide adequate welfare. He further ac- 
cused the government of contributing to 
the break-up of many families through its 
policy of refusing automatic residency 
rights to Singaporeans who marry foreign- 
ers. 


hile the government liked to si- 
W those who disagreed with 

its policies, “contention is not a 
bad thing . . . It is only through contention 
that we may finally reach a consensus.” In 
an interview before his parliamentary 
speech Chiam said that some people, par- 
ticulaly the non-Chinese, viewed the 
adoption of a shared values policy as a way 
to "sneak in Confucianism." 

The next step by the government is to 
be a large publicity campaign to spread the 
word about the shared values. The govern- 
ment has said they will not be a law and no 
legal measures will be taken to enforce 
adherence to them. Suggestions in parlia- 
ment that they should be incorporated into 
the constitution were not taken up. 

It remains to be seen what practical ef- 
fects the shared values promotion will have 
on the political scene, but the concept has 
the potential to become an ideology to 
thwart any fundamental challenges to the 
ruling People's Action Party (PAP), just as 
Pancasila serves to underpin the Indone- 
sian Government. During the formulation 
of the shared values a team from Singapore 
visited Indonesia to study how Pancasila 
was implemented. 

As opposition MP Lee remarked during 
the 1988 debate: “What better idea than to 
link the Eastern values to a national ideo- 
logy, get the whole population to support 
it, and gradually shift support from the na- 
tional ideology into support for the govern- 
ment and the PAP." a 
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Khmer war effort financed by gem finds 


Rubies are Rouge 


By Nate Thayer in Bo Rai, Thailand 


nder the watchful eyes of Khmer 

Rouge soldiers, thousands of Thai 

miners have been crossing the 
mountains of southeast Thailand to seek 
their fortune in the Cambodian jungles, 
now under Khmer Rouge administration, 
that are believed to be richly endowed with 
rubies. 

“Over that mountain, a few days’ walk 
away, you just stick your hands in the 
ground and the dirt is filled with precious 
stones,” boasted one young man who had 
just emerged off a newly built Khmer 
Rouge road cut through the thick jungle 
that connects Khmer Rouge-held Cam- 
bodia with the Thai border. 

Lured by tales of fortune, thousands of 
Thais have flocked to the tiny Thai-Cambo- 
dian border district town of Bo Rai in recent 
months to try their luck as prospectors in 
the guerilla-held zones of southwestern 
Cambodia. More than 50,000 Thai miners 


a month are registering at crude jungle 
monitoring stations set up by Thai health 
authorities in an effort to stem an epidemic 
of malaria that has struck the area since the 
gem rush began last year. Many are return- 
ing with pockets filled with red stones. 

But the real winners are the Khmer 
Rouge. Facing the prospect of a cut-off in 
Chinese covert aid, they are implementing 
a central directive to exploit natural re- 
sources in the areas they control so as to en- 
sure financial independence that will allow 
them to survive as a force for years without 
direct foreign support. This is apparent 
from captured Khmer Rouge documents, 
including a policy speech by Pol Pot to 
ranking cadres which was obtained by the 
REVIEW. 

The Khmer Rouge — who abolished 
money, markets, and all forms of private 
income during their three-and-a-half years 
in power — have created a massive, well- 
organised industry that analysts say is 
highly profitable. 





Each gem miner is taxed the equivalent 
of US$60 for access to the gem area. In 
order to dig, tracts of land must be leased 
that bring the Khmer Rouge from US$40- 
480,000 per rai (0.2 ha). Hundreds of such 
tracts have been leased by Thai mining con- 
cerns and by prospectors pooling their 
money. According to Thai and Western in- 
telligence sources, the Khmer Rouge are 
reaping a windfall of well over US$5 million 
a month in profits from these areas alone. 

Miners and Thai mining companies 
who have been granted concessions and 
operate inside the zones say that Khmer 
Rouge profits are much higher than that. 
Battalion-sized Khmer Rouge units that 
once fought for territory have been re-label- 
led "economic cadres" with the job of over- 
seeing the mining operation by collecting 
payments at checkpoints, building roads, 
and checking permits. They also mete out 
strict punishments to those caught violating 
the terms of the mining concession. These 
are handed out at a central economic office 
in the jungle staffed by senior cadres. 

Miners and intelligence officials say 
there appears to be no indication of mid- 
level corruption and all the money appears 
to end up in central funds. Intelligence 
and guerilla sources say that the Khmer 
Rouge have more than US$100 million 
in accumulated cash reserves, and are 
expected to add tens of millions more 
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Sth EUROPEAN BUSINESS FAMILIARIZATION PROGRAMME 
FOR ASEAN BUSINESS LEADERS 


Q Inthe context of common initiatives for the development of closer business links between the European Community and ASEAN private sectors, 
Human Resources Development constitutes a key factor. As part of a series of tailor-made programmes in this field, EUROCHAMBERS 
(Association of European Chambers of Commerce and Industry), organizer since 1987 of the European Business Familiarization Programme 


(EBFP), is proud to announce that the 5th edition of this programme will be held in Autumn 1991. 


ü The EBFP is a European Community Programme which takes place under the auspices of the ASEAN-EC Business Council, implemented by 
EUROCHAMBERS with the participation of the European and Asean Chambers of Commerce and Industry. The EBFP provides highly qualified 
Asean executives with an introduction to European commercial and management practices and an opportunity to witness European standards of 
excellence in industry, with a view to establishing closer co-operation between the two regions. 


Q The objectives of this programme are : * Evaluation of European business trends. 

* Stimulation of EC-ASEAN private sector co-operation. 

* The development by Asean of long-term links with the European Community. 

* Understanding the functioning of the Chambers of Commerce and Industry and the services they 


provide for partner identification. 


Q The itinerary of the programme is specially adapted with the Asean participants' corporate objectives in mind and provides an opportunity to 
visit European firms of excellence in the United Kingdom, France, Italy, the Netherlands, Germany and Belgium. 


Q For further information in view of future programmes contact your national Chamber of Commerce or EUROCHAMBERS, 5 rue Archimède, 
Boite 4, 1040 Brussels - Tel. : 02 / 231.07.15 - Fax : 02 / 230.00.38 Tx : 25315. 


European Community Member States : Belgium, Denmark, France, Germany, Greece, Ireland, Italy, Luxemburg, the Netherlands, Portugal, Spain and the United Kingdom. 
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in the coming months. 

The Khmer Rouge have seized 
thousands of square kilometres of 
land in the north and west of the 
country since launching a sustained 
offensive after Vietnamese troops 
withdrew in September 1989. As a 
result they hold a swathe of territory 
adjoining the Thai border that runs 
almost uninterrupted from the Gulf 
of Thailand to Laos. Khmer Rouge 
leaders, including Pol Pot, leng 
Sary and Ta Mok, have moved 
from sanctuaries in Thailand back 
into areas under their control in 
Cambodia. 

A sophisticated network of roads 
now links Khmer Rouge control 
zones from Kompong Speu, Battam- 
bang, Pursat, and Koh Kong pro- 
vinces in the south and west and 
Siem Riep, Kompong Thom, and 
Preah Vihear in the north to the Thai bor- 
der. Bulldozers, chainsaws and hundreds 
of cadres are carving the roads out of teak 
forests, using logging trucks to transport 
wood back to the markets in Thailand. 

In the north of the country, Khmer 
Rouge forces under the control of Ta Mok 
built a road from the guerilla-controlled dis- 
trict capital of Andung Veng over the 
mountains to Thailand immediately after 
seizing the area last year. Thai logging com- 
panies have provided heavy machinery 
and equipment to the Khmer Rouge in re- 
turn for timber. 
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Resistance strongholds 
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Behind the road-building programme 
and the creation of a multi-million dollar 
gem and logging industry is the anxiety of 
Khmer Rouge leaders about the impact on 
their finances of a UN-sponsored peace 
plan. The plan is likely to call for a cut-off of 
Chinese aid which has been vital to the 
Khmer Rouge war effort. 

A 68-page speech delivered by Pol 
Pot to Khmer Rouge cadres in December 
1988 outlines the group's economic stra- 
tegy. "Our state does not currently have 
sufficient capital either to expand its 
strength or to enlarge the army," Pol Pot 


Guerilla fund-fare 


Non-communist Cambodian guerillas 
have begun a major US-funded develop- 
ment programme to win hearts and 
minds in some of the most war-ravaged 
regions of Cambodia. 

In a programme officials say is loosely 
based on the successful American stra- 
tegy in Nicaragua, guerillas are concen- 
trating on building a political base in the 
event of future elections instead of just 
trying to seize more territory. Washing- 
ton is allocating up to US$20 million to 
be mostly funnelled through territory 
under control of the two non-communist 
groups — the Khmer People's National 
Liberation Front (KPNLF) and the forces of 
Prince Norodom Sihanouk. 

US officials and guerilla leaders hope 
that the development programme will 
draw support for the non-communists 
away from both the Vietnamese-installed 
government of Hun Sen and the Khmer 
Rouge in the event of a ceasefire and po- 
litical solution. 


“The people here don't care about 
politics, they are tired of promises, suffer- 
ing, and all their leaders," said KPNLF's 
Nyet Sophan, who heads the civilian de- 
velopment programme from the district 
capital, Thmar Pouk. "They want peace 
and then development. If we give them 
assistance, then they will support us." 

The programme is providing new 
tractors and trucks, tonnes of medicine, 
and a hospital that US officials and gueril- 
las say will be the most sophisticated in 
all of western Cambodia. Funds are being 
dispensed by the US Agency for Interna- 
tional Development (USAID) but critics say 
the programme is too obviously aimed at 
buying support in future elections. 

More than 1,000 doctors and nurses 
have already been trained, say US and 
guerilla officials, and they are currently 
treating more than 100,000 people a 
month — 90% of them civilians. The doc- 
tors, many of whom were trained during 
the 12-year-old war, are being ordered to 
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states. "We are spending many tens 
of millions of baht to augment the 
assistance of our foreign friends, but 
that is still not enough and there are 
many shortages. It is thus impera- 
tive that we find ways to develop 
the natural resources that exist in 
our liberated and semi-iberated 
zones as assets to be utilised in the 
fight against the Vietnamese aggres- 
sor enemy." 

The speech also talks of building 
"gateways for entry and exit to the 
outside world . . . [We need] routes 
for external contacts . . . through 
which it is possible to go in and out, 
starting in Koh Kong [on the Gulf of 
Thailand] [and extending] to Chaom 
Ksan [near the Thai-Lao border] . . . 
The resources in each and every one 
of these areas absolutely must be 
utilised as assets." 

Analysts say that if the Khmer Rouge 
achieves economic self-sufficiency this will 
greatly impede international efforts to shut 
down Thai supply lines to the group. They 
would also be able to purchase weapons 
and other supplies on the Thai black mar- 
ket if an international embargo cuts off 
other supply routes. 

"Ihe Khmer Rouge are fully equipped 
now to fight a protracted war, regardless of 
international efforts. There is no plan, no 
policy to stop them," said a Western dip- 
lomat. "They don't need Chinese aid 
now." a 
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switch from their camouflage fatigues to 
hospital blue as part of the larger shift 
from military to political objectives. 

Whether or not the USAID programme 
is too overtly political, as critics claim, it is 
certainly proving to be popular. A veteri- 
nary immunisation and treatment pro- 
gramme has drawn thousands of farmers 
from government areas. They come to 
take advantage of the programme and 
retum to their government-controlled 
regions. 

Thousands of other civilians, some 
walking for weeks, have come to take ad- 
vantage of other parts of the programme 
ranging from sophisticated medical treat- 
ment to giveaways of cooking oil and 
blankets. 

The flow of UsAID goods may have 
coincided with a sharp cutback in military 
supplies. In a reflection of the changing 
mood of their foreign backers, the non- 
communist groups complained late last 
month of being desperately short of am- 
munition to launch attacks to seize more 
territory. Guerilla leaders say they have 
been told to concentrate on building their 
political reputation throughout the coun- 
try. In practice they may have little choice 
but to comply. m Nate Thayer 
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The European Community 
and Asean 


hange will be in the air this Spring when Asean and EC 
foreign ministers meet in Luxembourg in May. The signs 
are that the political climate will be more cordial than 
when last they met at Kuching, Malaysia, in mid-February 
last year. On both sides there is an awareness that the relationship 
between the two blocs is entering an important new phase, and 
that efforts must now be made to ensure that it will be positive. 

The EC has been making determined efforts to put the 
Community's trade and aid policies on a new footing to ensure 
that Europe regains its past importance as an economic partner 
in Southeast Asia. Although EC officials stop short of saying so in 
as many words, the thrust of 
Brussels’ new policies con- 
cerning Asean is to repair the 
years of EC neglect in the 
region. 

The Community's renew- 
ed interest in Asean goes far 
beyond its immediate concern 
for the fortunes of Indonesia, 
Malaysia, the Philippines, Sin- 
gapore, Thailand and Brunei. 
Asean is seen as a vital key to 
Europe’s future weight in the 
whole Pacific Rim region, and 
to the success of EC industry 
in penetrating the Japanese 
marketplace. “Just as the 
Japanese first mounted their 
assault on EC markets from 
peripheral vantage points like 
Ireland," comments one EC 
trade expert, “so European 
companies should see the Asean countries as launch pads that will 
take them into Japan.” 

On Asean’s side, there would seem to be a new maturity in the 
Asean governments’ approach to the EC relationship. The loudly 
voiced doubts about the EC’s 1992 strategy being a blueprint for 
“Fortress Europe” have begun to give way to a more dispassionate 
analysis of what Europe’s single market drive will mean. 

The fact that Asean currently enjoys a trade surplus with the 
Community, and that the 1980s have seen a marked switch in 
Asean exports to the EC from commodities and raw materials into 
manufactured goods, tends to rob the “Fortress Europe” jibe of 
credibility. 

Viewed from Brussels, the Asean countries’ doubts about future 
access to the EC marketplace appear in any case exaggerated and 
misplaced. A glance at the trade statistics shows that the 1980s 
were a decade of spectacular growth 
in Asean exports, which increased at 
almost double the rate at which world 
trade grew, and now easily top 
US$100 billion a year and make the 
Asean bloc the world’s 10th-biggest 
exporter. 

During the latter half of the 1980s, 
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the EC market has afforded the Asean countries an export boom. 
At precisely the point that Asean governments were joining the 
chorus of protests about 1992 being a blueprint for EC protec- 
tionism, their exporters were enjoying better access than ever 
before. Thanks to the EC's generalised system of preferences, the 
great bulk of Asean goods entered the Community without any 
duties at all. In some cases, Asean countries are sending a third or 
more of all their exports to the EC. 

Brussels’ insistence that the Community marketplace is more 
open than ever continues to fall on deaf ears in Asean, however. 
At the Kuching ministerial meeting early last year the trade 
ministers of all the Asean 
countries except Singapore 
arrived unexpectedly in the 
company of their foreign min- 
isters to launch what one 
European Commission offi- 
cial later described as “a 
carefully concerted and 
strongly worded plea for bet- 
ter market access to the 
Community. " 

Whether or not the Asean 
countries will eventually ac- 
cept the EC's assurances that 
the single market is not a 
protectionist device will in 
large part depend on the out- 
come of the Gatt Uruguay 
Round. Access to EC markets 
is only part of Asean's preoc- 
cupation. The fear is that the 
Community's "reciprocity" 
demands will mean that in areas like civil aviation and banking and 
financial services the Asean countries must make substantial 
concessions or risk seeing their business with the EC dry up. 

Doubts over the true nature of EC-92 and the European single 
market seem in any case to be going rapidly out of fashion. They 
are giving way to rather more solidly based anxieties over whether 
Eastern Europe will supplant the developing nations of Asia and 
Africa in the EC's list of priorities. As the Asian Development Bank 
commented gloomily not long ago: "Eastern Europe should pro- 
vide a fertile area for new [European] trade and investment 
initiatives which could divert interest away from Asia. The labour 
force is skilled and highly educated, but wages are still low." 

The European Commission is keen to emphasise that financial 
assistance is not being diverted from the developing world, and 
that additional funding mechanisms have been set up to help 
Eastern Europe. The “New Guide- 
lines” programme devised by Abel 
Matutes, the energetic Spanish EC 
Commissioner who holds the port- 
folio for North-South relations, will 
increase by 72% the EC's spending on 
technical and development coopera- 
tion in Asia and Latin America. The 
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EC Council of Ministers adopted the Matutes initiative in mid- 
December, and set Community spending in Asia and Latin 
America at Ecu 2.75 billion for the five-year period 1991-95, with 
65% of that going to Asian countries and the balance to Latin 
American ones. 

The sharp increase in spending, say EC Commission officials, 
is to be matched by a change in the Community's approach to 
development assistance for Asean. "We are now entering a new 
period in our dealings with Asean," comments one senior official. 
"Almost all the Asean members have become advanced developing 
countries. They no longer need the rural development program- 
mes that less developed countries need. What they require instead 
is an increased level of economic cooperation. That means 
programmes of mutual benefit aimed at increasing flows of trade 
and investment and primarily involving 
businessmen. 

"For those, like the Philippines, that still 
need rural development aid, that will con- 
tinue, of course," he adds. "But for the 
others the ‘New Guidelines’ mean the EC 
will be concentrating on venture capital, on 
human resource projects such as training 
and on science and technology program- 
mes. We intend that our efforts will be 
much more carefully tailored to the needs 
of each country, rather than blanket assis- 
tance.” 

The Brussels Commission is particular- 
ly stung by suggestions from within Asean 
that the region is now “near the end of the 
queue” in the Community’s priorities. 
“Asean is the only one of the EC’s partners 
in the developing world where all the EC 
foreign ministers regularly meet their 
Asean counterparts” EC officials point out. 
“In other cases, the EC limits its own con- 
tacts to the Troika made up of the pre- 
vious, actual and next presidents of 
the EC foreign ministers’ council.” 

The signs are that European 
business and industry may be start- 
ing to respond to the EC’s efforts to 
raise Asean’s profile as an area of 
rich investment opportunities. The 
past five years have seen private 
direct investments from EC com- 
panies and financial institutions in 
Indonesia, Malaysia, Singapore, 
the Philippines and Thailand over- 
take those of the US and draw 
closer to those of Japan. 

Total recorded EC investments 
during the second half of the 1980s 
in the five main Asean countries 
were more than US$4.7 billion, 
and those of Japan were US$6.5 
billion, while those of the US trailed 
at US$4 billion. Analysts em- 
phasise that a good deal of in- 
vestment activity by multinational 
corporations in Asean countries is 
recorded as coming from sub- 
sidiaries elsewhere in Southeast 
Asia. Clearly, Europe has begun to 
awake — however belatedly — to 
the economic miracle of the Pacific 
Rim. + 
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Europe sees itself as Asean 
motor of growth 


Tum is often held up as the truest barometer of international 
relationships, yet in the case of Asean and the EC the most 
accurate reading seems to be "changeable." Depending on your 
point of view, the EC-Asean trading relationship is either exciting 
or stagnating. Looked at through the eyes of Asean experts, the 
share of the Community's total foreign trade accounted for by the 
Asean countries has remained unchanged at about 396 since the 
early 1980s, and compares poorly with the 696 of US foreign trade 
devoted to Asean. 

Turn to the EC's trade analysts, how- 
ever, and the message is very different. 
The European Commission believes that 
the Asean countries’ export performance 
throughout the 1980s has been “extreme- 
ly favourable.” 

As Juan Prat, the European 
Commission's director-general for North- 
South relations, told an EC-Asean trade 
promotion and economic cooperation 
meeting earlier this year: “From the mid- 
1980s onwards, it is the European 
Community among all the major in- 
dustrialised countries that has provided the 
most important export growth market for 
the Asean countries, particularly for 
manufactured products.” 

The EC view is that its liberal trade 
regime has contributed substantially to the 
Asean region’s record as the export suc- 
cess story of the last decade. As Prat put 
t: “It is no secret to say that since 1980, 
and the signing of the EC-Asean 
Cooperation Agreement, the 
Asean group of countries has en- 
joyed one of the highest growth 
records in the world . . . and since 
the mid-1980s has enjoyed the 
fastest export growth of the 
developing world.” 

During the first half of the 1980s 
it was the US that provided Asean 
with the richest market oppor- 
tunities, but since then it has been 
to the European marketplace that 
Asean exporters have increasingly 
turned. The Asean countries are by 
x E [517 . 1988 — $5 far the largest beneficiaries of the 

are EC’s generalised system of 
preferences (GSP), which is 
designed to favour exports to the 
Community from developing 
countries. More than 88% of Asean 
exports to the EC in 1988 either 
entered duty-free or were eligible 
for preferential GSP treatment. 

The result has been a sizeable 
jump in the Asean countries’ share 
of the EC import market and a 
turnaround in which the EC’s 
former trade surplus with Asean has 
been transformed into deficit. 
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Thanks in no small part to its healthy EC 
trade, Asean’s total exports passed the 
US$100 billion mark in 1988, making 
the region the world’s 10th-biggest ex- 


porter. 

From 1980-88 the volume of total 
merchandise exports from Asean grew 
by 6.6% a year, getting on for double the 
3.8% annual growth in world trade as a 
whole. That sort of growth helped lift the 
region’s share of the Community market 
from 1.8% in the mid-1970s to 3.2% by 
1988. 

In 1981 Asean exports to the EC were 
running at US$7.85 billion and imports 
from the EC were US$8.89 billion — a 
deficit for Asean of just over US$1 billion. 
By 1988 the picture had changed sharp- 
ly, with Asean’s exports to the EC having 
almost doubled in value to US$15 billion 
and imports from the Community stand- 
ing at US$14.7 billion, giving Asean a 
small but significant surplus of almost 
US$400 million. 

Much more important, though, has 
been the change in the character of 
Asean’s trade with the EC. Manufactured goods ac- 
counted for only just over 30% of Asean exports in 1980, 
whereas in 1975 the figure had been 23%. By 1988 
manufactured goods had surged ahead to take up 60% of Asean's 
European trade. 

In important added-value industries like clothing and textiles 
the trend is even more dramatic, showing an increase in 
exports to the EC that goes from US$116 million in 1975 to 
US$766 million in 1980 and rises to US$1.6 billion in 1988. 
Food and raw materials, by contrast, have fallen from occupy- 
ing over 6896 of Asean exports to the EC in the mid-1970s to 
just 3796 today. 

Overall, the situation looks positive, even if Asean analysts are 
inclined to say that the EC industrial and trading presence in 











Singapore's port: surplus trade for Asean. 


Southeast Asia remains far too modest. Asean's exports to the EC 
have expanded during the 1980s from just 1096 or so of total 
exports to approaching 15%, but continue to lag behind Asean's 
trade with Japan and the US, both of which now account for 
roughly 2096. 

Meanwhile, the EC Commission's Prat is in no doubt that the 
EC single market will consolidate the trade relationship with 
Asean. "The expected continued dynamism of the Community in 
the 1990s," he says, “should further increase the prospects for 
sales of goods with a high income elasticity, notably for goods 
where the EC generally has a comparative disadvantage and for 
which Asean countries are very well placed. Indeed, the Asean 
region appears to be very well positioned to benefit from the single 
market." € 





Anti-dumping fears are 
‘ill-informed’ 


I there is one thing that riles European Commission trade 
officials these days, it is suggestions that the EC uses its anti- 
dumping powers to give unfair protection to Europe's more 
inefficient industries. 

In an unusually forthright memorandum, the EC Eurocrats 
responsible for administering the anti-dumping policy described 
much of the public discussion of their actions as "ill-informed." It 
went on to state that “allegations that the Community’s anti-dump- 
ing activity is being used as a tool in the construction of a ‘Fortress 
Europe’. . . could not be further from the truth." 

Saying that it is therefore “appropriate to clarify the situation,” 
the EC trade officials have produced an analysis of their own 
activities which shows that EC anti-dumping measures are current- 
ly running at about one-third of the 1980 level. Anti-dumping 
investigations by the EC in 1988 ended in 18 cases where 
dumping was established and action taken, whereas at the start of 
the 1980s the comparable figure was 53. 

The figures for anti-dumping activity refute any suggestions that 
the Community's single market strategy has been accompanied by 
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a surge of protectionist anti-dumping cases. Investigations opened 
into anti-dumping complaints peaked at 55 in 1982 and by 
1987-88 had levelled off to 39 new cases in each year. 

The most striking thing about the EC's anti-dumping policy is 
how very marginal it is, despite the regularity with which 
news items about anti-dumping cases appear in the press. As the 
EC memorandum sums-up the position: “It is estimated, as 
a result of a careful study carried out by the Commission, that in 
1987 only 0.996 of all imports into the Community were subject 
to anti-dumping duties, the proportion of imports from in- 
dustrialised countries being 1.296 and only 1.496 of imports from 
the newly industrialised economies, 0.196 of imports from the 
other developing countries and 0.396 of imports from state trading 
countries. " 

Equally revealing was Brussels’ geographical breakdown of 
anti-dumping cases. From 1980-88 there have been a total of 349 
investigations, with 3496 of those concerning Eastern Europe, 
2596 the Far East and 2096 Western Europe. 

EC officialdom is fond of stressing that it is not the Commission 
that initiates anti-dumping probes, as these have to be based on a 
complaint brought by an industry, usually via its trade association. 
However, the more convincing argument that EC anti-dumping 
activity is not a carefully calculated strategy for choking off imports 
would seem to be the EC's import figures themselves — Europe's 
imports rose in value from 1980-88 by 36%. + 
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Global solution for Vietnamese boat people. 


1992 — Making life 
easier for all 











Repatriation plan for 
80,000 boat people 


| A: the result of a proposal by Mr Abel Matutes, EC Commis- 


sioner for North South relations, at the Asean post-Ministerial 
conference in Jakarta last July, the EC Commission has drafted a 
global repatriation and reintegration plan for 80,000 Vietnamese 


| “boat people." 


The plan, which is due to be implemented over two-and- a-half 


| to three years, has been drafted in cooperation with the UN High 
| Commissioner for Refugees (UNHCR) and has the agreement of 


the Vietnamese authorities. 
The Commission estimates the total cost of the plan at Ecu 


| 122m and is submitting it to donors for financing. Early this year 
| the Commission will approve a first contribution of Ecu 10m to 
| fund the launching of a six-month pilot phase. 


Of the 120,000 Vietnamese asylum-seekers sheltered in camps 
in Hong Kong and in Asean countries, it is estimated that about 


| 80,000 are not eligible for refugee status. 


Repatriation operations conducted by the UNHCR with con- 
tributions from donors — including the EC — have met with 
relatively limited success. This is why, following discussion among 
the foreign ministers of the Twelve on 16 July 1990, Abel Matutes 


| proposed at the post Ministerial conference that a more global plan 


be launched with two goals. 
The first aim is to promote the orderly and phased repatriation 
of Vietnamese asylum-seekers currently accommodated in refugee 


| camps in Asean countries and Hong Kong. Repatriation would 


the EC’s balance of trade of around US$300 billion annually. 
The EC also claims that trading partners like Asean will find 


| that the removal of barriers will make life simpler for everyone. 


The 12 sets of national rules, regulations and standards in the EC 


| will eventually be replaced with a single set applicable throughout 


1 promise of 1992 and the single market offers a dynamic | 


Europe full of opportunities for producers and consumers. In 
this new world of free competition created by the removal of 
age-old trade barriers, 320 million Europeans will be able to shop 
around for the best and the cheapest. They will be able to order 
their clothes by cross-border, interactive videotext, borrow money 
in one country and save in another, insure their cars in Britain and 
their lives in France, study in Rome and work in Amsterdam. 

The creation of the European single market may have stum- 


bling blocks, but there is no going back. More than two-thirds of | 


the 282 measures outlined in the legislative programme have 
already been adopted by the Council of Ministers. 

When the far-reaching programme is completed, daily life in 
Europe will be transformed. The rich tapestry of cultural differen- 
ces which make up Europe's special character will remain, but the 





barriers which have for so long beleaguered trade between the | 


member states will disappear. It will be easier for Europeans to 
move around the Community to work, study, set up in business or 
retire. 

By working more closely together, the individual countries of 
Europe will have more economic power than as separate nations. 
In theory, at any rate, bureaucratic red tape will be thrown out of 
the window so that Europe will be an easier place in which to live, 
work and do business. 

The Brussels “Eurocrats” — the officials of the European 
Commission — expect the single market to result in an average 
cut in consumer prices of 696, the creation of between 1.9 million 
and 5 million new jobs and an eventual overall improvement in 
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the Community. 

Although the creation of the single market is now inevitable, 
the end-1992 target has become more of a symbol than a rigid 
deadline, for there is still a long way to go before the legislation is 
implemented in all the member states. 

The EC legislative process is a long and complicated one, 
despite the reforms introduced in the Single European Act in 
1987, which was designed to speed things up. Broadly speaking, 
the EC Commission's role is to draw up proposals for legislation, 
in the form of directives or regulations. These proposals are then 
submitted to the European Parliament and other bodies for 
opinions. The proposals may then be modified before being 
submitted for approval by the Council of Ministers, which repre- 
sents the national governments of the member states. 

When legislation has been passed by the Council — on a 
qualified majority vote or unanimously, depending on the type of 
legislation under discussion — it then has to be incorporated into 
the legislation of all 12 member states. In a recent report the 
Commission said that of the 88 single market directives which 
have entered into force, only 21 have been implemented 
throughout the Community. Fifty-five measures have been imple- 
mented in only eight of the states. 

Measures delayed at a national level include animal and plant 


| health measures, as well as a number of directives aimed at 
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removing technical barriers to trade and to the liberalisation of 
financial services. To make matters worse, even when EC direc- 
tives are introduced at a national level, they are often ignored. In 
1989 the Commission examined 1,391 complaints, mainly from 
smaller companies which had come up against all manner of 
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concern those who return voluntarily and those who do not object 
to returning and would take place under the aegis of the UNHCR, 
which will guarantee the returnees’ safety and dignity. 

The second aim is to make a significant contribution to the 
socio-economic reintegration of the returnees in their area of 
origin, providing them with direct financial assistance. Aid for 
reintegration would also be directed to the local communities where 
they will be resettled, through measures to promote job-creation, 
health care and micro-infrastructure. 

The plan proposed by the Commission to the donors’ com- 
munity is fully compatible with the Comprehensive Plan of Action 
agreed at the International Conference on Indochinese refugees 
held in Geneva in June 1989. 

In its “repatriation” component, the plan aims at reinforcing 
substantially UNHCR activities in the full respect of its mandate. 
In its "reintegration" component, which will be implemented jointly 
by donors, the Vietnamese authorities and the UN, the plan aims 
at providing boat people with a social and economic incentive to 
return to Vietnam. 

As exiled Vietnamese return, the plan will be the subject of 
further consultations between the Commission and potential 
donors, the Vietnamese authorities and the UN. 

In order to contribute to the effective launching of the scheme, 
the Commission has already planned to finance a first six-month 
phase at a cost of approximately Ecu 10 million under its 1991 
budget. 

For too long the plight of the Vietnamese boat people has 
troubled the conscience of the world, but nations have been 
unwiling or unable to alleviate it, often in spite of their best 
intentions. Now the EC, at least, is doing something concrete about 
the problem. € 
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excuses for not allowing their goods to be imported. 

Most of the single market measures which have been passed 
so far relate to technical barriers to trade, which require only a 
majority vote in order to be adopted by the Council of Ministers. 
More than 8096 of these measures have now been passed. 

In the past 12 months, however, there have also been some 
significant achievements in the liberalisation of such key markets 
as public procurement contracts. The fabulously rich US$750 
billion market in the formerly closed sectors of energy, transport, 
water and telecommunications is now being opened up to allow 
cross-border tendering for public contracts. 
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Towards the next 
century 


Ae Europe's 1992 strategy has at times prompted 
unease amongst the EC's trading partners around the 
world, there is nothing new about the philosophy of a single 
market. What is new is its achievement. 

Many of the legislative hurdles to be overcome by the end 
of December 1992 were in the pipeline long before the 
Single European Act was passed in 1987. This was the 
amendment to the Community's legal basis, the Treaty of 
Rome, which not only gave the green light to the whole 
single market project, but also set the course for the long- 
term development of Europe. 

In a nutshell, the achievement of the single market marks 
a commitment towards Europe's future as the world's big- 
gest trading bloc and as a united voice on the political stage 
of the 21st century. 

Many obstacles still lie in the path of political and 
economic union, but the mood of Europe is that closer 
integration is the way forward. 

Until recently, talk of a "United States of Europe" was 
dismissed as fanciful and remote, yet today it is something 
that Europeans are talking about as a genuinely serious 
possibility. 
a Ee m 





A proposal to liberalise the US$100 billion market 
in local authority and government service contracts, 
which has long represented a source of rich pickings 
for national suppliers only, will soon be discussed in 
the Council of Ministers. This legislation will have 
some of the most far-reaching effects of the 1992 
programme. 

The past year has also seen a heartening growth 
in the recognition by EC member states of one 
another's professional qualifications — a key require- 
ment in achieving the free movement of people 
around Europe. The Community still has some way 
to go, however, before the citizens of EC countries 
can throw away their passports when travelling 
around Europe. Immigration controls and police 
checks aimed at terrorists and drug traffickers mean 
that European frontiers will not disappear overnight. 

Encouraging progress has been made, meanwhile, 
in the banking, financial services and insurance in- 
dustries. Europeans will soon be able to insure their 
cars in one country and their homes or their lives in 
another. 

So what remains to be done? The single market 
measures which have yet to be adopted tend to be the most 
controversial. They include politically sensitive areas such as direct 
and indirect taxation, and frontier controls over the movement of 
people between member states. This important legislation needs 
a unanimous vote to be passed by the Council of Ministers. 

Other proposals which remain blocked because of disagree- 
ments at Council of Ministers level include the introduction of 
EC-wide intellectual property protection rules and a single protec- 
tion and trade marks system. The issue has been bedevilled by 
a lengthy and ill-tempered row over where in the EC the 
Community's new patents office would be sited. + 
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Ambassador spells out 
Asean fears 


n a political level, the EC-Asean relationship is very good,” 
believes Atmono Suryo, Indonesia's ambassador to the EC 
and current chairman of the Asean countries' Brussels Committee. 


"But on the economic front I think it's fair to say our attitude is | 


still one of wait-and-see. 

"So far as political cooperation between Asean and the EC is 
concerned, over matters like security and other regional issues, | 
would say that the quality of the dialogue is excellent. Indeed, it 
sometimes seems superior to the quality of the 
Community's intra-EC political cooperation. 
But so far as the economic relationship is con- 
cerned, we Asean countries find ourselves in a 
more cautious situation. " 

Suryo is a veteran observer of the EC's single 
market drive. He shows sympathy with the aims 
of the EC's strategy, but is at the same time 
firmly opposed to those elements of the 1992 
plan that he sees as being at the expense of the 
trading partners such as the members of Asean. 

"When the 1992 programme was first un- 
veiled," says Suryo, "there was a good deal of 
concern in Asean, especially as regards the 
issue of ‘reciprocity.’ Our fears were that the 
European single market would in effect become 
a closed market. 

“The implications of the EC’s reciprocity 
doctrine were very unclear to us and we in 
Asean were particularly alarmed when it be- 
came clear in early 1988 that reciprocity, which 
was originally intended by the EC to apply to 
industrialised countries, would also be applied 
to developing countries.” 





The Asean countries have since expressed their concern that 
the EC’s reciprocity demands could damage a wide spectrum of 
economic activity, ranging from banking and financial services in 
the Asean countries to service sectors like civil aviation. 

“One by one all these questions have been removed from the 
purely EC-Asean negotiating agenda and have been put down for 
solution in the Gatt Uruguay Round of trade negotiations due to 
be concluded in Brussels in December,” adds Suryo. “So, for 
Asean the focus is now on the Gatt Round. As far as we're 
concerned it will be the proof of the pudding, because its outcome 
will show us just how open a trading partner the EC is going to 
be.” 

Suryo emphasises that there are other areas where the Asean 
members do not see eye to eye with the Community. “The EC 





Atmono Suryo (right ) meets Jacques Delors. 
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European investors are 
on the move 


Been industrial companies have been making a determined 
effort to increase their investments in Southeast Asia. The last 
few years have seen an encouraging rise in the level of investment 
spending both by Europe’s giant corporations and by smaller, 
specialist companies. 

The improvement in European investment patterns has been 
particularly marked in Indonesia and Singapore, where a number 
of giant projects such as petrochemicals complexes have helped 
. pull Europe ahead of Japan and the US in terms of current 
investment spending. But throughout the Asean region there has 
generally been a very satisfactory improvement in both the scale 
and scope of European investments. 

A feature of the investment drive by EC countries has been the 
Joint Investment Committees (JICs) that have been set up in each 
of the Asean states to promote inward investment. Each JIC has 
16 members — with the exception of Singapore, where there is 
a 12-man committee. Members are drawn from both local and 
European businesses and their focus is both to identify barriers to 
investment and to spot new investment opportunities for EC 
companies. 

The JICs are a useful clearing house for information that is 
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collected by a host of different 
players; by Chambers of Com- 
merce in both Asean and EC 
countries, by Commercial 
Counsellors at diplomatic mis- 
sions and by the Asean 
countries’ own very active in- 
vestment promotion bodies in 
Europe. 

They are also a source of 
advice and practical help on a 
wide range of different prob- 
lem areas that confront 
potential investors in the 
Asean countries. The topics 
and activities dealt with by the 
JICs include: 

@ Bank guarantees in for- 

eign currency 

@ Financial, engineering 

and investment promotion 

e Definition of export-oriented investment 

e Intellectual property rights protection 

e Investment priorities planning 

e Minimum investment requirements 

e Asean business missions to the EC 

e The publicaton of business directories 


Europe's banks give guarantees. 
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line is that there is no ‘Fortress Europe’,” he says, “but that there 
are nevertheless sensitive areas of manufacturing — for instance, 
textiles, footwear and some steelmaking activities — that are 
apparently still too sensitive to be fully opened up to international 
competition. The trouble is, of course, that these are also the 
industrial sectors now being developed by less developed countries, 
including those in Asean. 

“And even now we don't know what is happening on industrial 
standards. We don’t know if standards could yet be used by the 
EC as a form of non-tariff barrier. So far as we are concerned, it’s 
still all hanging in the air. 

“What we are aware of, meanwhile, is that pressure on the 
European Commission from various industries in the EC is now 
growing. Understandably, the unemployment question in Europe 
risks creating some very sensitive areas.” 

Suryo is eager to point out that the Asean countries’ concerns 
over their EC relationship go much wider than access to the 
Community marketplace. “Our worry is that the EC is being left 
behind in Southeast Asia,” he says, “and that in turn the Pacific 
region is of shrinking importance to the EC.” 

He points out that the EC’s economic role in Southeast Asia 
has been static throughout the past decade, even though that has 
been a period of record-breaking growth for the region. 

“Asean accounts for 3% of the EC’s foreign trade,” he notes, 
“and it has remained at that level throughout the 1980s. The 
comparable figure for the US is, at 6%, double that. And while 
Asean's trade with the EC has been developing quite satisfactorily, 
Asean's trade with the rest of Southeast Asia has been soaring. 

"[ believe that Asean is now a very rapidly industrialising area, 
and that the EC should be getting much more of a foothold there,” 
Suryo adds. 

Turning back to the issue of EC-Asean trade relations, Suryo 
points out that if the Gatt Uruguay Round fails to yield a 
solution to outstanding problems, there will nevertheless be an 
opportunity to settle them bilaterally in 1991. “The EC-Asean 
ministerial meeting on economic matters that is scheduled for 
Luxembourg next May could provide a safety net if the Gatt round 
fails." € 


Indonesia 


| Philippines 


HUE TE ATE, 


Another important contribution to Europe's investment drive 
in Southeast Asia is being made by EC International Investment 
Partners, a financial instrument launched by the Community in 
September 1988 to help promote joint ventures between EC 
companies and local operators in Asia, Latin America and the 
Mediterranean region. 

But putting a figure on EC investment activity in the Asean 
region is far from straightforward. The official statistics are thought 
to underestimate the true level of EC investment spending because 
European companies tend to invest in Asean through subsidiaries. 
When they do that the investment is officially registered as coming 
from the country elsewhere in Southeast Asia where the sub-hold- 
ing is registered. 

Last year, for instance, investments in Indonesia from 
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Aid to get a boost and 
new direction 


qe European Community's efforts to give development aid and 
economic assistance to the less-developed nations of Asia are 
soon to receive a substantial boost, say EC officials. The "New 
Guidelines" proposed by Abel Matutes, the EC Commissioner for 
North-South relations, and approved by EC member governments 
will virtually double the Community’s aid spending overnight. 

EC-level aid programmes to Southeast Asia currently run at 
around US$75 million a year, and will rise substantially under the 
terms of the Matutes initiative, which seeks to increase total 
Community aid to both Asia and Latin America to Ecu 2.9 billion 
during the period 1991-95. 

Commissioner Matutes has said he is particularly anxious to 
allay Asean fears that the region will be losing out as a result of 
the EC member states' growing interest in Eastern Europe. When 
Malaysia's foreign minister Abu Hassan Omar recently voiced the 
Asean countries’ concern that EC aid and investment will be 
"diverted to Eastern Europe at Asean's expense," Mr Matutes 
dismissed such fears as “groundless.” 

EC Commission officials have been making it clear that as well 
as receiving a substantial boost in size, the Community's aid effort 
will also enjoy a much higher profile. Commission 'Eurocrats' 
admit that one of the major problems in past years has been that 
EC aid to Southeast Asia has been "politically invisible." Although 
development assistance to Asean countries from both the Com- 
munity itself and from the 12-member states runs at just over 
US$0.5 billion a year, it has been so fragmented that it is hard to 
identify it with an "EC" label. 

Europe has only itself to blame if its efforts have gone largely 
unnoticed. The range of different Community development aid 
schemes administered by Brussels, together with a confusing 
plethora of assistance programmes operated by Europe's national 
governments and by various European aid agencies, has made it 
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Hongkong and South Korea level-pegaed 
with those of the whole of the EC, while 
those of Taiwanese companies in Malaysia 
were getting on for double those of the EC. 
A good deal of that investment activity is 
in fact being carried out by multinational 
companies whose regional base in 
Southeast Asia is in one of the ‘Four 
Tigers.’ 

The overall picture for EC investment 
in Asean is nevertheless looking much 
healthier. Total EC investment in all the 
Asean countries except Brunei has gone 
from US$398m in 1985 to US$1,301 million last year. The 
cumulative total during that five-year period is even more impres- 
sive, with some US$4,711 million having been identifiably 
invested by European companies in Asean. 

The EC figures compare quite satisfactorily with the cumulative 
investment figures for both Japan and the United States during 
the same period. Total recorded US investment in the five main 
Asean countries was close to US$4 billion, and that of Japanese 
companies was US$6,560 million. Nobody can tell the extent to 
which the figures for Japan and the US are disguised by the same 
phenomenon that under-rates EC investment. 

It is clear, though, that the last five years have begun to see a 
determined catch-up effort in the Asean region by European 
investors. $ 
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very difficult to form a clear picture of the EC nations’ contribution. 

The confusion is at both national and Community levels. There 
are at present some 25 different aid instruments and programmes 
operated by the EC, and these are currently being rationalised. To 
make matters worse, the flow of aid information within the EC 
tends to be one- way, with Brussels keeping EC member govern- 
ments informed of Community programmes but receiving little or 
no information in return. 

“So far, the European aid effort in Southeast Asia has been 
very ad hoc, with no visibility at political level. And with no 
follow-up to monitor the effects of 
Community aid,” sums up one EC 
Commission aid expert. “However, all 
that is soon going to change.” 

The EC’s “New Guidelines” go a 
good deal further than just boosting 
the total amount of aid spending. 
They seek to change the nature of the 
aid programmes. Until now, about 
85% of all EC aid funding has been 
earmarked for food aid and for finan- 
cial and technical assistance. 

In future, the emphasis will be 
much more on economic and in- 
dustrial assistance. The New 


Guidelines will triple and perhaps EC aid helps build dams. 








even quadruple the amounts spent on economic cooperation in 
the Asean countries. The thinking in Brussels is that the EC's aid 
effort has to adapt itself to the changing nature of the Asean 
economies, most of which are now successfully tackling the 
challenges of industrial development. 

To bring about this change in approach, the EC Commission 
believes that more attention has to be paid to intensifying the 
bi-lateral dialogues between the EC and individual Asean member 
countries. Such a policy would aim to set the framework for more 
focussed and coherent programmes and activities. The content of 
such programmes needs to be estab- 
lished following closer private sector 
contacts between the EC and Asean 
companies. 

The basic aim is to draw a distinc- 
tion between ‘quantitative’ and 
‘qualitative’ forms of aid. The 
former is seen as the more tradition- 
al types of aid, such as food aid or 
rural development projects. The lat- 
ter consists more of economic 
assistance projects in sectors like 
energy and telecommunications, 
and increasingly of industrial train- 
ing and management education 
projects. $ 





*Fortress Europe' idea is 
a contradiction 


T: EC will never be a global superpower in the classic sense 
of the term,” says EC strategic analyst Jerome Vignon. “Never- 
theless, developments in Europe today will do much to determine 
the world’s international order in the 21st century.” 

Although the EC will never play the sort of role performed 
during the post-war era by the US and the Soviet Union, Vignon 
explains, the trend towards political union between the 
Community’s member states means that the EC will influence 
economic and political relationships between countries throughout 
the world. 

Vignon is a Frenchman who heads the European Commission's 
think-tank, and is a personal adviser to its President, Jacques 
Delors. His view of the process of European integration reflects 
many of Delors’ own preoccupations, but also helps shape them. 

In the six years since he took over in Brussels, Jacques Delors 
has emerged as the political figure who has had the greatest 
dynamic effect on the EC since Jean Monnet, who in the imme- 
diate post-war period was arguably the most influential of the EC’s 
“founding fathers.” Delors has given Europe not only the 
economic boost of the single market but also a heady glimpse of 
a future in which the EC will be a single political entity. 

Vignon sees recent developments in Europe, notably the EC’s 
single market strategy, in terms that roundly reject criticism. “The 
whole idea of a ‘Fortress Europe’ is a contradiction of what the 
EC is all about,” he says. “The EC is built on political consensus, 
on the economic dynamism of international cooperation and, 
above all, on free trade.” 

The common policies that are pursued by EC member states 
go far beyond cooperation, he points out. “Things that looked 
Utopian 25 or 30 years ago, are today very much a matter of 
course.” 


‘wider’ dilemma is a very real one, because it is going to be hard 
to get EC member states to surrender more sovereignty to a deeper 
Community while extending membership to make it wider. Yet, | 
believe that the EC will become both deeper and wider during the 
1990s. Political, economic and monetary union will go ahead 
because there is widespread recognition in Europe that closer 
integration is the only way forward. At the same time, once the 
end-1992 deadline for completing the single market is passed, | 
think the pressure for enlargement will become very stong. The 
demands from would-be member states like Austria, Norway, 
Sweden and eventually a number of the Eastern European 
countries will make it hard to remain an EC of the 12.” 

The debate over the EC’s future will continue for a while yet, 
according to Vignon. He believes that the two parallel Inter- 
governmental Conferences (IGCs) that open in Rome in 
mid-December will provide a focus for the governments of the 12 
to clarify their ideas on the future shape of the Community. Vignon 
sees it as a healthy process, and says that now is the time for 
national public debates to be conducted in the member states. 

As to what the political institutions of the EC will look like in 
the 21st century, Vignon remains open-minded. “Some people 
seem to think that the European Commission is an embryo 
government for a federal Europe, while others say that it would be 
be more advisable to develop stronger inter-governmental 
mechanisms. | personally think that in any future united Europe 
an executive arm of government will be needed,” he adds, but 
refuses to be drawn on whether or not that should be the European 
Commission. | 

"There are no precedents, no models for the nations of the EC 
to follow," Vignon says. "Somehow we have to reconcile the EC's 
emergent new supra-national political consensus with Europe's 
ago-old cultural divisions. The essential point, I think, is that as we 
approach the new century, European unity will be increasingly vital 
to global stability." € 


This special report was sponsored by the Commission 


Vignon's view of the future is that the EC will increase in size of the European Communities. 
and in authority and political coherence. “The ‘deeper’ versus 
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FILIPINO- AMERICANS 


Biggest US Asian group lacks commensurate clout 


High growth, low profile 


By Susumu By Susumu Awanohara in Honolulu and — in Honolulu and 
Washington 


s the “special relationship” wanes 

between the US and its erstwhile 

colony, Filipino Americans hope 

to help bridge the widening gap 
between their ancestral and their adopted 
homelands. Yet their very success at as- 
similation, coupled with the divisive poli- 
tics back home, makes it hard for them to 
act as a cohesive interest group here. 

They have scored scant success in 
wringing US concessions for Manila on 
trade, aid or immigration. Nor can they do 
much to mitigate the strains in Washing- 
ton-Manila relations brought on by the end 
of the Cold War, the US budget crunch and 
rising Philippine nationalism. 

The vexed negotiations about the con- 
tinuation of US military bases in the Philip- 
pines are only the tip of the iceberg. Ameri- 
cans are impatient with Manila’s increas- 
ingly strident demands, on the one hand 
for sovereignty and, on the other hand, for 
such special favours as economic assistance 
guarantees. Filipino immigrants here find 
themselves caught in the verbal crossfire. 

At 1.4 million strong, Filipino Ameri- 
cans have by now become the largest Asian 
community in the US. But even in states 
where their numbers are most concen- 
trated, they have not achieved commensu- 
rate political clout. In Hawaii, where 
Filipino Americans account for about 15% 
of the population, they are outnumbered 
both by whites (34%) and Japanese Ameri- 
cans (25%). And even in California, where 
they number at least a third more than the 
Japanese Americans, Filipino immigrants 
still wield less influence. 

Aside from Hawaii Lieutenant Gover- 
nor Benjamin Cayetano and Maryland 
State Representative David Valerama, the 
top Filipino-American electoral politicians 
hold offices like local judgeships and 
county council seats. Higher profile posi- 
tions go instead to groups like the Chinese 
or Japanese. These communities — though 
less numerous — are richer, longer-en- 
trenched in the US and have a more cohe- 
sive sense of their own ethnic identity. 

Filipino Americans, on the other hand, 
pride themselves as “global people.” 
They enjoy what Philippine-born New 
York investment banker Lilia Clemente 
terms “a special privilege to be any- 
thing they want to be — Malay, Spanish, 
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American, Chinese . . .” 

This makes it easier for them to ally with 
other ethnics on particular issues. It also 
eases their assimilation into the American 
mainstream. But the downside is that so 
amorphous a national identity allows per- 
sonal rivalries and home-country fac- 
tionalism to undermine any solidarity 
among Filipinos as such. 

Filipino Americans — especially women 
— are more prone than other Asians to 
marry outside their own ethnic group. 
Since a 1965 liberalisation of the immigra- 
tion laws governing Asians, women have 
comprised 60% of the Filipinos moving to 
the US (see chart). The ratio is even higher 
(about 80%) for those who first enter as 
non-immigrants. Most of these come as 
wives of non-Filipino US citizens. 

Not just connubially, but also politically, 
Filipinos are prone to cohabit with other 
ethnics. They readily make common cause 
with the Chinese and Japanese in Hawaii 
or the Hispanics in California. As far back 
as 1920, Filipino labour leader Pablo Man- 
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lapit enlisted Japanese unionists in a joint 
strike against Hawaiian plantation owners. 
Another labour orgainiser, Carlos Bulosan, 
wrote moving depictions of the travails and 
solidarity of working class Mexicans, Japan- 
ese and whites as well as Filipinos in 
California in the 1940s. 

Even today, Filipino labour leaders 
dominate such key, multi-ethnic unions as 
the longshoremen or the hotel and restau- 
rant workers in Hawaii. Some Filipino 
Americans are also active in feminist 
groups. Many have become loyal "foot-sol- 
diers" of the Democratic Party. 

The degree of Filipino American assimi- 
lation is all the more striking in light of the 
fact that as many as 70% of them are Philip- 
pine-born and many are still Philippine citi- 
zens. These old country ties, though, seem 
to pose less hindrance to their adaptation 
to American mores than to their cohesive- 
ness as an interest group in the US milieu. 

“They can work with others but can't 
work among themselves," one Filipino Ame- 
rican scholar laments. The plethora of tiny 
Filipino American organisations — hund- 
reds in the greater Washington area, alone 
— reflects an excessive interest in form (and 
having a title) rather than in substance. 

Philippine geography also plays a part 
in the rifts that divide the Filipino American 
community: Ilocanos, from the home re- 
gion of the late Ferdinand Marcos, are con- 
centrated in Hawaii and — to a lesser ex- 
tent — the Pacific seaboard of the US main- 
land. They tend to be more loyal to the late 
dictator and his widow, Imelda. Those 
from other regions favour the current re- 
gime, although support has waned. 

The divisions among the Filipino Ameri- 
cans can only be heightened with the ap- 
proach of the 1992 general elections in the 
Philippines, in which the overseas Filipinos 
may be allowed to vote. Gone are the glory 
days of the 1986 Yellow Revolution, when 
the Filipino American community enjoyed 
a rare interlude of shared euphoria. 

Back then, on Main Streets all over 
America, Filipinos were congratulated for 
the "triumph of democracy" in their ances- 
tral homeland. A large majority of previ- 
ously apolitical Filipino Americans sud- 
denly made common cause with the long- 
standing hardcore of anti-Marcos activists. 

In support of the new president Cora- 
zon Aquino, widow of an opposition sena- 
tor who was assassinated in 1983 on his re- 
turn from exile in the US, Filipino Ameri- 
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. cans agitated for massive US eco- 
nomic aid to Manila. Aquino's 
fumbling presidency, however, has 
dispirited many of these Filipino 
Americans into bowing out of poli- 
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along with the American military. 

The 1965 law's effect on Filipino 
American sociology has been mixed. 
On one hand, its family unification 
provisions augmented the Ilocano 
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tivism has been the steadfastly pro- 
Marcos Filipino-American commun- 
ity in Hawaii, 70-80% of whom are 
Ilocano. In 1986, demonstrators de- 
scended on the state assembly in 
Honolulu, successfully demanding 
that Marcos be allowed to settle in 
Hawaii. Even now that he is dead, 
his remains are still in the US — un- 
buried — waiting to join the yet-un- 
interred body of his recently-de- 
ceased mother back in their native 
Ilocos Norte. 

But Aquino remains wary of al- 
lowing Imelda to bring back Marcos’ 
bones, lest the homecoming turn 
into a rallying point for opponents of 
the Manila regime. She is right about 
the threat to her presidency, says Joe Lazo, 
an Ilocano immigration broker who made 
his fortune under the old regime and now 
heads the Honolulu based "Friends of the 
Marcoses" organisation. He is convinced 
that, denials to the contrary, Aquino will 
run for re-election in 1992, and only Imelda 
will be able to beat her. After all, he says, 
"Imelda is a better singer." 

The polarisation of the Filipino Ameri- 
can community over the "Battle of the 
Widows" reflects the history of Philippine 
immigration to the US. Most in the 
first wave, early in the 20th century, came 
from impoverished and overpopulated 
Ilocos. Single men predominated; unskilled 
sojourners in the sugar or pineapple planta- 
tions of Hawaii, the farms of California's 
central valley or the fisheries of the Pacific 
Northwest and Alaska. 

The next wave came with the promulga- 
tion of a new US immigration law in 1965, 
which opened the floodgates to an influx of 
Asians. The law allowed 20,000 immigrants 
a year from any one country under the 
categories of extended family relatives and 
workers with valued skills. Spouses and 
immediate family of US citizens were al- 
lowed in without numerical limits. 

The number of Filipinos coming in 
under these quota-free categories — more 
than 40,000 in 1990, for instance — 
routinely dwarfs the 20,000 admitted under 
the numerical limits. Spouses and im- 
mediate relatives alone usually outnumber 
quota immigrants, a situation unique 
among Asian groups. 

Part of the reason is the Filipino propen- 
sity for “out marriage” across ethnic lines. 
Then, too, the Filipino-American commun- 
ity is more recently established in the US 
than other major Asian groups, and so re- 
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tains closer family contacts with the old 
country. Given the economic woes back in 
the Philippines, the result is a geometric 
expansion of immigration under family 
reunion schemes. 

So Filipino Americans have become the 
fastest-growing Asian immigrant group, 
rising from just 782,000 in the 1980 census 
to a projected 2.1 million by the turn-of- 
the-century, a near-trebling in just two 
decades. By 1990, they numbered 1.4 mil- 
lion, overtaking the Chinese as the biggest 
Asian American group. A new surge of im- 
migration could be in store if workers who 
once depended upon the US bases now de- 
cide to withdraw from the Philippines 
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pational priorities in the new law 
opened the door for many Filipino 
professionals — engineers, scien- 
tists, accountants, entrepreneurs, 
teachers, lawyers, nurses and doc- 
tors. Most of these came from urban 
areas, notably Metro Manila and 
surrounding Tagalog-speaking pro- 
vinces. Scattered as they are in ori- 
gin, the new breed of immigrants 
can hardly pose an ethnic and 
cultural challenge to the entrench- 
ed Ilocanos. Rather, the distinction 
is one of class and political inclina- 
tion. 

In the early 1970s, shortly after 
the new law went into effect, most 
of the immigrants under the quota 


came in on occupational preference 


categories. Professionals and artists pre- 
dominated, according to a study by the 
East-West Centre, a federally-supported 
think-tank in Hawaii. 

That pattern has shifted, though, over 
the past two decades. Now, extended fam- 
ily relatives account for most admissions 
under the quota. And, even in the occupa- 
tional preference categories, professionals 
are now outnumbered by skilled and un- 
skilled workers. 

Some Filipino-American professionals, 
nevertheless, still maintain a high profile — 
notably medical personnel. Some 2076 of 
the Philippines’ best-qualified nurses and 
40% of its doctors are said to practice in the 
US. These immigrants are a source of pride 
for Filipinos back home and in their 
adopted country, but they also represent a 
serious brain drain for the Philippines. 

Community advocates charge that a dis- 
proportionate number of Filipino American 
medical personnel work in public hospitals 
of big US cities with large number of AIDS 
patients — a sign that they have not yet 
achieved parity with their white counter- 
parts. Along with Asian-Indian doctors, 
Filipino Americans have been in the fore- 
front of the fight to stop discrimination 
against foreign-trained medical personnel. 

Time, even more than activism, how- 
ever, may ultimately upgrade Filipino- 
American status. US-born Filipinos, along 
with US-born Asian Indians, have done 
less well, in terms of education, income and 
occupational status, than other US-born 
Asian Americans. But the profile of Filipino 
Americans overall is improving rapidly as 
as the post-1965 immigrants — from higher 
social strata to start with — produce US- 
born offspring. E: 
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BOOKS 


Beasts and beastliness 


Crackling Mountain and Other Stories by 
Osumi Dazai. Translated by James O'Brien. 
Peter Owen, London. £13.95 (US$26.50). 
Five Thousand Runaways by Takeshi Kaiko. 
Translated by Cecilia Segawa Seigle. Peter 
Owen, London. £13.95. 


What a difference two decades made in 
Japanese literature; at least from the evi- 
dence of these two collections of short 
stories. Osamu Dazai was born in 1909 to 
a family of wealthy landowners near 
Aomori, at the tip of Honshu. He is one 
of those writers whose dandyishness and 
bohemian life-style continue to create more 
interest than his actual writing. He 
drowned himself together with his mistress 
in Tokyo's Tamagawa Canal in 1948. 

Takeshi Kaiko was the eldest son of an 
Osaka schoolteacher, who died in 1943. 
Head of the family at 13, he struggled 
through the war years, was given a kind 
of sympathy degree at Osaka University, 
worked in every part-time job imaginable, 
married a poet in 1952, and somehow 
ended up as war correspondent (and 
novelist) in some of the most harrowing 
crisis areas of the world: Vietnam above all, 
but also Biafra, Israel, Paris in '68, Poland, 
Czechoslovakia. He died in 1989. 

By means of apparently objective im- 
ages of war-torn Vietnam, of Tokyo and 
Osaka's seedy underbelly, of Maoist 
China and colonial Hongkong, the cor- 
respondent Kaiko reveals a fascinating 
inner landscape of turmoil, commitment, 
humour and unblinking compassion. He 
speaks directly, with a poetic, sinuous 
simplicity entirely divorced from the usual 
idea of “poetic.” 

The agonising Dazai, on the other 
hand, is “poetic.” His stories often resort to 
fable, and are filled with animal characters. 
Self-consciously adopting the first person 
singular, he ends many of them with a 
throwaway, “enigmatic” moral line. The 
freedom Dazai has found from his provin- 
cial wealthy background is the freedom of 
perversity. 

Prevented by the oppressive socio-politi- 
cal climate from engaging with the world 
directly, these apparently subjective I-tales 
(wakakushi-shosetsu) leave the reader with a 
faint whiff of Proust mixed with a charm- 
ing, if repetitive personal mythology: mon- 
keys, demons, a reworked Judas tale here, 
a touch of Greek lore there. 

However, life sometimes breaks through 
these reworkings of old Japanese themes. 
In at least two stories ("Memories" and 
"On the Question of Apparel"), the nar- 
rator focuses on his self-consciousness and 
failed love affairs. These are written with a 
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joyful sense of absur- 
dity reminiscent of 
Thomas Mann's walk- 
ing-the-dog stories, 
or Meredith's Mr Poo- 
ter. Dazai momentarily 
breaks the  wakakushi 
mould. Indeed, in 
Crackling Mountain the 
gathering wave of 
woman trouble breaks 
over him and the narra- 
tor-badger is forced to 
scream, I AM CRAZY 
ABOUT WOMEN. The rais- 
ed voice here is infinite- 
ly more interesting than 
those endless allegories 
on samurai ethics and post-war nihilism. 

Kaiko doesn’t need to “tell” us about 
women, nor about craziness. An over- 
whelming sense of life floods everything he 
does: from the exquisite fishing expeditions 
and marine set-pieces (he was a prize 
fisherman) to a New Year's Day musical 
tour of Vietcong villages. His usual mode is 
the documentary, a kind of roving photo- 
graphic eye, but the appearance of objectiv- 
ity is deceptive. Liberated from the I-nar- 
rator, he charges the unfolding “tale” with 
intense subjectivity — encounters with the 
sleek, psycopathic General Bao (finally hos- 
pitalised with a Mickey Mouse book and a 
request for toothpick catalogues), dead sol- 
diers at the Vietnamese front, a deserter on 
a lonely island, an implacably calm dropout 


The face of war. 





from the Tokyo busi- 
ness world. 

His extraordinary 
talent lies in the fact 
that he could have writ- 
ten everything in the 
form of travelogue or 
war report. He has 
the war photographer's 
eye; he won prizes 
for reportage. But in 
his stores there is 
an ability to stand 
away from the scene, 
even while he is at 
the heart of it (the 
“invincibility” on the 
face of the Vietnamese 
gil as a raging pig 
bursts into the hut 
where they have just 
made love; the teeming 
masses at Cholon re- 
flecting an Asia in 
which "the revolutionaries and the anti- 
revolutionaries probably had to struggle 
not to be drowned,” the fireflies turning on 
and off at the edge of a minefield like "a 
great sneer of nature"). These transcend 
the routine and the everyday. His range too 
confirms his stature — snake and mon- 
goose fights, adolescent nihilism, big city 
alienation, the myriad creatures of the 
deep. 

And beneath everything there lurks his 
vision of Vietnam. He was haunted by the 
absurd cruelty of war. As he wrote in the 
last story in this collection: "A man who 
was floating down the river should not 
fight, should not struggle, but yield his 
body to the flow of the water and keep his 
eyes wide open." m David Clive Price 
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Eyeing the vift- horse 


US-Thailand Relations in a New International 
Era edited by Clark D. Neher and Wiwat 
Mungkanki. Institute of East Asian Studies, 
University of California, Berkeley. US$20. 


It wasn’t so many years ago that Thai 
governments were considered mere clients 
of the US. Thousands of Thais were paid to 
fight a secret war for the US, thousands of 
American service personnel were based in 
Thailand, and US air force bombers lum- 
bered skyward loaded with tons of bombs 
to be delivered throughout Indochina. 

Many in US administrations apparently 
felt comfortable dealing with “gentle” au- 
thoritarian regimes in Thailand, so long as 
the generals knew their place. And, with 
US money flowing to aid, counter-in- 
surgency programmes and US bases, the 
Thai elite was certainly prepared to be 
reasonably compliant. 
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But times change. Nowadays, with an 
elected government in Bangkok, the two 
friends harangue over air transport rights, 
copyright, farm subsidies, voluntary export 
restraint, and an apparently endless array 
of niggly issues over which neither side is 
prepared to move very far. The previously 
cosy relationship seems to be faltering. 

This book anthologises the papers of a 
conference of Thai and American officials, 
business people and academics, and prom- 
ises to assess the changes occurring in both 
the US and Thailand and in the relationship 
between the two. 

Alas, too few of the contributions live 
up to this promise. The papers were pre- 
sented six months after the coalition led by 
Chatichai Choonhavan took office;.a most 
exciting time in Thai politics. The speed at 
which the new government took decisions 
made the previous Prem administrations 
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After America’s own heart 


Jump Start: Japan Comes to the Heartland 


by David Gelsanliter. Farrar, Straus & 
Giroux, New York. US$19.95. 


The national ego of the US suffered a 


severe blow, last year, when Matsushita 
Electronics paid US$6.5 billion to buy the 
giant film and video producer, MCA Uni- 
versal. The transaction followed Sony’s 
purchase of Columbia Pictures and a sub- 
stantial Japanese investment in New 
York’s Rockefeller Center, home to the 
country’s prime showcase, Radio City 
Music Hall. 

Next to Hollywood, Detroit’s au- 
tomobile industry ranks prominently in 
the US’ self-image. But now three Japan- 


ese car manufacturers are well es- 
tablished right in Detroit's back- 
yard — or, as David Gelsanliter 
puts it, in the country's "heart- 
land." Specifically, Nissan now 
has a plant in Tennessee, Toyota 
in Kentucky, and Honda in Ohio. 
This Japanese initiative, begun in 
the early 1980s, faced a great va- 
riety of administrative, political 
and psycho-cultural obstacles. 
Now, together with the rest of 
the economy, the Japanese au- 
tomakers on American soil have 
to wrestle with the threat of the 
1991 recession. 

Gelsanliter notes differing ap- 
proaches among the three manu- 


appear tortoise-like. Little of this en- 
thusiasm, so infectious at the time, is cap- 
tured in the pages of this book. 

But the interest of the collection may 
well lie in the insights it provides into the 
attitudes of the contributors, as they try to 
come to grips with this new situation. Their 
attitudes may well be representative of a 
wider elite view. 

For example, Sarasin Viraphol, a serving 
Thai Foreign Ministry official who discusses 
the role of the superpowers in Southeast 
Asia, presents what one commentator calls 
a Sinocentric view. This stance clearly held 
sway in his ministry, so the reader gains 
an insight into the kind of opposition 
Chatichai and his advisers faced when at- 
tempting to break the ministry's pro-Chi- 
nese stranglehold on policy-making con- 
cerning Cambodia. 

Apart from some clangers — Thailand's 
northeast is said to have become a "show- 
case of agricultural and communal develop- 
ment enterprise" (someone should tell the 
farmers who keep seeking work elsewhere) 
— the chapters tend to be workmanlike. Of 
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facturers. He points out that Toyota and 
Nissan control 60% of the car market at 
home, while Honda, with a less than 
10% share in Japan, “has staked its future 
in North America.” Honda was the 
pacemaker. 
While technically neutral towards la- 
bour unions, the three Japanese firms 
seem of one mind in trying to avoid un- 
ionisation as a threat to productivity and 
‘to their carefully perfected, quality- 
' oriented and eminently successful man- 
agement techniques. They appear to pre- 
fer employees of a German-American or 
Northern European ethnic background, 
who share their work ethic. They are 
not burdened with pension and medical 
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Honda setting the pace in Ohio. 


more than passing interest are Suchit Bun- 
bongkarn’s analysis of Thai politics and 
Medhi Krongkaew’s summary of the cur- 
rent state of the Thai economy. 

Suchit, now acknowledged as one of 
Thailand's better “military watchers,” gives 
a distinctly pessimistic overview of Thai 
party politics in the 1980s. He is also unen- 
thusiastic about the role of money in poli- 
tics, seeing it as a source of corruption. No 
doubt he would be even less impressed 
today. Indeed, a number of Thailand’s 
most powerful businessmen got their start 
in the 1960s and 1970s as compradors for 
the US war effort. Today, some of these 
men finance the political parties which con- 
stitute a government increasingly perceived 
as auctioning parliamentary and ministerial 
seats to the highest bidder. 

He is more positive about the military, 
seeing it as taking a new, less interven- 
tionist position on parliament. However, 
he is less critical than he might have 
been about military leaders’ policies 
on neighbouring countries and develop- 
ment projects. He views Gen. Chaovalit 
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benefit plans that General Motors, Ford 
and Chrysler have to calculate into their 
budgets and labour negotiations. 

Nissan, Toyota and Honda provided 
jobs at a time when the Big Three in De- 
troit had to close down facilities and 
make cutbacks in their labour forces. In 
coming months, recession pressures may 
well cause unexpected frictions. Gelsanli- 
ter writes: “The Japanese will do what- 
ever it takes to succeed here. Worried 
about the mounting hostility to Japan’s 
huge investment in the United States, the 
Japanese government recently offered Ja- 
panese companies large tax deductions if 
they would give money to American hos- 
pitals, schools and other non-profit in- 
stitutions.” Such public relations gestures, 
easily seen as patronising hand-outs, call 
for delicate handling, or they will create 
resentment rather than goodwill. _ 

The Japanese in America’s 
heartland, their imported repre- 
sentatives, local executives and 
the people all around them, 
have, during the past decade, 
learned hundreds of valuable les- 
sons in mutual understanding. 
The magic of this New Together- 
ness is in the details: interview 
techniques, learning centres, 
zoning laws, dress codes, food 
preferences, county politics, 
ethnic traditions, leisure habits. 
The story of these three venture- 
some giants in alien territory has 
all the fascination of a pioneer 
study in the anthropology of eco- 
nomics. m Martin Ebon 


Yongchaiyuth’s forays into Laos and 
Burma as being in line with Chatichai’s 
policies, and the development role of the 
military as being constructive. 

A cynic might suggest that these ac- 
tivities promoted the political aspirations of 
Chaovalit, and also filled more than a few 
pockets along the way, especially as many 
leading military men took board positions 
on joint ventures in Burma's forests and 
mines. While the military might be promot- 
ing itself as clean when compared with 
politicians, a number of military snouts can 
also be seen in the trough. 

After carefully listing many economic 
successes, not the least being a reduction 
in poverty, Medhi notes some important 
long-term structural problems imping- 
ing on the Thai economy. These include 
worsening income distribution, natural re- 
source depletion, low productivity in the 
agricutural sector and poor human re- 
sources development. These are crucial is- 
sues, and one misses a specialist analysis of 
the social problems facing a rapidly indus- 
trialising country. m Kevin Hewison 
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E : oa gee of a | century later. Tn- 
. deed all the signs are that Suharto is intent 
--on a sixth term of office, starting in 1993. If 
he does go for another five years, he will 
have to depend less on his traditional 
E power base, the military, and more on In- 
-. donesia's burgeoning capitalist class, which 
has grown immensely in strength and in- 
- fluence under him. 
. Richard Robison of Australia’s Murdoch 
. University has been one of the most con- 
~ troversial chroniclers of the rise of that class 
in Indonesia. His 1986 work, Indonesia: The 
 Rise.of Capital, is now well-known. The 
-. book under review is a collection of eight 
essays written over an 11-year period. . 
If 1989 sounded the knell of Marxism, 
‘Robison shows that Marxian analyses of 
_ the state and class formation are still fruit- 
~ ful. Anchoring the political superstructure 
- firmly in the economic sub-structure, Robi- 





F Paparra Under Socialism by Grant 
cF Evans. Yale University Press, New Haven. 
LIS$30. 
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In his study of the campaign for ag- 
ricultural collectivisation in late-1970s 
Laos, Grant Evans insightfully portrays 
rural economic life in that country. He 

.. discusses the functioning of rural house- 
| holds, local government, the organisation 
<j of farm production, and the evolution of 
|. the communist party's agricultural po- 
| Hey, skilfully weaving his research and 
¿| travels, and relevant theory and case 
. | studies from Southeast and East Asia. 
|. Business, aid and academic readers will 
all find worthwhile information and 
stimulating ideas in these pages. 

However, because his study of speci- 
fic cooperatives is limited to the four low- 

. land ones located near Vientiane, his 
< |- «ondusions may be more applicable to 
. | urban-influenced lowland Lao than to 

other sections of Lao society. Other 
xteomings include occasional omis- 
of data sources and assertions un- 
orted by example. 

975 the leaders inherited a bank- 
[| economy geared to war. 
ppression of private enter- 
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son develops a systematic and sometimes 
devastating critique of prevailing cultural 
analyses of Indonesian politics. 

This approach, typified by authors such 
as Donald Emmerson, R. W. Liddle and 
Karl Jackson, is obsessed with the cultural 
and behavioural, focusing on the style of 
the New Order rather than its substance. 
And the critical point that Robison bring 
out in his work is that the "substance" of 
the Indonesian polity has changed drasti- 
cally under the New Order. The state itself, 
like its predecessors in 19th-century Ger- 
many and Japan, has been heavily engaged 
in the process of development and indus- 
trialisation, and alongside this a capitalist 
class has been emerging. Ironically then, if 
there is a spectre haunting Southeast Asia, 
including Indonesia, in the 1990s, it is the 
spectre of capitalism and not communism. 

The complexity of Indonesia' s emerging 
class formation is not lost on Robisor 
divisions between foreign and domestic, 
indigenous and Chinese, large-scale and 
petty capital, the pressures between those 
seeking an introverted nationalist economy 
and those seeking thoroughgoing integra- 
tion into. the work economy, are examined 

















prise, peasants eime to their “natural 
economy,” growing, gathering and pro- 
ducing goods for their own use. Barter 
replaced cash in many exchanges. With 
most rural families owning land, differ- 
ences in wealth tumed on labour: the 
richest families were those with a large 
number of workers and few dependents. 
The levels of inequality were not high, 
however, and collectivisation was aimed 
at increasing productivity and creating 
true socialist citizens rather than at redis- 
tributing wealth. 

Collectivisation was suspended when 
production plummeted, only a year after 
the campaign was started. The coopera- 
tives gradually fell apart, especially when 
it became evident that machinery, seeds 
and other farm inputs were not forth- 
coming. 

Most cooperatives turned out to be 
simply variations on traditional labour ex- 
change groups of relatives and neigh- 
bours. Such features of cooperatives as 
work-points, individual votes, supervi- 
sion by non-family members and com- 
mon ownership of land undermined the 
bonds of support and authority which 
had worked to motivate farmers in pre- 
revolutionary Laos. 
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tion. But above all, Robison argues, 
the state which has been the o ro 
lopment in Indonesia. Whereas: 
New Order, Indonesia's ca ip 
ia and fractured, by con 
cial forces upon which the N 
rests have become aiani w 
well-defined and stronger, largely be 
international finance and industrial 
largely absent during the Sukarno ve 
were reintegrated into a broad ecc 
and political alliance." 
Among other areas where Rot 
applies his approach is ina 
critique of Australian-Indone 
in the light of the furore cat 
publication of David Jenkins 
ticle on the financial interests c 
family (in the Sydney Morning - 
argues persuasively that Ax 
to establish a "special relatio Y 
Jakarta and "to be accepted a 
legitimate, integral role in South 
regional affairs has been cou ter 
tive in that it generates appre 
resentment among Southeast 
tries.” A withdrawal from 
does not preclude cose links 
gion, but would preserve a n: 
tance for Australia. 
Indonesia's rich traditions have | 
given cultural analysts a field day. | 
is a healthy antidote. — si Michael V 


Crary yiri hd a M nett enu erri i Marr aia 











—— 


Evans demonstrates in great. ES 


the unworkability of any sche 


threatens the economic sect rit 
social core of the rural hons 


best be ein not p — a 
gration ida didi = by the kind of 
I non to pipin 








ness. i M : s, 


tion might iadi to the an pna 1 
lage level farmers' unions, wl 
bargain for fair prices and « 
other ways. The possibili "EE | 
agribusiness" in Laos are lin 
approach is a good one becau: 
build on the production strengti 
rural household. | 
Amazing changes have overt 3 cei 
major Lao towns d their surrou ! 


addressed by 


changes are d din pene riti 
buie erat ohiboniggak la 


tion. 





Se WIN SALE oe Rt 








y Mark Clifford in Seoul 


Deest ——— 


outh Korea has always been a high- 
roller at the economic gambling 
table. Now it is placing one of its 
J biggest bets ever: US$3 billion in 
economic assistance to the Soviet Union. At 
a time of internal Soviet turmoil, such 
largesse is seen by some critics as a triumph 
of faith over commercial calculation. 
The three-year loan package, finalised in 
oul on 22 January, is the second-largest 
assembled for the Soviet Union. It is the 
price South Korea is paying for diplomatic 
cognition by the Moscow. But it is also a 
ible on the survival of Soviet President 
ail Gorbachov, whose rapidly di- 
minishing authority places a question mark 
er post-Cold War rapprochement. With 
the Soviet central government having 
guaranteed the repayment of the loans, a 
litical convulsion could saddle the Seoul 
financial system with a slew of bad debts. 
Although the announcement of the 
package was welcomed by South Korea’s 
argest exporters, it prompted international 
and domestic concern. Its timing could 
hardly have been worse: it came on the day 
e EC reacted to the Soviet military 
ackdown in the Baltic republics by delay- 
g an aid package to the Soviet Union. 
-South Korean officials tried to pre-empt 
international. criticism with a a epee 








: The architect of the reforms, Finance 
Airu: iet Satay fans told the REVIEW that 
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outh Korea à announces sl IS$3 billion loan package for Soviets 


defence. “Without full diplomatic relations 
with the Soviet Union, we cannot ensure 
our security,” said an official at the presi- 
dential Blue House who was involved in 
the negotiations. South Korean President 
Roh Tae Woo has pursued a policy of eas- 
ing tension on the Korean peninsula by es- 
tablishing diplomatic and trade ties with 
communist countries. Diplomatic relations 
with Moscow were opened last year. 

In Washington, officials and politicians 
said they regretted the unveiling of the 
agreement when Soviet troops were killing 
unarmed civilians in the Baltics and when 
the US was having to pressure its allies for 
more funds for the anti-Iraq effort. Some 
South Korea specialists in the US were less 
critical, saying Seoul had made a worth- 
while contribution to the Gulf war and that 
it had been caught off-balance by develop- 
ments in the Baltic republics. 

Domestic critics say the credit package is 
too big a burden for a country facing its sec- 
ond consecutive annual current-account 
deficit. Seoul will have to borrow US$3-5 
billion to fund its current-account deficit 
this year; the Soviet loan package will come 
out of additional international borrowings. 
Nevertheless, approval by the government- 
dominated national assembly should be a 
formality. 

The Blue House official was confident 
that the Soviet Union could meet its repay- 
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tan h ed ed up the deregulation 
ts tottering, economy by loosening for- 
gn-exchange controls to the most liberal 
egree in South Asia. The country's busi- 
lessmen say this is the strongest indica- 


and to make Pakistan a self-regulating 
market economy without “undue” gov- 
ernment interference. He added that all 
foreign-exchange controls could not be 
abolished immediately because the coun- 
try as yet does not have an adequate cush- 
ion of foreign reserves. By November 
1990, these had dwindled to US$189 mil- 
lion, equivalent to about 10 days’ worth of 
imports. Pakistan is hoping to lure back to 
the country billions of dollars held by its 
citizens overseas. 

A committee set up by Aziz two 
months ago under the chairmanship of 
the central bank governor, I. A. Hanafi, 
and including the local heads of two for- 
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ments, saying the country's schedule of for- 
eign-debt obligations will shrink from a 
peak of US$13 billion this year to US$5 bil- 
lion by 1993. 

When Roh met Gorbachov in San Fran- 
cisco in June 1990 in a landmark reconcilia- 
tion of the two countries, the Soviet leader 
personally requested “several billion dol- 
lars” in loans, according to Seoul officials. 
The Blue House official said the initial 
Soviet request was for US$5 billion. 

In return for the loan guarantees, Mos- 
cow has given a written commitment that it 
will support South Korea's admission to the 
UN, according to officials in Seoul. Soviet 
negotiators also offered assurances that of- 
fensive weapons would no longer be 
supplied to North Korea and that Soviet 
cooperation in the building of nuclear 
power facilities north of the demilitarised 
zone would be withheld, according to these 
sources. 

The loan package comprises US$1.5 bil- 
lion to finance purchases of South Korean 
consumer goods and industrial products, 
US$500 million tied to purchases of South 
Korean capital goods and US$1 billion in 
notionally untied loans. 

Soviet negotiators have unofficially 
agreed that half the untied loans will be 
spent on additional purchases of South Ko- 
rean capital goods, according to a Seoul 
nee The Oe! billion in untied loans 
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eign banks, made eight recommendations 
for reform of Pakistan's. foreign-exchange 
controls. All of them were accepted by the © 
government and will be implemented 
within the next month after changes to- 
central-bank regulations. 

The most important of the measures 
introduced is that foreigners and overseas 
Pakistanis can freely buy the shares of 
companies listed on the Karachi stock ex- 
change. No ceiling will be placed on the 
percentage of shares that can be bought. 
All income from share investments will be 
allowed to be repatriated after the pay- 
ment of capital gains tax. 

The measure follows the removal a 
month ago of rules requiring businessmen 
to seek permission from the government 
if they wanted foreigr | direct investment 
in new ventures. Tt e new liberalisation 
sent turnover on the Karachi bourse surg- 
ing to record levels of 2 .6 million shares on 







Maotna aaa aa a a a aaa a a i ini ae 


GEEIYDOEADOAM A ANA 








will be managed by a 10-bank consortium 
headed by the Korea Development Bank, 
with the tied aid funded by the Export-Im- 
port Bank of Korea. The central goverment 
will provide the latter bank with an addi- 
tional Won 200 billion (US$278.6 million) in 
capital to fund the increased borrowing. 

The tranche for consumer goods and 
capital equipment will be released in three 
annual instalments of US$800 million, 
US$500 million and US$200 million. House- 
hold necessities such as shoes, socks, stock- 
ings, soap, tissues and toothpaste, as well 
as condoms and disposable syringes, will 
make up the bulk of the goods shipped this 
year. Some consumer electronics goods will 
also be exported. 

The commitment by the Soviet Union to 
buy up to US$1 billion in capital goods 
should help South Korea as an exporter of 
mid-level technology and components. 
"This will contribute to the industrial 
restructuring of Korea," said the Blue 


23 January. Investors scrambled to buy 
shares in newly issued counters. 

The government has removed all re- 
strictions on the rate of interest charged 
and the front-end fee that can be paid on 
foreign private loans to build new fac- 
tories. Borrowers can now contract foreign 
loans on the best terms they can negotiate 
abroad, provided the loans are not repay- 
able in less than five years. 

Under the old policy, foreign firms 
could only borrow working capital relative 
to the amount of local equity in the ven- 
ture; the higher the local equity, the 
higher the borrowing. This linkage has 
been removed, and banks need make no 
distinction based on the origin of the 


ty. 

A further credit ceiling limit for work- 
ing capital has been abolished for all com- 
panies exporting 50% of their products. 
Currently, foreign companies need gov- 
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House official. "We can send out produc- 
tion facilities of labour-intensive indus- 
tries.” 

Samsung Electronics may provide a 
model for this restructuring. Last year, it 
helped the Soviets set up a TV-assembly 
plant in Voronezh, 500 km southeast of 
Moscow. “The plant is running very well,” 
says Samsung’s senior managing director, 
Lee Soon Hak. “Once we provided incen- 
tives, the productivity increased two-to- 
three times, though it still can’t compare to 
[that of] Korean workers.” 

Seoul’s major exporting companies are 
delighted with the package, which they be- 
lieve will give a boost to fledgling South Ko- 
rean-Soviet trade. By the mid-1990s, offi- 
cials say they expect annual trade of some 
US$10 billion, compared with US$900 mil- 
lion last year. 

Samsung estimates that its trade with 
the Soviet Union will jump from US$160 
million in 1990 to US$300 million this year. 


ernment approval to borrow locally for 
capital expenditure. Aziz has permitted 
them to borrow without government ap- 
proval as long as the debt-equity ratio 
does not exceed 70:30. 

To help mobilise foreign-exchange 
deposits in local banks, Pakistanis, 
whether resident or not, are now allowed 
to open foreign-currency accounts if these 
are fed by remittances from abroad or by 
foreign currency declared on entering 
Pakistan. These accounts can be transfer- 
red abroad and used for buying items 
such as travellers’ cheques and foreign 
credit cards. High interest rates will be of- 
fered to attract deposits. 

In order to channel foreign exchange 
through official intermediaries, Pakistani 
banks have been asked to set up offices in 
the Middle East to compete with unofficial 
remittance channels. One bait that has 
been offered is that Pakistanis holding for- 
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Daewoo anticipates that its exports to the 
Soviet Union will more than double to 
US$25 million this year and estimates sales 
worth US$1 billion over the next five years. 
Samsung executive Lee says that political 
and economic instability in the Soviet 
Union will ensure that South Korean ex- 
porters have the field to themselves. “No 
one [else] is brave enough to extend credit, 
which means there are lots of business op- 
portunities that we would like to be able to 
take advantage of.” 

Only two South Korean companies, 
Jindo Fur and Hyundai, have invested in 
the Soviet Union. The absence of a formal 
diplomatic relationship and uncertainty 
about investment protection deterred other 
investors, but these stumbling blocks have 
been removed in a series of accords. 

During a visit to Moscow in December, 
Roh signed agreements covering trade, 
taxes, investment protection, and science 
and technology cooperation. A fishery 
agreement was signed in Seoul by Soviet 
minister Maslyukov and a bilateral air 
agreement is expected to be agreed within 
the next six months. 

More direct investment is on the way. 
Footwear manufacturer Kukje is to build 
a factory in the republic of Kazakhstan. 
Samyang Foods says it will set up a US$5 
million noodle factory in the same republic. 
Construction for both facilities is to begin in 
the spring, and the production lines will 
start rolling in late 1991 or early 1992. 

South Korean companies are also setting 
up a US$300 million joint venture with the 
city of Moscow to build a Korea Trade 
Centre, which will be managed by the 
Korea Trade Promotion Corp. Participating 
companies are expected to include Sam- 
sung, Lucky-Goldstar, Hyundai, Lotte, 
Pohang, Hyosung and Ssangyong. Con- 
struction will start later this year. L] 





eign-currency deposits with these new of- 
fices, or with the same bank in Pakistan, 
will be permitted to use them as collateral 
for borrowing in rupees. 

The reforms introduced by the govern- 
ment of Nawaz Sharif are not entirely 
new, but accelerate a policy dating from 
1985 of gradually loosening exchange con- 
trols. Foreign-exchange bearer certificates 
were introduced and were quoted on the 
stock exchange. They were sold over the 
counter at banks at a premium of up to 
6% over the central bank's daily notified 
selling prices for foreign currencies. 

Under the new policy, resident Pakis- 
tanis cannot cash them into foreign-cur- 
rency accounts. But they may take out of 
the country as much money as they want 
in the form of these certificates, cash them 
overseas and then put the money into a 
foreign-currency account at home. 

m Salamat Ali 
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Canny tycoon refuses to be deflected from business goals 





By Jonathan Friedland in Hongkong 


alaysian-born commodities and 

property tycoon Robert Kuok is 

the embodiment of a Confucian 

gentlemen, the jun-dz. In his 40 
years as one of Asia's most successful trad- 
ers, Kuok has been loyal to his business as- 
sociates and employees, supportive of 
friends and discreet to the point of near in- 
visibility. He has also been wise in his dis- 
pensation of succour to politicians and be- 
nevolent, until recently, in his treatment of 
outside shareholders. 

At 67, he can also take pleasure in hav- 
ing built a robust pan-Asian commercial 
empire with outposts as far afield as Paris 
and Santiago, Chile. This is all the more 
striking given the way the now Hongkong- 
based Kuok has built his fortune. From his 
start as a rice trader in a Singapore godown 
in the late 1940s, Kuok has made a virtue of 
secret advantage. He has used his know- 
ledge of commodity markets and his eye 
for spotting — and then coddling — politi- 
cal up-and-comers to help secure profitable 
stakes in near or total monopolies of sugar 
and flour refining in Malaysia and In- 
donesia. 

While many other commodity kingpins 
in Southeast Asia fell by the wayside in the 
1970s and 1980s through political disfavour 
or deregulation, Kuok has held his ground. 
He has adapted to more open trade re- 
gimes through huge investments in planta- 
tions and refining. 

His commodities-trading operation has 
become global in scale. Sucden Kerry Inter- 
national (SKI), his 30%-owned joint venture 
with Paris-based commodities giant Cie 
Commercial Sucres et Denrees, is the 
world's largest sugar trader. SKrs Ham- 
burg-based subsidiary, Marimpex, is a 
major force in world oil markets. 

Diversification efforts by Kuok have 
also been mostly successful. Kuok's Singa- 

re-based Pacific Carriers is the largest 
dry-bulk shipping line in Southeast Asia. 
His property developments spread from 
Canada to Malaysia's Johor state and in- 
clude such projects as the US$480 million 
China World Trade Centre in Peking and 
the US$100 million EDSA Plaza shopping- 
hotel complex in Manila. Kuok companies 
have taken stakes, or are planning to do so, 
in big infrastructure projects such as the 
second Johor-Singapore causeway and the 
Don Muang Tollway near Bangkok. 
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Hongkong’s Shangri-La: drain on coffers. 


The elusive businessman's best-known 
company is the Shangri-La International 
chain of hotels and resorts. The highly re- 
garded Shangri-La International manages 
19 properties in the Asia-Pacific region with 
five more scheduled to open by 1993. Kuok 
companies own all or part of most of the 
hotels now open and will own a stake in all 
five of the new ones. 

It is virtually impossible to gauge the size 
of Kuok's business activities. Most of them 
are private, and Kuok holds few direct 
shares or any formal executive respon- 
sibilities in the scores of companies he con- 
trols. Ownership is mostly in the hands of 
relatives, trusts and impenetrable offshore 
shelf companies. Sources within the group, 
however, say Kuok still takes an active role 
in management, particularly of the group's 
commodity-trading operations. 

Nor is it possible to gauge the profitabi- 
lity of Kuok's vast enterprise. While Kuok's 
nine listed companies in Malaysia, Singa- 
pore, Thailand, the Philippines and Hong- 
kong are profitable, commodity traders say 
SKI has accumulated losses totalling millions 
of US dollars in its sugar trade since it was 
formed in 1987. 

A 1988 investment in Hongkong tele- 
vision company TVB, which Kuok appears 
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Kuok the kingpin 


to have made as a favour to company 
chairman Sir Run Run Shaw, has provid- 
ed scant returns. The China World Trade 
Centre in Peking will drain the corporate 
coffers for the next five years. Nor do the 
three new Shangri-La Hotels under con- 
struction in the Philippines or the soon-to- 
open Island Shangri-La Hotel in Hongkong 
offer the promise of easy returns. 

In 1989, listed Kuok companies posted 
aggregate net profit of roughly US$100 mil- 
lion on revenue of US$1.4 billion. Although 
tallies for the companies are not in for 1990, 
profit and revenue are expected to show an 
increase. Bankers say the 1989 figures rep- 
resented anything from one-third to one- 
half of total group revenue. A wellin- 
formed Malaysian financier puts 1990 profit 
for all private and public group companies 
at US$175-200 million. 

Kuok refuses to discuss his group struc- 
ture or finances. In a letter to the REVIEW, 
he declined to answer questions about his 
business, partly because "the average Chi- 
nese is publicity shy for various reasons, is 
averse to indulging in washing linen in 
public and, consequently, also averse to 
dealing with the media." 

But in interviews with executives of 
Kuok companies, analysts, bankers and 
commodities traders in five Asian coun- 
tries, a picture emerges of a deep-pocketed 
business operation that presses towards 
strategic objectives even when times are 
tough. Kuok has faced a difficult period in 
the global sugar market in the past three 
years and survived a slump in the shipping 
industry in the mid-1980s which drove 
many other regional ship owners into ban- 
kruptcy. ^Robert Kuok is not a guy who 
will ever go bankrupt in a recession," says 
Alan Wang, research director at Kim Eng 
Securities in Singapore. 

Three interlinking characteristics have 
given Kuok his ability to weather adversity. 
The first is his reliance on a competent, 
loyal cadre of professional executives. Tan 
Sri Geh Ik Cheong, chairman of the Kuok 
group's Malaysian flagship, Perlis Planta- 
tions, has been with Kuok for decades, 
while  Paris-based  sugar-trading chief 
Richard Lui has been accorded the status of 
family member by marrying Kuok's niece. 

The Kuok group is "a close-knit family 
company with a core of professionals, some 
of us working for Robert for 25 years," says 
Khor Chin Poey, managing director of Per- 
lis. “There are no formal lines of communi- 
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Robert Kuok's main companies and their holdings — a best reckoning 
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cation, yet there is very good communica- 
tion among employees." Kuok's eldest 
sons, Beau Kuok and Kuok Khoon Ean, are 
group directors, as are two of his nephews. 

Kuok's second management hallmark is 
his cautious financial management. Each 
Kuok company is a separate profit centre, 
and group managers are expected to keep 
an eye on cash flow and profit. Despite a 
high level of intra-group transactions, often 
between private and public companies, 
"we do not cross-subsidise business among 
our companies," says Billy Tan, managing 
director of Pacific Carriers. 

The third key to Kuok's success is his 
ability to maintain impeccable connections 
among a wide range of Asian bankers and 
businessmen. Kuok partners are a who's 
who of Asia's most powerful people: for in- 
stance, Thailand's Sophonpanich family, 
owners of Bangkok Bank; Indonesian mag- 
nate Liem Sioe Liong; and Filipino prop- 
erty-and-oil tycoon Alfredo Ramos. Gov- 
emment companies in league with Kuok 
include: China Resources, China's overseas 
trading arm based in Hongkong; Soviet 
trading agency Prodintorg; and Malaysia's 
Johor State Economic Development Corp. 

The emphasis on relationships also ex- 
tends into the political sphere. Kuok ap- 
pears to blend just as easily with Cuban 
President Fidel Castro and Chinese Premier 
Li Peng as he does with Malaysian Prime 
Minister Datuk Seri Mahathir Mohamad 
and Indonesian President Suharto. His 
willingness to court politicians of every hue 
can also be seen on the domestic level. In 
Malaysia, Kuok has helped both the United 
Malays National Organisation, the domin- 
ant party in the ruling National Front coal- 
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ition, and its opponents. “Robert Kuok has 
funded the entire world,” a Malaysian broker 
points out. "He is everyone's friend." 

In addition to such direct favours to 
politicians as the time Kuok led a consor- 
tium of businessmen to post bail for dis- 
graced Malaysian Chinese Association chief 
Tan Koon Swan in 1986, the family's Kuok 
Foundation has long funded scholarships 
for students in the region, many of whom 
have ended up in positions of authority. 
"Kuok is the type of guy who insures him- 
self extensively," says K. S. Jomo, a social 
science professor at Universiti Malaya. 

Kuok's stature as a valued partner to 
businessmen and government officials 
has grown for several reasons. One is 
the cachet he lends to any project. The 
Malaysian Government relied on Kuok 
to help with the start-up of the national 
shipping line, Malaysian [International 
Shipping Co., and to improve its tour- 
ism prospects by build- 
ing the Shangri-La Hotel in 
Kuala Lumpur. Kuok also 
did yeoman's duty as a 
founder director of Bank 
Bumiputra, Malaysia's sec- 
ond-largest financial institu- 
tion. 

The Chinese Government 
has also relied on Kuok to 
support bellwether projects. 
It turned to him in 1984 
to build the China World 
Trade Centre in Peking, the 
capitals real-estate show- 
piece. And when Hong- 
kong's Peninsula Group fell 
out with the developers 
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of the mammoth Shanghai Centre exhi- 
bition-hotel facility in 1990, Shangri- 
La International came to the rescue by 
taking over the management of the hotel, 
even though prospects for the centre’s 628- 
room hotel were — and are — less than 
brilliant. 

Another reason Kuok is courted is his 
seemingly unlimited access to financing. 
The Kuok group counts Bangkok Bank and 
Bank of China among its main banks, but a 
review of corporate records in Hongkong 
and Singapore shows that Kuok companies 
use a wide array of lenders. Bankers say the 
group is known for paying back loans on 
time, though a US$230 million loan for the 
China World Trade Centre, which was paid 
to Kuok’s Kerry Industrial and a unit of 
China’s Foreign Trade Ministry, had to be 
rescheduled last year. 

Perhaps the most compelling reason 
why businessmen and government officials 
flock to join Kuok is his 
reputation for fairness. 
Property investors who 
started out with Kuok more 
than two decades ago, such 
as the Tan family, which 
owns IGB Bhd in Malaysia, 
or the Ho family, which 
owns Singapore-based Keck 
Seng, appear time and again 
in new endeavours. Rufo 
Colayco, chief executive 
of Kuok Philippines Prop- 
erty International, points out 
that Kuok is always willing 
“to leave some meat on 
the bones for the other 


guy. e 





47 


BUSINESS AFFAIRS 





COMPANIES 2 


Kuok shows how to make use of contacts 





By Jonathan Friedland 


obert Kuok's ability to cultivate an 
H incomparable political and commer- 

cial network throughout Southeast 
Asia has its roots in his upbringing as the 
son of a middle-class merchant in 
Malaysia's Johor state. According to a fam- 
ily friend, Kuok's father was close to future 
prime minister Tun Hussein Onn and the 
then Sultan Ibrahim of Johor. His mother, 
who still leads pilgrimages back to the fam- 
ily's ancestral village in China's Fujian pro- 
vince, is "very austere, very religious in an 
old-fashioned Chinese way." 

In a foreshadowing of his son's career, 
the elder Kuok procured licences from the 
sultan for his company, Tong Seng & Co., 
to supply the pre-World War II sultanate 
with soft commodities such as sugar and 
rice. The success of Tong Seng allowed the 
shrewd businessman to send his three sons 
to Johor's finest school, English College. 

Robert Kuok graduated from there in 
1939 and matriculated to Raffles College in 
nearby Singapore, which was to become a 
crucible of Malayan independence. Lee 
Kuan Yew, Singapore's former prime 
minister, was among Kuok's contem- 
poraries at the school. But Kuok's studies, 
like those of elder brother Philip and 
younger brother Willie, were cut short by 
the war and the Japanese invasion of Singa- 


re. 

During the war, Robert Kuok was em- 
ployed at Mitsubishi Shoji Kaisha in Singa- 
pore. After the Japanese surrendered in 
1945, he took the skills learned in Mit- 
subishi's rice-trading department back to 
Tong Seng. He and his brother Philip took 
over the company a few years later when 
the elder Kuok died. Their first expansion 
of the family business came in the early 
1950s, when they set up a company in Sin- 
gapore, Kuok Brothers, to take over the 
Johor trading licences held by Tong Seng. 

Willie Kuok, meanwhile, "became alien- 
ated from his brothers in their aspirations," 
the family friend says. He left his post-war 
journalistic position at the Straits Times daily 
in Singapore to join the Communist Party 
of Malaya (CPM), where he was put in 
charge of the party's English-language 
press. He was considered so important in 
the CPM that when he was killed by British 
troops in 1952, his death was announced in 
Britain's House of Commons. 

Shortly after Willie Kuok's death, Robert 
Kuok left for London, where he observed 
the workings of the London Commodities 
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Exchange. He also sought to act as a dis- 
tributor for British trading houses when he 
returned to Southeast Asia. 

When Malaysia secured independence 
from Britain in 1957, Robert Kuok returned 
home with the connections and the market 
knowledge necessary to expand the fam- 
ily's distribution business and to integrate it 
with importing and processing operations. 
In 1959, he founded Malayan Sugar Manu- 
facturing with Malaysia's Federal Land De- 
velopment Authority (Felda). 

Malaysian Sugar Manufacturing, built 
with Japanese technology at Prai near 
Penang, was Malaysia's first sugar refinery. 
Philip Kuok served as the company's man- 
aging director before entering Malaysia's 
diplomatic service in 1966 and ending 
his direct-management role in the family 
owned companies. Before retiring, he had 
served as Malaysia's ambassador to the 


gapore-based sugar trader says, "and none 
more than Kuok." 

In 1971, Robert Kuok and executives 
from ED&F Mann and Tate & Lyle en- 
gineered a sale of 1 million tonnes of sugar 
to China. Two years later, he was on the 
right side of the sugar squeeze that sent 
prices soaring as panicky Western house- 
wives hoarded supplies. He had already 
expanded his interests into sugar produc- 
tion. Kuok formed Perlis Plantations in 
1968 to clear 5,800 ha of Felda-owned land 
in northwestern Malaysia for sugarcane. In 
the early 1970s, a second sugar mill, Kilang 
Gula Perlis, was established with Felda ad- 
jacent to the plantation. 

In 1976, he engineered a reverse 
takeover of Malaysian Sugar Manufactur- 
ing by Perlis. Total control of Malaysia's 
sugar-refining industry came a few years 
later, when he took management and par- 
tial-equity control of Central Sugar Manu- 
facturing from other partners. 

Robert Kuok also moved into Indonesia 
in the 1970s, getting an important foothold 
in the country's vast, under-regulated mar- 
ket. Through his ties to Salim Group, Kuok 
became the leading sugar supplier to the 
government purchasing agency, Bulog, a 
position he maintains to this day. Together 
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Netherlands, West Germany and the EC. 

By the mid-1960s, Robert Kuok had 
forged alliances to other Southeast Asian 
sugar producers and refiners such as Thai 
Ruen Rueng in Thailand and Liem Sioe 
Liong’s Salim Group in Indonesia. He had 
also established strong bonds with British 
trading giants ED&F Mann and Tate & 
Lyle, whose brand-name dominated the re- 
gional market. 

"Robert took off like a bomb around the 
same time that the Russians and Americans 
discovered the rocket," a Kuok associate re- 
calls. "Sugar was his fuel." 

And business only got better. The 1960s 
and 1970s were halcyon years for Southeast 
Asian sugar producers, who benefited from 
steadily rising prices, and speculators, who 
benefited from often sharp market volati- 
lity. "Everyone was swinging then," a Sin- 
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with Liem, he also established Indonesia's 
largest sugar plantation, P. T. Gunung 
Madu, in Lampung. Gunung Madu, which 
Kuok co-owns with the eldest son and a 
son-in-law of President Suharto, has 10,000 
ha under cultivation and supplies 1076 of 
Indonesia's domestic needs. 

Robert Kuok moved from chartering 
ships to owning them, from using trade fi- 
nance facilities offered by others to taking a 
stake in Malaysian-French Bank alongside 
future Malaysian finance minister Daim 
Zainuddin, from just owning plots of land 
in Malaysia and Singapore to developing 
them into housing estates and hotels. In 
1971, he opened his first hotel, the Shangri- 
La Hotel in Singapore. He also built hotels 
in Kuala Lumpur, Penang and Hongkong 
and acquired resort properties in Fiji. 

Robert Kuok also applied the skills that 
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brought about successes in the sugar indus- 
try to the rice and wheat markets. Just as he 
bought sugar from Cuba and sold it to In- 
donesia, he began purchasing rice from 
Thailand and selling it to Malaysia and Sin- 
gapore. He also started importing wheat 
from North America for proccessing in Per- 
lis’ Federal Flour Mills in Malaysia and in 
Liem's P. T. Bogosari Flour Mills in In- 
donesia, the world's largest single commer- 
cial importer of grain. 

Before long, other commodities were 
given the same treatment. By the mid- 
1980s, Perlis had purchased huge tracts of 
land in the eastern Malaysian state of Sabah 
to grow oil palms. Kuok-owned mills re- 
fined the oil, while the family's Hongkong- 
based Kerry Trading sold it and company 
ships carried it to distant buyers. Another 
vertically integrated palm-oil operation is 
getting off the ground in Sarawak, another 
eastern Malaysian state. 

"Robert Kuok modernised the rentier 
system in Southeast Asia," a Singapore 
merchant banker says. ^He is like Liem 
Sioe Liong except with a nicer face. He un- 
derstands the value of oligopoly." 

Robert Kuok also understands the limits 
of oligopoly, as seen in his move into non- 
commodity related ventures. Commodity- 
related activites have been de-emphasised 
in favour of hotel and property develop- 
ment. Shangri-La International, for exam- 
ple, is in the middle of an expansion pro- 
gramme. 

On the property side, Kuok-owned 
companies are pressing ahead with equity 
participation plans in such major projects 
as a 1,020-ha leisure, residential-industrial 
complex in Johor and the HK$5.5 billion 
(US$705.1 million), twin-tower Citibank 
Plaza in Hongkong. Less ambitious prop- 
erty developments are under way in Singa- 
pore, where Kuok-owned companies have 
a substantial land-bank, and in Hongkong, 
Canada, Thailand, and the Philippines. 

"The hotel and property portion of the 
Kuok empire is gathering more signifi- 
cance,” says Randolph Guthrie, manag- 
ing director of Shangri-La International, the 
hotel-management arm of the Kuok group. 
"After all, sugar is sugar, but a good hotel is 
really something." 

Analysts say the Kuok group's greater 
emphasis on hard assets is a natural pro- 
gression, but it also reflects Robert Kuok's 
realisation that the group's trading opera- 
tion is transitory in that it reflects his skills 
and connections. Perhaps that is one rea- 
son why his stated intention to retire has 
never materialised despite his relinquishing 
a formal executive role in his companies. 

Nor does Robert Kuok apparently be- 
lieve that his children can manage the fam- 
ily’s business empire without his day-to- 
day involvement. Neither of his sons — 
Beau Kuok, 37, and Kuok Khoon Ean, 36 
— has developed a distinct public stature or 
reputation. m 
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COMPANIES 3 


Joint venture bleeds money from Kuok group 


Sugar tastes sour 


By Jonathan Friedland 


t is impossible to understand from pub- 
[: documents the true financial posi- 

tion of the Kuok group, but there have 
been signs in the past year that all is not 
well. While eight out of nine publicly 
owned Kuok companies are expected to re- 
port annual profit gains for 1990, analysts 
say the larger, privately held portion of 
the group is facing strong financial pres- 
sure. 

The group's 30%-owned Sucden Kerry 
International (SKI), which controls about 
60% of the world’s freely traded sugar, is al- 
legedly posting losses and laying off trad- 
ers. The China World Trade Centre in Pe- 
king, a 50-50 joint venture between pri- 
vately held Kerry Industrial and the 
Chinese Government, represents an addi- 
tional burden. The centre, which has two 
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hotels, 61,000 m? of office space and two 30- 
storey residential blocs, is not expected to 
show a profit until 1995. It opened in 1990. 

Moreover, two hotels being built in 
Manila and one in Hongkong by Shangri- 
La International, the group’s hotel and re- 
sort chain, are not expected to show quick 
returns. The hotels, which have consumed 
nearly US$300 million in development cap- 
ital, are scheduled to open soon. 

The strain on finances may be mani- 
fested by the decision last year by the group 
to float three of its companies at prices too 
high to be sustained in weak equity mar- 
kets. It raised a total of US$174 million in 
the process. 

Bangkok-listed Shangri-La Hotel Thai- 
land, Singapore-listed Pacific Carriers Ltd 
(PCL), the group’s shipping arm, and Mani- 
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la-listed Kuok Philippines Properties Inter- 
national (KPPI) were hit with an almost im- 
mediate collapse in their share prices upon 
floatation, leaving many brokers and in- 
vestors disillusioned. 

The competitive pricing of these shares 
and their subsequent fall in value has un- 
dermined group founder Robert Kuok's 
reputation for giving shareholders a fair 
deal. Nonetheless, PCL, which manages 48 
ships, and KPPI, which has a portfolio of 
prime Philippine property, have good long- 
term prospects. 

The Kuok group's cash constraints stem 
partly from its decision in 1987 to join forces 
with the largest French commodities trad- 
ing group, Cie. Commercial Sucrees et Den- 
rees (Sucden), in a bid to become a global 
force in soft commodities. SKI, a 30-70 joint 
venture between the Kuok group and Suc- 
den, had revenue of Ffr 28.3 billion 
(US$560.4 million) in 1989 after trading 9 
million tonnes of sugar. SKI does not dis- 
dose profit figures, but Sucden, which is 
also a major force in cocoa, rice and petro- 
leum markets, posted net income of Ffr 
256.9 million in the period. 

Being the main player in the world 
sugar market is not an enviable position, 
according to commodities traders. Three 
years ago, SKI was betting big that prices 
would recover when, among other deals, it 
agreed to supply 1.8 million tonnes of sugar 
to the Soviet Union at a fixed price, set in 
conjunction with Cuban producers who had 
failed to meet their export quota. While Ski 
got it right through March 1990, when 
prices were peaking at 16 US cents a 
pound, the company misjudged long-term 
trends. Currently, sugar is selling at about 9 
US cents a pound. 

"For the first time, SKI is talking about 
retrenching sugar traders," a commodities 
house executive says. “The word is that SKI 
is facing losses of up to US$100 million and 
that [Robert] Kuok is fed up that his name 
is being used by Sucden to get further back- 
ing from banks." Kuok group and Sucden 
officials were not available for comment on 
the matter. 

But a November 1990 article in la 
Tribune, a Paris newspaper, gave credence 
to the widely held belief among sugar trad- 
ers that Sucden is in a financial bind. La 
Tribune disclosed that Sucden was canvass- 
ing banks for financing to help it weather 
slow repayments by the Soviet Union on 
about 4.4 million tonnes of sugar. "The Cu- 
bans and the Soviets have been a millstone 
around Sucden's neck" a commodities 
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trader says, “and [the Kuok group] is hav- 
ing to pick up 30% of the cost.” 

The Kuok group's ties to Sucden also ex- 
tend to sugar refining and oil trading. The 
first, at least, shows good prospects. In 
1990, a 30-70 Kuok group-Sucden joint ven- 
ture acquired a 30% controlling stake in 
Industria Azucarera Nacional de Chile 
(Iansa), Chile's profitable sugar monopoly, 
for an undisclosed price. In 1988, SKI pur- 
chased a controlling stake, now 66.776, in 
Marimpex, a Hamburg-based oil trader. 

Some commodities-industry executives 
contend that the Kuok group is seeking a 
graceful exit from the Sucden link-up. But 
judging by the group's expansion in Asia, it 
apparently is not afraid of taking a big 
punt. 

In the 1970s, many analysts believed 
group founder Kuok had ventured too far 
out on a limb by building an expensive five- 
star hotel in Kuala Lumpur while at the 
same time getting deep in debt by ordering 
a fleet of ships. Despite the subsequent col- 
lapse of the Kuala Lumpur property market 
and a world shipping slump, the Kuala 
Lumpur Shangri-La Hotel and Kuok ship- 
. ping operations were strongly profitable by 
the mid-1980s. 

There are still plenty of observers scepti- 
cal about the group's push to attain a pre- 
sence in many of the Asian capitals 
and resort areas where it does not al- 
ready have hotels. In addition to the 
China World Trade Centre and the 
new Hongkong and Manila proper- 
ties, Shangrila International is 
building resorts in Singapore and on 
Cebu Island in the Philippines, as 
well as a hotel in Jakarta. Plans are 
also in preparation for resorts on Bali 
Island in Indonesia and in Chiang 
Mai, Thailand, as well as for a hotel 
in Surabaya, Indonesia. 

"Robert has made a living out of 
being somewhere six months early, 
not six months late," says Shangri- 
La International managing director 
Randolph Guthrie. He adds that 
the company's expansion effort 
is predicated on the belief that de- 
mand by Asian travellers for high- 
quality hotels and resorts will grow 
strongly despite the clouds over the world 
economy. 

In the past, the Kuok group undertook 
risky hotel and property developments 
with private syndicates made up of influen- 
tial local partners. With Manila-listed KPPI, 
however, the group laid off for the first 
time a good portion of its development risk 
to the public. 

Using a Central Bank of the Philippines 
debt-equity-swap facility and taking advan- 
tage of its reputation as a blue-chip player 
to win investor support, the group con- 
verted roughly two-thirds of the equity 
bought for US$15 million in a slate of 
Philippine properties into a stake in KPPI 


worth US$35 million at the time of its Janu- 
ary 1990 floatation. Since then, however, 
KPP's share price has fallen precipitously. 
The 30% stake held by the group in the 
company is now worth only US$9.1 mil- 
lion. 

The group has signalled its intention to 
raise more capital for its Philippine projects. 
It has applied to the Philippines' Securities 
and Exchange Commission to raise P1.25 
billion (US$44.6 million) for Shangri-La 
Properties to complete the US$32.7 million 
EDSA Plaza shopping complex, the site of 
the US$72 million EDSA Shangri-La. This 
time, however, investors may be some- 
what less receptive given KPP!’s dismal per- 
formance to date. 

While the group has been able to share 
some of the costs of political instability and 
economic uncertainty in the Philippines, 
no such option is available in China. The 
US$480 million China World Trade Centre 
was 10 months late upon completion and 
cost US$100 million more than originally 
envisaged. Because of delays, rising costs 
and a slump in tourism following the Pe- 
king massacre in June 1989, the project had 
difficulty last year repaying the first instal- 
ment of a US$230 million syndicated loan. 

That syndicated loan was rescheduled 
over 30 years — but at a significantly higher 
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Perlis cane harvesting: guaranteed rising profit. 


rate and with a one-time US$28 million re- 
structuring fee. According to Shangri-La In- 
ternational's Guthrie, the two hotels in the 
centre have averaged a 40% occupancy rate 
this winter, while the office and apartment 
blocks are almost fully leased. "I hope we 
have seen the worst in China," he says. 

Leavening the financial uncertainties 
raised by the China and Philippine projects 
and by SKI's sugar-trading record, however, 
is the source of recurrent income accruing 
to the group's publicly listed companies in 
Malaysia and Singapore. Shangri-La Hotel 
in Singapore has been a steady money 
spinner, with net income of $$26-35 million 
(US$15.3-20.1 million) in each of the past 
three years. 
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In addition, the group's 30%-owned 
Perlis Plantations has been almost guaran- 
teed rising profit through its virtual 
monopoly on Malaysia’s sugar-refining in- 
dustry and its 45% share of the domestic 
flour market. Perlis subsidiary Malayan 
Sugar Manufacturing is the largest sugar re- 
finer in Malaysia, and the company — to- 
gether with 50%-associate Kilang Gula 
Felda Perlis — commands around 70% of 
the country’s refining capacity. 

The group’s Malaysian sugar business is 
largely insulated from world market cost 
fluctuations because of the Malaysian Gov- 
ernment's contract with Australian pro- 
ducer to purchase raw sugar at a rate that is 
fixed every three years. The rate is geared 
to Perlis' relatively inefficient cost of pro- 
duction. A similar scheme exists for wheat 
imports feeding Federal Flour Mills, which 
is 50.8%-owned by Perlis. 

"Retail flour and sugar prices are con- 
trolled by the government, so the price only 
goes up, never down," a Malaysian broker 
says. "Perlis business is based on supply 
and efficiency, it is very political and it is 
very profitable." 

About 50% of Perlis pre-tax profit of 
M$156 million (US$57.4 million) in 1989 
was contributed by sugar operations, while 
flour milling contributed 37%. Barings Re- 
search expects Perlis' net income of 
M$99.4 million in 1989 to increase to 
M$112.3 million for 1990. 

The Kuok group's Indonesian 
sugar and flour operations are also 
profitable. As with Malaysia, sugar 
and flour prices are set by an 
Indonesian Government agency, 
which allows increases regardless of 
global price fluctuations. While 
Kuok companies play less of a role 
in the more profitable end of the 
commodities business in Indonesia, 
they are believed to benefit from a 
longstanding supply relationship 
with Liem Sioe Liong's Salim 
Group, which dominates sugar 
and flour refining in the coun- 
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Commodities traders estimate 
that Kuok companies provide 
roughly 30% of Indonesia’s sugar imports 
through the Salim Group. In addi- 
tion, the Kuok group’s 45%-owned Gunung 
Madu accounts for 10% of domestic pro- 
duction. Almost all the wheat used by 
Salim Group's giant Bogosari Flour Mills, 
about 2 million tonnes annually, is purch- 
ased through Kuok-owned trading com- 
panies and carried on Bogosari-owned but 
PCL-managed ships. 

It is unclear how profit from the pri- 
vately owned Bogosari operation are split, 
but a Hongkong executive close to the 
Salim Group says "the turf between Kuok 
and Liem is very specifically defined. They 
are blending their e expertise s 
make Bogosari work." 
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Controls over logging will boost royalty payments. 


POLICIES 


Foreigners tipped to check Indonesian tree felling 


Emerald forest 


By Adam Schwarz in Jakarta 


ndonesia is contemplating a radical 

change in the management of its tropi- 

cal forests. As part of a World Bank- 
funded project under consideration by the 
Ministry of Forestry, the country would 
employ a foreign company to oversee log- 
gers, sawmills and plywood makers. 

The project would allow the govern- 
ment to collect more tax and royalty pay- 
ments from holders of forest-concession 
areas and would ensure that loggers com- 
ply with regulations. Analysts say the pro- 
ject is partly a response to rising criticism 
from environmentalists who say Indonesia 
is doing too little to protect its tropical 
forests, which are the world’s largest after 
Brazil's. 

Turning to a foreign company for assist- 
ance has a precedent in Indonesia. In 1986, 
the government handed over customs re- 
sponsibility to a Swiss surveying company, 
Societe Generale de Surveillance (SGS). Ac- 
cording to a 1989 survey of importers, the 
company has made it cheaper and quicker 
to send goods into Indonesia. Neverthe- 
less, the company's role has drawn protests 
from nationalists, who are expected to re- 
sist the proposed forestry project. 

According to a June 1990 World Bank 
appraisal of the forestry project, the US$33 
million programme would support conser- 
vation and forestry research efforts in addi- 
tion to the inspection of forest-concession 
areas. About US$10 million is earmarked 
for the foreign inspection company in a 
four-year contract period. 

The inspection service, the World Bank 
report says, would use a combination of 
remote sensory techniques, aerial photo- 
graphy and field checks to gauge the 
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number of logs extracted. scs holds 60% of 
Qualitech Perdana, a joint venture with 
government-owned surveyor Sucofindo 
which is being tipped as the likely winner 
of the contract. 

Under present rules, holders of forest 
concessions are supposed to pay a royalty 
fee of US$10 per m3 of wood extracted. But 
analysts say royalties are collected on only 
about half of Indonesia’s 32 million m3 of 
annual log production. The World Bank re- 
port says revenue collection suffers because 
the Ministry of Forestry has a limited field 
staff, which is poorly trained, under- 
equipped and lacks motivation. The re- 
port estimates the annual loss of revenue 
at about US$200 million, though some 
analysts say this is a highly conservative 
figure. 

Forests are one of Indonesia’s principal 
economic assets. Various forestry-related 
activities employ 500,000 workers and bring 
in more than US$3 billion in export rev- 
enue, more than any other sector, except 
for oil and gas. Indonesia’s plywood mills 
supply more than 70% of the world’s export 
market for plywood made from hardwood. 

Indonesia has laid out tree-felling 
guidelines to keep log production at sus- 
tainable levels, but authorities have done a 
poor job of forcing loggers to comply. A 
Forestry Ministry official concedes that only 
20% of the country’s 522 forest conces- 
sionaires meet the guidelines. 

Accurate data on Indonesia’s forestry re- 
sources is scarce. The World Bank report 
estimates the country’s total forested land 
at slightly more than 100 million ha. About 
53 million ha, or 83% of Indonesia’s total 
“production forest,” is divided into conces- 
sion areas averaging about 100,000 ha 
each. 
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Theoretically, Indonesias production 
forests should remain at the same size. But 
in reality, they are shrinking. Studies show 
that loggers damage up to 50% of remain- 
ing trees, while the World Bank estimates 
careless logging practices wipe out about 
200,000 ha of productive forest each 
year. 

Shifting cultivation, large agricultural- 
development programmes and forest fires 
are other prime contributors to deforesta- 
tion. Altogether, Indonesia loses in excess 
of 1 million ha of forest a year. “At the cur- 
rent rate of depletion, the economic value 
of the forests will be exhausted in about 40 
years,” the World Bank warns. 

Concerns about deforestation have 
prompted environmental groups in Europe 
and the US to call for a boycott of Indone- 
sian timber. While Indonesian officials 
often discount environmentalists’ com- 
plaints, there is a growing sentiment in the 
government that it should take more con- 
trol of loggers. 

The proposed forestry project is be- 
lieved to have the support of Forestry 
Minister Hasjrul Harahap and the National 
Planning Agency. The World Bank, citing 
the “urgent need to improve monitoring of 
log-extraction activities,” approved the pro- 
ject proposal in record time. The World 
Bank has pledged to provide low-interest 
loans to cover two-thirds of the project's 
costs. 

But the stance of Bob Hasan, the domi- 
nant presence in Indonesia’s timber trade, 
is still unclear. In addition to his extensive 
plywood, sawn-timber, rattan and furni- 
ture investments, Hasan oversees most 
wood-related trade associations. The pro- 
posed forestry project is likely to infringe on 
Hasan’s control of the industry, analysts 
say. 
piante say opposition is 
also likely from within the 17,000-strong 
staff of the Forestry Ministry, many of 
whom are said to earn outside income 
by ignoring logging infractions. A final 
source of concern is that the Forestry Minis- 
try could award the inspection contract to a 
politically powerful domestic company that 
would fall under the sway of major timber 
interests. 

Already, the World Bank has rejected 
the Forestry Minstry's first attempt at draw- 
ing up a shortlist for the inspection con- 
tract. One of the four companies submitted 
had impressive political qualifications, ana- 
lysts say, but little inspection experience. 
Consequently, the project has fallen behind 
schedule. The new deadline for awarding 
the contract is mid-1991. 

In an attempt to minimise opposition to 
the project, inspection at first will be carried 
out in only three provinces: Riau, East 
Kalimantan and Moluccas. If the project is 
deemed successful after an initial four-year 
run, private inspection will be extended to 
cover the entire country. " 
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Cluna's shipbuilders are trying to go up-market 


Yards of expansion 


By Tai Ming Cheung in Peking 

hina is continuing to expand its ship- 
C yards, and in particular develop 

the ability to construct large and 
medium-sized cargo vessels, in order to en- 
large its toehold in the world shipbuilding 
market. Such a niche would bring in valu- 
able foreign income, while the expansion 
would also help China meet its own ship- 
ping needs. 

Thanks to an aggressive push over the 
past decade, China is challenging Taiwan 
as Asia's third-largest ship- 
builder, though it remains a 
long way behind world 
leaders Japan and South 
Korea. To consolidate this 
position, however, the 
Chinese will have to over- 
come chronic inefficiency, 
poor management practices 
and a lack of technical exper- 
tise — without at the same 
time losing their singular ad- 
vantage of low labour costs. 

The decision to devote a 
big slice of shipyard capacity 
to export production is part 
of a deliberate strategy by 
Peking to win foreign earn- 
ings; if it chose to do so, it 
could keep its shipyards 
busy for years to come with 
domestic orders alone. 

China has about 500 shipyards nation- 
wide, with a total workforce of 300,000. 
However, the majority of these yards 
are small local enterprises building inland 
and coastal craft for domestic use. Only a 
handful of shipbuilding centres — includ- 
ing Tianjin, Dalian, Canton, and Hudong 
and Jiangnan in Shanghai — are able to 
produce vessels of more than 35,000 dead- 
weight tons (dwt). 

Expanding this latter category is one of 
Peking's key aims. The government also 
wants to break into the lucrative interna- 
tional market for vessels of more than 
100,000 dwt, which only Dalian and the 
Shanghai yards are capable of producing. 

China State Shipbuilding Corp. (Cssc), 
the government agency which oversees 
ship construction, has given top priority to 
construction of a 200,000-dwt dry dock at 
Dalian, the largest shipyard in the country. 
This is due to be completed in 1993, and 
will enable the yard to build ships of up to 
300,000 dwt. 

The switch to exports began only in the 


early 1980s. Today, about half of China’s 
shipyard output goes overseas, according 
to Li Zhushi, vice-president of China Ship- 
building Trading Co. (CSTC), a subsidiary of 
cssc. Although Li acknowledges that the 
Gulf war and the global economic slow- 
down may force some re-emphasis on 
domestic business in the short term, the ex- 
pansion of shipyard capacity is unlikely to 
be scaled down. 

Despite a near-tripling of ship produc- 
tion since 1979, to a peak of 850,000 dwt in 
1986, China is a long way from being able 
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Chinese shipyard: challenging Taiwan. 
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to meet its own needs. Its yards have an 
order backlog of five years, while the Minis- 
try of Transports plans to expand the 
ocean-going fleet by 1.5 million dwt over 
the next few years may have to be met by 
placing orders abroad. 

Total ship production in 1990 was 
around 600,000 dwt, the same as in 1989. 
Shipbuilding officials say they hope to raise 
production back up to 850,000 dwt by 1992, 
and to 1.2 million tons by 1995. But even 
this expansion may be outstripped by de- 
mand. Some Chinese shipping officials 
forecast, albeit unrealistically, that domestic 
demand could exceed 12 million dwt in the 
next five years. 

Foreign orders in 1990 amounted to nine 
vessels totalling 410,000 dwt. All were 
booked in the first half; Iraq’s invasion of 
Kuwait caused orders to dry up later in the 
year as the world shipping industry con- 
templated an uncertain market. Even so, 
this brought the volume of 
foreign orders on hand to 
1.2 million dwt — in itself 
enough to occupy Chinese 
yards until the end of 1992. 
Added to this are domestic 
orders that bring the total to 
more than 2.6 million dwt, 
worth Rmb 13 billion 
(US$2.5 billion). 

No figures are available 
for China’s foreign earnings 
from ship construction. 
Over the past decade, how- 
ever, it has exported more 
than 2 million dwt, includ- 
ing container vessels, 
100,000-dwt tankers, 
freighters and roll-on/roll-off 
car ferries. Export destina- 


VNHNIX 


Taiwan helps shipbuilder 


Taiwan’s state-owned 
monopoly, China Shipbuilding Corp. 
(csc), is making a comeback after wea- 
thering a series of financial storms in the 


1980s. Government help in cutting debt 


payments and a pick-up in orders, in- 
cluding a warship programme for the 
Taiwanese navy, are the reasons for the 
company’s turn of fortunes. 


shipbuilding 


The Taiwan Government last year 
provided a NT$10 billion (US$367 mil- 
lion) preferential loan to allow CsC to 
repay costly bank debts mostly incurred 
during expansion in the first half of the 
1980s. This relief has created new op- 
timism within the organisation that CSC 
could become profitable this year, says 
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CSC vice-president David Tien. 

There has also been a rapid pick-up in 
ship prices since 1988. During the world 
shipbuilding recession that spanned 
most of the last decade, CSC was forced to 
sell ships at below-cost prices because of 
competition. By the first half of 1990, the 
price of a 140,000-deadweight ton (dwt) 
bulk carrier, the mainstay of CSC's pro- 
duct line, had recovered to a profitable 
US$45 million a ship from as low as a 
loss-making US$28 million in 1988. 

In addition, because all csc’s foreign 
contracts are negotiated in US dollars, the 
company has been badly hit by the New 
Taiwan dollar's appreciation in the past 
few years. 
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tions have included Norway, Germany, 
Hongkong, the US and Chile. 

Most of CSSC's capacity is limited to con- 
struction of coastal and river-going vessels, 
especially fuel carriers. With an eye on the 
foreign market for larger vessels, and the 
unsatisfied local demand, the national ship- 
builders’ association last year called on the 
government to invest Rmb 14 billion over 
the next 10 years to boost capacity to 4 mil- 
lion dwt by the end of the decade. 

Given Peking’s severe budget con- 
straints, however, such funds are unlikely 
to be made available. cssc officials say they 
are instead focusing on a small number of 
projects aimed at fully utilising their exist- 
ing resources. 


esides the upgrading at Dalian, these 
B measures include a major shake-up 


in management practices and pro- 
ductivity. To compete in the cut-throat in- 
ternational market, Chinese shipbuilders 
have had to offer extremely attractive deals. 
Cheap labour has enabled them to under- 
cut the prices of Asian competitors by as 
much as 20%, according to a foreign indus- 
try observer. But the Chinese have often 
struggled to meet tight delivery schedules 
and have incurred heavy financial penalties 
when they have missed deadlines. 

One example was a ship built for the 
German Hapag-Lloyd Shipping Line that 
was completed more than a year late, cost- 
ing Shanghai's Hudong shipyard US$3 mil- 
lion in penalties. CsTC’s Li concedes that 
problems such as these are partly due to 
Chinese negotiators’ inexperience. “In sign- 
ing contracts, the Chinese side often did 
not understand fully the technical specifica- 
tions involved, and [this] led to delays dur- 
ing construction,” Li says. 


In 1985, CSC cut its 7,500-strong work- 
force by 1,400. Redundancy payments to 
dismissed workers cost NT$200 million 

annually for the next five years and the 
. company faced union unrest. CSC execu- 
_ tives say they have worked hard to repair 
. the damage done by the lay-offs, and 
|. point out that productivity has improved 


November, and could Rp hs another 
20%, Tien predicts ers have also fal- 
len sharply since last summer, though 
csc has 1.6 million dwt of orders in hand, 
sufficient to keep its two yards in Kee- 


.. lung and Kaohsiung busy until 1992. 
. Tre latest orders include eight frigates 
for the Taiwanese navy, epresentir 
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Chinese yards on average use eight 
times as many man-hours in construction 
than Japanese shipbuilders, according to a 
Japanese industry official based in Peking. 
So far, the Chinese yards have managed to 
overcome this shortcoming chiefly on pric- 
ing: their labour costs are 50-60 times lower 
than Japanese levels. To become an interna- 
tional force, however, they will have to im- 
prove both technical expertise and their re- 
cord on timely completions. 

Production techniques now under trial, 
including new welding practices, could cut 
construction time by up to a third, Chinese 
shipbuilding officials say. This would reduce 
the turnaround time for a 35,000-dwt ves- 
sel from 18 months to one year. Using 
the new methods, Shanghai's Jiangnan 
Shipyard last year managed to deliver a 
65,000-dwt freighter to a US shipping com- 
pany four months ahead of a 19-month 
deadline. 

Largely because of the penalties incur- 
red by contract overruns, CSSC is thought 
by foreign observers to be making losses 
on its shipbuilding activities. Li says the 
secondary operations such as ship repair- 
ing, ship breaking and non-marine pro- 
ducts have enabled the corporation to make 
a "very small" profit. 

CSSC's output value is estimated to have 
exceeded Rmb 5 billion in 1990 — a rise of 
Rmb 350 million from 1989. Non-marine ac- 
tivities account for 39% of this amount and 
include automobiles, metallurgy, urban 
construction, coal mining and medical in- 
struments. Observers say that in the ab- 
sence of adequate government funding, 
cssc, like other Chinese enterprises, is 
forced to seek profits from these unrelated 
businesses in order to finance its core oper- 
ations. [i 


smaller vessels, including missile boats 
The warships, due for delivery be- 


tween 1993 and 1998, will be built to the 


design of the US' 4,000-ton Perry class 
FFG-7 frigate. (The US refuses to sell 
arms to Taipei in order not to offend 
China, but has to give Taiwan the 
design data and technology to enable it to 
build the ships itself.) — 

Tien says the order will increase the 
share of naval production in CSC's output 
from the present 10% to about 50% by 
1994. csc is guaranteed a roughly 5% 
profit from the US$5.16 billion contract. 

Unable to match China's labour costs, 
csc is making efforts to move upmarket, 
where competition is less fierce and re- 
turns are bigger. It plans to focus on 


vessels, such as very large crude carriers 
> of over 250,000 dwt and liquefied-gas car- 
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PROJECTS 


US firm pulls out 


of mining project 
Pit stop 
in China 


ccidental Petroleum Corp. looks un- 
() likely to find a buyer soon for its 

25% stake in the giant Antaibao 
open-cast coal mine in China's northern 
Shanxi province. Certainly, there has been 
no rush of offers since Occidental an- 
nounced its pull-out on 14 January as part 
of worldwide asset sales aimed at slashing 
the group's debts. 

The lack of interest can be ascribed to 
several factors: weak short-term prospects 
for coal; a general disinclination among re- 
source companies to invest in large projects 
at a time of high capital costs and falling 
demand for commodities; and Antaibao's 
own chequered record. 

Occidental's involvement was dealt a 
final blow by the death in December of 
company founder Armand Hammer. This 
not only removed the project's chief sup- 
porter — Hammer had stayed with the pro- 
ject despite opposition from board mem- 
bers — but also deprived it of the benefit of 
his influence with senior Chinese officials. 

The Los Angeles-based group values its 
stake in Antaibao at US$250 million. An- 
nouncing the decision to sell, Hammer's 
successor as chairman, Ray lrani, said it 
was not prompted by disillusionment with 
China's investment environment. The sale 
is one of several measures designed to cut 
Occidental's US$8.5 billion debt load by 
US$3 billion and refocus the company on 
its core oil and gas operations. 

Ironically, Occidental will be pulling out 
just as the mine begins to produce results 
after nearly eight frustrating years of deve- 
lopment. Many observers thought Occi- 
dental had successfully overcome most of 
the well publicised supply shortages, deliv- 
ery delays and squabbles with its Chinese 
partners that had dogged the project. 

However, according to major coal deal- 
ers and producers in Hongkong, a mood of 
cautiousness prevails in the regional coal in- 
dustry. A forecast boom in Asian demand 
that had encouraged producers to expand 
capacity in recent years has repeatedly 
failed to materialise. The coal price, US$58 a 
tonne when the Antaibao feasibility study 
was done in 1982, slid to around US$30 a 
tonne during negotiations and has failed to 
recover. 

Most of the mine’s production facilities 
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were completed only last year, three years 
after its official opening. Output in 1990 
was around 9 million tonnes of cleaned 
steaming coal, 3 million tonnes below capa- 
city. The failure to reach full production 
was due mainly to infrastructure problems. 
A rail link to the port of Qinhuangdao, in- 
volving a government investment of 
US$200 million, was completed only in Oc- 
tober and a shortage of trains hampered 
shipments. 

Ninety percent of Antaibao’s output is 
slated for export. Although regional de- 
mand is currently weak, analysts say it 
could improve in the medium term. Japan 
plans 10,000 MW of additional coal-fired 
power generating capacity by the year 2000. 
This will consume an extra 15-18 million 
tonnes of coal a year. Taiwan is expected to 
double its coal needs by 1996, as are Asean 
countries. 

Occidental's pull-out is meanwhile caus- 
ing some concern to the 39 banks who con- 
tributed to a US$475 million syndicated 
loan for the project. The loan is guaranteed 
by Occidental and the Bank of China Trust 
& Consultancy Co. However, this guaran- 
tee will be reduced to US$100 million once 
the mine passes a set of performance re- 
quirements. 

Some of Antaibao’s problems have 
stemmed from China's economic reforms 
over the past decade. When the project 
began in the early 1980s, Peking’s strong 
central control of the economy encouraged 
Hammer to believe Occidental could count 
on essential support in terms of infrastruc- 
ture and fuel supply. But by the time the 
mine opened in 1987, central planning had 
been devolved to the extent that projects 
such as Antaibao faced bureaucratic an- 
archy. 

In one incident, Occidental successfully 
persuaded Peking to raise Shanxi's diesel- 
fuel allocation, but then was unable to get 
the provincial authorities to release the ad- 
ditional supplies. In another, local railway 
administrators were reluctant to provide 
freight wagons to the mine, later relenting 
only at double the agreed rate. 

Commodities traders add that China 
National Coal Import & Export Corp., 
which was responsible for marketing An- 
taibao's output, was slow to read market 
trends. At the same time, it refused to give 
Occidental a minimum price for the coal. 

Despite its experience at Antaibao, Occi- 
dental still appears interested in investing 
in China. A small share of the annual 
US$600 million in improved cash flows ex- 
pected to be generated from the group's 
asset sales could be used to support the 
China operations of Occidental's chemicals 
division, Oxychem. 

The division is about to sign its first joint 
equity venture in China. This will involve a 
modest US$10 million investment in an 
existing raw materials factory in Qingdao, 
Shandong. m 
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INVISIBLE HAND 


Taxing Thailand 


Thai Prime Minister Chatichai Choonhavan is adopting the right approach in want- 
ing to extend the same tax breaks to all industry that are currently granted only to 
a few companies selected by the Board of Investment (Bor). Chatichai wants to level 
the local playing field by cutting out this kind of discrimination and by reducing the 
amount of protection given to local industries. This will enable Thailand to face 
strong international competition in the future. 

But in proposing to strip BOrs powers altogether, Chatichai is attacking a 
symptom rather than two important causes of Thailand's economic problems. The 
big obstacles to continued investment inflows and greater efficiency are the cor- 
porate tax structure and the overburdened infrastructure. 

The inadequacies of the tax framework can be seen quite clearly. Take the exam- 
ple of an electronics firm in Thailand which imports a large amount of duty-exempt 
silicon wafers, which it intends to turn into microchips and then export. The com- 
pany finds, however, that its customer cannot buy the consignment and so it is left 
with the raw material. 

If the firm tries to sell the silicon wafers at home or overseas, it will be penalised. 
Thai customs will demand a swingeing tariff of 40% on the export in an unprocess- 
ed form of the imported materials. If the company sells the silicon on the local mar- 
ket instead, it has to pay an exorbitant duty, also of around 40%. Either way, the 
company is stuck with heavy losses on the materials. 

Take another example, this time of a computer-chip 

: packager which pays a duty of 5% on all manufacturing 
: equipment. However, if it wishes to import parts for that 
5 equipment, it would have to pay a 65% duty. This is im- 

portant, because it needs to import lots of memory chips 

which have to be replaced frequently. But if it merely im- 

ported a complete computer, it would only have to pay 

duty of 30%. 

In some cases, there is a ban on component imports in 
order to protect local producers, whose output is often of 
low quality. This forces companies to import the entire 
piece of equipment just to get hold of the part. 

No amount of reforms to the BOI will change these pro- 
tectionist habits. A hatchet needs to be taken to a tax struc- 
ture which produces problems as knotty as these. Tax re- 
form should start with a uniform value-added tax to re- 
place the existing inconsistent and punitive business taxes. 

In addition, import duties should be simplified by reducing the number of different 
levies from 36 to half a dozen at most. 

As for infrastructure bottlenecks, Bangkok has become a byword for urban blight 
resulting from rapid economic growth. Faced with choked roads and ports and un- 
reliable power and water supplies, foreign investors are going elsewhere. The Thai 
Government has been trying to lure investors to set up factories in outlying regions. 
But it has had little success because the infrastructure is poor there as well. Chatichai 
simply has to get his act together on this score. 

Officialdom is less of a problem than taxes and infrastructure. The BOI does a 
good job in oiling the wheels of the rest of the Thai bureaucracy. It can help gain ap- 
provals from the Ministry of Industry which is not notably broadminded in helping 
investors. This is because the ministry is bought off by certain companies to block 
new competition. And it can stall a factory construction permit until an unofficial fee 
is paid. Foreign investors appreciate BOT's ability to help procure work permits for 
expatriates. Without the board's help, the Immigration Department, which is notori- 
ously unsympathetic to foreigners, would stall the granting of permits for as long as 
it could. 

But these irritations are of secondary importance. Local and foreign investors 
with near unanimity say they can operate and make a profit notwithstanding the 
Thai bureaucracy. It is the infrastructure and tax environment that is crying out for 
attention from the government. 8 Paul Handley 





Chatichai. 
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HEN you first handle a Patek Philippe, you 
become aware that this watch has the presence 
of an object of rare perfection. 

We know the feeling well. We experience it every time 
a Patek Philippe leaves the hands of our craftsmen. 
You can call it pride. For us it lasts a moment; for you, 
a lifetime. 

We made this watch for 
you -to be part of your 
life — simply because this 
is the way weve always 
made watches. 

And if we may draw a con- 
dusion from five genera- 
tions of experience, it will 
be this: choose once but 
choose well. 

A Patek Philippe - 
because it's for a lifetime. 
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reditors are worried about the grow- 
ing indebtedness of Perwaja Steel, 
claiming the Malaysian Govern- 


budget on a bank-approved M$880 million 
..(US$326 million) restructuring plan. They 
y the debt-ridden company has spent, or 
s committed to spend, another M$325 
nillion in the revamp and expansion of its 
- operations, raising questions about its abi- 
lity to repay the syndicated loan to cover 
. the plan. 
© The loan, which was syndicated to 32 
Malaysian and foreign financial institu- 
tions, was intended to be used for the refur- 
— bishment of Perwaja's main steel-reduction 
plant in Kemaman in northern Malaysia. 
The plant failed earlier to become fully 
operational because of technical and pro- 
duct-quality problems, contributing to Per- 
. Waja’s financial difficulties. 

Perwaja’s managing director, Tan Sri 
Datuk Eric Chia, says the syndicated loan 
-designated M$680 million for the refurbish- 
<= ment: of the company's steel-making faci- 

-ities and M$200 million for working capital. 
He denies that the company's restructuring 
is over-budget. 

According to creditors, Perwaja's re- 
structuring costs ballooned after the com- 
pany hurriedly began construction of a sec- 
ond factory in Kemaman to increase output 
of directly reduced iron as feedstock for 
steel billets, to 1.2 million tonnes annually 
from a current level of about 600,000 ton- 
nes. After talks with Perwaja officials, cre- 
ditors say they believe the overspend- 
ing is the result of the company's failure 
. to estimate accurately the cost of build- 
i ing. a second plant as well as the cost of 
: improving the existing plant. Both facilities 

are scheduled to be operational by mid- 
1993. 

The additional outlay puts an even 
heavier burden on Perwaja's ability to meet 
its debt obligations, creditors say. The com- 
pany had debt and accumulated losses of 
about M$1.5 billion before the restructuring 
* pan, was approved. 
< Confusion surrounding a government 
: guarantee of the syndicated loan is heigh- 
-tening creditors’ fears about Perwaja's fi- 
nancial position. Bankers involved in the 
oan negotiations say they agreed to finance 
rwaja's restructuring after the govern- 
int indicated that it would honour the 
pany's debts. They say the assurance 
je form of a letter from the Ministry 
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ee ament-owned steel maker has exceeded its 


of Finance. 
Perwaja, however, insists that the syn- 
dicated loan was eie qus without. a formal 





banks and financial institutions was a “let- 
ter of awareness” stating that the Finance 
Ministry had been informed of his com- 
pany’s intention to secure financing. 

The difference in opinion about the loan 
guarantee is causing Perwaja creditors to 
question whether the loan will be fully re- 
paid, particularly if the company gets into 
further financial trouble. The 10-year loan 
from the banks carries an average interest 
rate of 10% with a three-year grace period. 

One banker also doubts whether Per- 
waja's plans to enter the market for down- 
stream steel products in such a big way is a 
good strategy. He points out that South Ko- 
rean and Taiwan makers, which also plan 
to produce these products in Malaysia, will 
pose stiff competition for Perwaja. Chia de- 
nies this and says that the three of them 
will be selling different types of products. 

Chia, a friend of Malaysian Prime Min- 
ister Datuk Seri Mahathir Mohamad, ap- 
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aap pen closure over - stump 





By Sucheta Dalal in Bombay 


~he Indian stockmarket is paying the 
price of its euphoric bull run in the 

ML months after lraqs invasion of 
Kuwait: an unprecedented number of stock 
brokers are about to go belly up. 

Seven stockbroking firms have closed 
shop so far and a dozen more are teetering 
on the brink, having mortgaged their ex- 
pensive membership cards on the Bombay 
Stock Exchange (BSE) to raise funds. At least 
four more broking houses are living on bor- 
rowed time unless they can settle stock pur- 
chases made in the past few weeks. 

The problem is unparalleled in the his- 
tory of the BSE, which accounts for 63% of 
the country's trading. Over the past five 
years, the exchange has had just five cases 
of default involving Rs 10 million 
(US$544,000). "It is no longer a question of 
who hab been hit but by how much," says 
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pears to be. unpertur hed 
mounting debt. He says ae 
can always sell Perwaja | to the private: 
to raise funds to pay off the debts. Fi 
Minister Datuk Paduka Daim Z 








than three years’ time. ^t f the ; go rh 
sells 50% of its shares in Perwaja,” 
says, “it can pay off all the accumu 


oF 


debts of the Pap cn 





Facility, which i is. not. con 
reduction and billet-m 
have an output of 45X 
year. 


lieved to be considering; a: res 
to cover Perwaja’s additional re 
debts. Chia says financing for th 


of the various Perwaja contractors à 
not denn a Visi loan 


a small price to pay for t 
tinuing success. Perwaja Ti 
waja s parent company, . ary 
tax profit of M$23.5 million in ! 
year ended on 31 March 1990 endi 
d of losses -e back to 1982. 





















stockbroker Sunder Iyer. "The crisis i$ 3 
vasive." 

At least 25 brokers are in serious t 
with individual liabilities in excess oi 
million, Many have raised mor: 
low members at yearly interest. 
ing from 36% to 50%, with 
forced privately to mortgage the 
ship cards — valued at Rs 6 million at 
peak of the bull phase — to fellow. me 
bers for funds. 

Moreover, these losses do not takı 
account off-market deals conduc 
many brokers, which: 1 are not e 





tem. At least one major ron : 
stood to have run up liabil 
Rs 60 million through illegal cat 
transactions in the cash sect 
ket. But since these deals wi 
some to the biggest operator 
change, a behind-the-scenes 












‘a po: O pro- 
ite aid front its kitty of Rs 500 mil- 
on collected from brokers. A total assess- 
ient of the crisis has yet to be made, how- 
ver, so even with the combined resources 
f the BSE and major market players, it 
remains uncertain when the crisis will be 






































: The BSE currently is struggling to clear 


le ted before 3 January. Yet two more trad- 
ig cycles in the cash section and another in 
rward scrip have since been completed. 
| fact, the Bombay bourse re-opened for 
three days of trading in mid-January merely 
| complete the trading cycles and then 
osed once again. 
While BSE authorities insist they will re- 
pen the market shortly, some powerful 
rokers are opposed to it unless all liabilities 
€ cleared. As it is unlikely all liabilities can 
> squared in so short a time, it is equally 
nclear when trading will resume. 
Several of India’s smaller exchanges, 
! r, have solved their problems and 
ive commenced trading. The Calcutta, 
New Delhi and Madras bourses are open, 
though Ahmedabad — the nation's fifth- 
largest exchange — remains closed. 
_ Over-speculation and rampant evasion 
f trading restrictions and margins that ex- 
change authorities periodically impose are 
the primary causes of the crisis. The Bom- 
ay market was fairly stable until August, 
ut it gained markedly in September and 
October on the back of excellent corporate 
sults, reports of good farm output and a 
scarcity of floating stock caused by the 
entry of more bank-owned mutual funds 
chasing a handful of blue-chip scrip. 
< ^ Mutual funds raised Rs 25 billion in in- 
estible funds during 1990, at least 30% of 
Which may have found its way into the 
stockmarkets. A similar amount was plan- 
‘to be raised in 1991 through domestic 
X jid mutual funds. Brokers also 
an artificial scarcity of floating stock 
borrowing short-term funds at high 
; of interest from foreign banks and pri- 
finance companies. 
the process, speculators ignored the 
Government's massive budget def- 
estimated at Rs 130 billion in the eight 
iths to November 1990, as well as the 
city of foreign. di and the de- 
us effects of the > Persian. Gulf crisis, 
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Local brokers scramble for foreign partners 


Pollow the 





T rapidly i increasing share of stock- 





market activity garnered by Thai 

brokerages with foreign partners is 
propelling the country’s remaining inde- 
pendent firms into the arms of overseas 
brokers. A 30% downturn in market turn- 
over since August 1990 and the 28 January 
allocation of five extra seats on the Sec- 
urities Exchange of Thailand (SET) are con- 
tributing to the scramble to find partners. 

The attraction of these marriages of 
covenience was exemplified by Nava Sec- 
urities, which was ranked first by turnover 
in 1990 — from seventh the year before — 
on the strength of its link-up a year earlier 
with W. I. Carr. Nava benefited by gaining 
access to W. I. Carr’s foreign client base and 
by grabbing a healthy slice of speculative 
capital from Taiwan. 

Similarly, CMIC Finance and Securities’ 
affiliation with Baring Securities in March 
1990 enabled the Thai brokerage to vault to 
second place in turnover rankings in 1990, 
up 12 places from the year before. Baring 
channelled most of its business through 
CMIC under a so-called technical-services 
agreement. 

Market leaders such as Phatra Thanakij, 
National Finance, Siam City Credit Finance 
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and Securities and Siam City Finance have 
been shaken out of their complacency. The 
four firms were in the top five for the first 
half of 1990, but by the end of the year, 
only Phatra remained in the top 10. Phatra, 

Bangkok’s top underwriter, fell to sixth 
place as its share of market turnover halved 
to 3%. 

This upheaval in turnover rankings has 
convinced the independent brokerages to 
look for suitable foreign partners. MCC 
Securities has just joined up with Smith 
New Court, while Capital Securiti 
come to terms with Nomura. Phatra 
Thanakij is talking with at least two foreign 
houses, Barclays de Zoete Wedd Securities 
and S. G. Warburg. Other local brokerages 
are negotiating with Hongkong-based 
Crosby Securities and SBC Securities (of the 
Swiss Bank Corp. group). 

The benefits to be gained from these 
link-ups will likely compel independent 
brokerages to come to some kind of ar- 
rangement with a foreign partner. Some ar- 
rangements may involve equity, though 
most will be technical-assistance agree- 
ments, as foreigners are allowed to own no 
more than 49% of a Thai securities com- 
pany. 

For the Thai side, the benefits include 
steady foreign demand, better research and 








Going for broke 


A small Thai brokerage may have en- 
tered the record books with a startling bid 
of Baht 309.6 million (US$12.3 million) for 
a seat on the Securities Exchange of Thai- 
land (SET). Wall Street Finance and Sec- 
| urities on 28 January secured one of the 
five available seats at a price nearly five 
times higher than that paid in the last 
auction in January 1989. Brokers specu- 


lated that it could be world's most expen- 


sive exchange seat. 

The other winners in the sealed- 
envelope auction all placed bids in 
the Baht 222-233 million range. Among 
the also-rans 
Jardine Fleming and James Capel, which 
were expected to be front-runners. 
The expanded ser will have 40 mem- 
bers. 

Before the slump in the market index 
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were Thai affiliates of 


triggered by Iraq's 2 August invasion of 
Kuwait, brokers had expected a maxi- 
mum bid of about Baht 200 million in 
the long-delayed auction. In the ensu- 
ing months, many downgraded their es- 
timates by at least 25%, still way above 
the Baht 63 million paid by the highest 
bidder in January 1989. 

With average daily turnover down to 
Baht 1 billion in January from Baht 46 bil- 
lion in mid-1990, analysts were stumped 
as to how the winning bidders expected 
to make a respectable return on their in- 
vestment. "Unless [they] can tap a hell of 
a lot of the punting market, those prices 
are extremely expensive," said one ana- 
lyst. The five new brokers are expected to 
begin operations in April. 

The Baht 1.22 billion raise 





| by the SET 


is to cover investment dn computer sys- 
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Trading on the SET: foreign links. 


some management and trading skills. An 
important future benefit for local houses 
will be foreigners’ expertise in fund man- 
agement. 

For foreign firms, the immediate benefit 
is in cost savings. The local broker usually 
pays the foreign firm for its research and 
operations expertise, by direct fees or by 
paying the salaries and expenses of some 
expatriate staff. 

But numerous brokers concede that dis- 
counts on trading commissions are the 
main reason for foreign brokerages to seek 
a link-up. Members of the SET receive a fixed 
commission of 0.5% on trades. Foreign 
brokers servicing their customers abroad as 
middlemen often add another 0.575. 

But most foreign brokers’ business 
through SET members involves a reduction 


tems and new premises, together esti- 
mated to cost more than Baht 1 billion. To 
meet SET requirements on computer and 
trading facilities, each of the winners will 
probably have to spend an estimated 
Baht 40 million upgrading its facilities. 

To ensure it would recoup its invest- 
ment costs, the SET indicated before the 
bidding that new rules were in the 
pipeline to make ownership of a seat 
even more profitable. Officials made it 
known that all sub-brokers — those with 
broking operations but without a seat on 
the exchange — would have their com- 
petitiveness curtailed by the new regula- 
tions. 

Currently, sub-brokers channel their 
trading business through up to five dif- 
ferent SET members, and take 4076 of the 
standard 0.5% commission. Over the 
past two years, SET members have been 
swamped with business, creating lucra- 
tive opportunities for sub-brokers. Some 
clients prefer the greater anonymity of 
dealing through sub-brokers, whose ac- 
tivities are less closely monitored. 
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or split of the initial 0.5% com- 
mission rate through manage- 
ment or service agreements. 
This widens foreign brokers' 
margins and brings the locals 
more business. 

In addition, some foreign 
brokers with local partners are 
now directly handling trades 
for their overseas clients. Such 
an arrangement allows the 
foreign broker to conceal the 
identity of its foreign clients. 
Some local brokers also point 
out that such arrangements 
allow foreign brokers essen- 
tialy to act as sub-brokers, 
since the foreign firms are 
trading through SET brokers 
and splitting commissions. 
This has reportedly attracted 
the attention of senior officials at the Bank 
of Thailand, the central bank, which re- 
gulates the broking industry. — 

Foreign brokerages are beginning to find 
it hard to service the Thai market without a 
partner. Lines of “alien board” stock — that 
portion of a listed company’s shares re- 
served for overseas buyers — are increas- 
ingly unavailable to foreign brokers without 
a local partner. 

Moreover, discounts on commissions 
achieved by foreign brokerages with local 
partners are starting to be passed on to 
Hongkong investors, with the prospect that 
heightened competition could degenerate 
into a rate war. “We see this as a potential 
threat and we need to counteract it if a price 
war breaks out,” said one foreign brokerage 
now in talks with a Thai firm. a 
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According to bidders, the SET had in- 


dicated it would introduce a regulation 
that restricts sub-brokers to dealing with 
one member broker. Computerised trad- 
ing links between sub-brokers and mem- 
ber firms were expected to be banned. If 
orders could only be transacted between 
the two agents over the telephone, 
speculators would likely bypass sub- 
brokers in favour of the more efficient op- 
erations of member brokers. Following 
the bidding, however, the sET denied 
such a move would take place. 

The five winners are: Wall Street, 
owned by the Leelasithorn and Nam- 
chaisiri families, better known for listed 
Lee Feedmill and Asia Fibre; Thai Fuji 
Finance and Securities is controlled by 
Bangkok Bank of Commerce; First Bang- 
kok City Finance is owned by First 
Bangkok City Bank; Thanaphol Finance 
and Securities is a private vehicle of the 
Aswinvichitr family, a major shareholder 
of Union Bank; and United Securities is 
connected to the Amarin Development 
group. m Paul Handley 
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Aquino boxes clever 


to win IMF funds 
A question 
of duty 


By Rigoberto Tiglao in Manila 
pss Corazon Aquino's 5 apparent 








triumph in securing a crucial loan 

package from the IMF has demon- 
strated her administration's newfound abi- 
lity to manoeuvre between the loan agency 
and a hostile Congress. The administration 
announced on 17 January that an agree- 
ment on an 18-month standby credit facility 
of SDR 264.2 million (US$375.3 million) had 
been reached and final IMF approval was 
expected on 20 February. 

To appease the IMF and skirt Congress, 
which has persistently blocked or diluted 
proposals for tax measures designed to re- 
duce the country's P40 billion (US$1.42 bil- 
lion) budget deficit, the administration de- 
signed a clever programme. 

President Aquino imposed by executive 
order a 9% import surcharge effective on 21 
January to demonstrate to the IMF the gov- 
ernment's seriousness about tackling the 
widening deficit. At the same time, she is 
forcing Congress to act on new tax mea- 
sures to keep the loan package from being 
suspended. 

But analysts say the new import levy, 
the highest ever one-step rise in such 
duties, displays a sledgehammer approach 
to efforts to slow imports and raise govern- 
ment revenue. They say the surcharge 
could have a negative impact on economic 
growth if left in place too long. Semicon- 
ductor makers, for example, point out that 
the tax will make their imported materials 
so expensive that their exports could be- 
come uncompetitive in the world mar- 
ketplace. 

Government officials, however, point 
out that the import surcharge — along with 
a 62% increase in petroleum prices since 
September 1990 — is the result of an IMF de- 
mand that drastic moves to cut the deficit 
be undertaken before any aid package is 
granted. 

Nonetheless, the officials say the IMF in- 
itially balked at the levy, complaining that it 
went against the loan agency's free-trade 
position. They say IMF negotiators accepted 
the measure only after agreeing that with- 
out the loan package, the Philippines 
would be pushed into a balance-of-pay- 
ments crisis. 

The government officials also point 
out that IMF negotiators were pressured 
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Aquino: political acumen. 


by a meeting of Philippine donor coun- 
tries scheduled for 25 February. Without an 
IMF loan agreement, the donor meeting 
most likely would have been postponed, 
they say. 

Aquino demonstrated similar political 
acumen by taking advantage of circum- 
stances to remove a de facto subsidy on 
petroleum products, which will account for 
P18.6 billion of the 1990 government def- 
icit. 

In September, the president ordered 
petroleum prices to be raised by 30%, 
capitalising on the psychological impact of 
surging crude-oil prices resulting from the 2 
August invasion of Kuwait. After the wide- 
spread uproar about the price increase had 
fizzled out in December, she imposed a fur- 
ther increase of 32%. 

The new IMF loan package is one of the 
smallest the lending body has extended 
to the Philippines. The last three-year 
credit facility, which was approved on 
23 May 1989, totalled SDR 660.6 million. 
It was suspended in March 1990 after the 
Aquino administration failed to meet 
criteria on cutting the deficit and money- 
supply levels. 

While still requiring such performance 
criteria — principally on the levels of 
money supply and international reserves 
— the new IMF programme mainly involves 
qualitative criteria. Analysts say the latter 
conditions force Aquino to obtain financial 
assistance from other donors as well as 
maintain normal relationships with foreign 
banks. 

Without new revenue-raising laws by 31 
August, for example, the loan package may 
be suspended. The IMF has also stipulated 
that the import levy must be eliminated by 
30 June 1992 and a replacement plan an- 
nounced by February 1992. 

Further, the programme involves an ad- 
ministration commitment to phase out sub- 
sidies on petroleum prices. It also requires 
reviews on the progress of new external 
financing before each drawdown of the cre- 
dit facility. B 


ECONOMIC MONITOR: 


JAPAN 


Worse to come 


espite vigorous government as- 

sertions that the health of the Ja- 

panese economy is still robust, 

analysts checking its pulse are 
detecting increasing signs of weakness in 
leading indicators. 

Personal consumption, which has ac- 
counted for 5876 of GNP over the past two 
years, is projected (both officially and by 
private economists) to grow by around 
4.2% in fiscal 1990 (ending 31 March) and 
by fractionally less in fiscal 1991. These as- 
sumptions look optimistic. Manufacturers 
of automobiles and consumer electronics, 
two of the most important consumer sec- 
tors, are reporting flagging sales in Japan as 
well as weakness in exports. 

At this stage, these reduced sales appear 
mainly to reflect a fall-off in consumer con- 
fidence. Industrial production and employ- 


Japan's economic prospects 
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ment are still strong, though overtime and 
bonus payments may well begin to fall as 
corporations weigh the effects of softening 
demand and sharply increased capital 
costs. 

These factors are expected in turn to 
have an impact on private capital expendi- 
ture, which has contributed 20% of total 
output in the past couple of years. Official 
and private projections have the rate of in- 
crease in capital spending halving from 
around 12% in fiscal 1990 to nearer 6% in 
fiscal 1991. The actual 1991 growth rate, 
however, could be considerably lower. 

Falls in domestic machinery orders evi- 
dent towards the end of last year already 
point to a downturn in capital spending. In 
addition, recent surveys by the Bank of 
Japan (BOJ, the central bank) and others 
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have shown an appreciable decline in busi- 
ness confidence. 

Tightness in bank lending is a consider- 
able constraint for small and medium-sized 
businesses. A sharp rise in insolvencies and 
bankruptcies among small and medium- 
sized companies in recent months reflects 
the impact of a credit squeeze, high interest 
rates and a sluggish stockmarket. 

Meanwhile, company profits are falling. 
This is likely to aggravate any downturn in 
capital spending and will also eventually af- 
fect consumer spending by leading to a cut 
in workers' overtime and bonus payments. 

In the July-September quarter, total pre- 
tax profits for all industries declined by 
7.7% from the comparable period of 1989, 
while the decline for the whole of 1990 is es- 
timated to have been even steeper. Most 
sectors except construction and shipbuild- 
ing will see profits fall in 1991, too, accord- 
ing to the BOJ. 

The outlook for softening consumer 
spending and capital expenditure means 
that Japan's rate of real economic growth in 
1991 will almost certainly fall well short of 
the 3.876 projected by the Economic Plan- 
ning Agency. 

On the Gulf front, the sharp slide in 
crude-oil prices — despite the outbreak of 
hostilities — is positive news. Each sus- 
tained US$1-per-barrel decline in oil prices 
shaves 0.08% off Japan’s consumer-price 
inflation rate over a period of 12 months, 
and adds around 0.07% to annual real GNP 
growth. 

General inflation may well prove to be 
the least of Japan’s worries in 1991. Con- 
sumer prices were rising at an annualised 
rate of 3.6% in December, while a new ser- 
vice price index recently released by the BOJ 
also indicated price growth at a lower-than- 
expected 3.5%. 

Softening demand is likely to take pres- 
sure off service sector wages. In manufac- 
turing there is already evidence of declining 
unit costs. A strengthening of the yen since 
the Gulf war started should also ease (al- 
ready modest) wholesale price inflation. 

A particular imponderable is the outlook 
for money supply and interest rates and 
whether, if both areas eased, this would re- 
store confidence sufficiently among con- 
sumers and corporate investors to stop the 
economic boom becoming derailed. The 
year-on-year growth of Japan's key mone- 
tary aggregate (M2 plus certificates of de- 
posit) fell sharply from 9.9% in November 
1990 to 8.676 in December and from a peak 
annualised growth rate of 13.2% in May. 

m Anthony Rowley 
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Malaysian central bank 
frees interest rates 


> Malaysian commercial banks and 
finance companies will be allowed to set 
their own base-lending rates from 1 
February, the central bank announced. 
Most bank-lending rates are expected to 
rise 0.5-1% as a result. The move is seen as 
an important step towards deregulation of 
the country's financial markets. In the past, 
the central bank has set specific base- 
lending rates for Malaysia's two leading 
banks — Bank Bumiputra and Malayan 
Banking — as well as smaller commercial 
banks. Under the new system, the central 
bank will retain the right to ensure that 
actual lending rates do not exceed the 
official base-lending rate by more than four 
percentage points. It will also continue to 
set interest-rate ceilings for key housing 
loans. 


Indonesia TV station 
begins broadcasting 


> Indonesia's third private TV station, 
Televisi Pendidikan Indonesia (TPI), began 
broadcasts on 23 January. Owned by 
President Suharto's eldest daughter, Siti 
Hardijanti Rukmana, TPI is the first private 
station to broadcast nationwide. It will use 
the facilities and some personnel from 
state-owned station Televisi Republic 
Indonesia. One-third of TP''s broadcasting 
will be educational programmes. It will be 
funded by commercial advertising, which 
will take up 20% of total broadcasting 
hours. 


Manila removes subsidy 


on electricity costs 


> The Philippine Government ended its 
subsidy of P0.56 (2 US cents) a litre on fuel 
used by state-owned National Power 
Corp., which operates nearly all the 
country's power plants. The decision, 
effective from 16 January, will raise power 
costs by 4-10%. 


Banks provide liquidity 
to EIE International 


> Five major Japanese banks, led by the 
Long-Term Credit Bank (LTCB), have 
arranged a ¥50 billion (US$380 million) 
bridging loan for property and resort- 
development group EIE International. 
Headed by entrepreneur Harunori 
Takahashi, Tokyo-based EIE has debts 
totalling more than ¥500 billion which it is 
seeking to reduce by 30-40% over the next 
two years. The bridging loan, in which 
EIE's five main banks are participating, will 
provide the group with liquidity pending 
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the sale of assets. LTCB has provided Y30 
billion of the loan, with the remainder 
divided among Mitsui Trust, Sumitomo 
Trust and Mitsubishi Trust banks, plus 
Nippon Credit Bank. 


China sets GNP target 
of 6% a year for decade 


»> China aims to achieve average annual 
GNP growth of 6% over the next decade, 
according to proposals for the 1991-95 
five-year plan and 1991-2000 10-year plan, 
published on 28 January. This is 
considerably below the 10% annual 
growth levels achieved over the past 
decade, but in line with Peking's stated 
goal of quadrupling GNP from a 1980 
baseline. Other output targets for the year 
2000 include 500 million tonnes of grain, 
1.4 billion tonnes of coal and 80 million 
tonnes of steel. Observers said the overall 
tone of the proposals was muddled, 
representing a struggle between reformist 
and conservative policymakers. 


Business indicators 
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US aid to Pakistan 
down by half in 1991 


> The US State Department notified 
Congress that even if Pakistan abandons 
its nuclear-weapons programme, it will 
receive only US$217 million of the US$489 
million in US aid originally proposed for 
the fiscal year ending September 1991. The 
bilateral support covers military aid, cash 
grants and development assistance. 
Pakistan received US$505 million in the 
year to September 1990. 


Taiwan company allowed 
to invest in China 


»> Taiwan's Investment Commission has 
approved an application by textile-maker 
Chung Hsing Textiles Co. to invest 
US$900,000 in a Shanghai clothing 
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venture. The approval is the first to be 
granted under new rules regulating the 
flow of capital to the mainland. Chung 
Hsing will take a 65% stake in the 
Shanghai venture through its Hongkong 
subsidiary, Chao Ying Chang Co. The 
venture plans to begin production in 
Shanghai's Pudong district by mid-year 
and expects to employ 1,000 workers. It 
will make men’s underwear for export to 
Southeast Asia and Eastern Europe. 


San Miguel swaps shares 

with Hongkong company 

> Manila-based brewer San Miguel Corp. 
has formed a cross-holding with SHK 
Hongkong Industries in a deal worth 
HK$191 million (US$24.5 million). San 
Miguel swapped 13.5% of its listed 
Hongkong subsidiary, San Miguel 
Breweries, which makes and distributes 
San Miguel, Kirin and Lowenbrau beers, 
for 11.9% of SHK Industries plus HK$34 
million cash. SHK Industries, a holding 
company, was formed last year by 
Hongkong property firms Sun Hung Kai 
and New World Development to acquire 
stakes in territory-based manufacturers. Its 
portfolio now includes food group Lam 
Soon, textile maker Fountain Set, and 
electrical-goods firms Grande Holdings 
and Shell Electric. 


Exxon Chemical forms 
South Korean ventures 


> Exxon Chemical Eastern on 25 January 
announced an expansion of its operations 
in South Korea with the formation of two 
joint ventures with local companies. One, 
with Hosung Petrochemical, will make 
25,000 tonnes a year of additives for 
pesticides, adhesives and industrial 
cleaning products. A second project, with 
Korea Steel Chemical, will produce 20,000 
tonnes of plasticisers. US-based Exxon said 
both ventures would be operational by 
mid-1992. 


Fujitsu forges alliance 

with McDonnell Douglas 

> Fujitsu of Japan on 28 January 
announced it will collaborate in computer- 
software development, technology and 
marketing with aircraft maker McDonnell 
Douglas Corp., one of the US' leading 
software designers. The two companies 
are also discussing broader cooperation in 
the future. The link-up is expected to 
intensify the tussle between Fujitsu, the 
world's second-largest computer maker, 
and global-leader IBM. McDonnell 
Douglas, meanwhile, will benefit from 
Fujitsu's marketing and financial muscle. 
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PRICES AND TRENDS 
Ge ee eS | 
Previous 3months Year US$1 Spot Previous 3 months Year 
Last sale to 28 Jan. Latest week ago ago 28 Jan. Worth ratet weekt agot agot 
Gold London (2) 375.05 37825 372.75 41850 Australia dollar 1.2783 1.2806 1.2749 1.3046 
Copper New York (3) Bangladesh* taka 35.85 36.00 35.55 32.10 
Current delivery (Jan.) 104.15 109.25 119.80 98.35 Britain pound 0.5089 0.5116 0.5132 0.5986 
Mar. delivery 104.20 Brunei dollar 1.727 1.7385 1.707 1.8667 
Burma* kyat 5.965 6.00 5.925 6.65 
Aluminium London (7) 
Current delivery (Jan.) 1,475.00 1,515.00 1,915.00 1,455.00 Canada dollar nae 1.1593 1.1636 1.1934 
^ France franc 5.0545 5.0575 5.094 5.7012 
iei ee Ri. MB jos TAR y Hongkong dollar 7.795 7.796 7.7875 7.8125 
on ew India rupee 18.3638 18.3419 18.0408 16.9333 
ee (Mar. Lae 71.52 74.26 6451 indonesia rupiah 1,911.00 1,909.00 1,871.00 1,806.00 
e tad A : Japan yen 131.65 132.10 128.90 143.30 
Rubber pur Macau* pataca 8.05 8.05 8.05 8.05 
— nre) n 237.00 238.00 ^ closed Malaysia dollar 2.698 2.719 2.7023 2.6995 
— Nepal* rupee 24.00 24.00 24.00 24,00 
Jute Dhaka (11) 410.00 410.00 410.00 — 390.00 NewZealand dollar 1.6706 1.675 1.6255 1.675 
Palm Oil Kuala Lumpur (4) Pakistan rupee 21.8581 21.8581 21.7782 21.3986 
Current delivery (Feb.) 840.00 891.00 71400 closed Papua N.G. kina 0.9421 0.9434 0.9368 0.9606 
Apr. delivery 831.00 Philippines peso 28.25 28.00 25.698 22.51 
Sugar New York (3) Singapore dollar 1.727 1.7385 1.707 1.8667 
Current delivery (Mar.) 8.92 8.99 9.33 14.86 South Korea won 718.40 718.90 714.80 685.60 
May delivery 8.94 Sri Lanka rupee 40.018 39.938 40.07 39.78 
Pepper Singapore (9) Switzerland franc 1.263 1.2515 1.2925 1.4894 
Sarawak Asta blk 10096 292.50 300.00 305.00 closed Taiwan NT dollar 27.12 27.245 27.2675 closed 
Wheat Chicago (5) Thailand baht 25.14 25.155 25.08 25.66 
Current delivery (Mar.) 255.20 253.40 262.20 381.20 WestGermany mark 1.4881 1.492 1.5223 1.6783 
May delivery 264.40 Communist countries: ChinaUSS-Rmb 5.2221 HKS=Rmb 0.66995 
Maize Chicago (6) Soviet Union US$=Rouble 0.5559 Laos USS-Kip 700.00 
cop eth hla 242.40 240.20 227.60 238.20 Vietnam US$=Dong 7,200.00 Cambodia USS-Riel 600.00 
a. TEn ok ur Other: SDR1-US$1.43473 ECU1-US$1.37733 S$1-M$1.5623 
ice 
5% white fob "PA 295.00 295.00 275.00 310.00 *Officialrate tMiddlerate Source: Telerate for spot rates, Deak for official rates 
Soyabeans Chicago (5) 2 a 
Current delivery (Mar. 57140 572.20 594.60 558.40 Currency deposit and bond yields 
Y = Eurocurrency and Asian currency unit deposit rates (%) 1 
Cocoa New York (7) 
Current delivery (Mar.) 1,147.00 1,194.00 1,218.00 992.00 1 3 6 12 10 
year govt 
May delivery 1,189.00 28 Jan. month months months months bonds yield 
Coffee New York (3) US$ 6.875 7.00 7.0625 7.1875 8.03 
Current delivery (Mar.) 85.95 87.75 91.60 81.92 Sterling 13.9375 13.8125 13.4375 13.75 10.35 
May delivery 88.50 Yen 8.0625 8.1875 7.875 7.625 6.80 
Petroleum Swiss Fr. 8.25 8.3125 8.3125 8.1875 = 
Sumatran light Tokyo (10) 21.90 20.55 35.85 21.40 Dm 8.8125 9.1875 9.3125 9.375 8.75 
Brent London (10) 20.35 21.40 33.80 20.80 A$ 11.4375 11.4375 11.25 11.4375 11.61 
c$ 10.625 10.3125 10.125 10.0625 9.98 
(1)M$akg (2)US$anoz (3)US¢alb (4)M$atonne (5)US¢ a60 lb bushel ECU 9.8125 10.0625 10.25 10.3125 i 


(6)USca56Ibbushel (7)USSatonne (8)PSS1,Mcakg (9)SSat00kg (10)USSa barrel 
(11) BWD, Chittagong/Mongla, USS a tonne Source: Telerate, International Jute Organisation 


tOfferedrate Source: Telerate, Salomon Brothers 





Economic indicators, selected Asian countries 


Australia China Hongkong India Indonesia Japan Malaysia 
Economic Growth % (real) (1) 
1990 -0.5 5 2.3 4(4) 6 5.2 6.5 
1991 2 6 3-4 3.5-4(4) 5 3.8 8 
International Reserves (5) 
Latest US$15.52b (Nov) US$26.67b (Oct) n.a. US$2.05b (Nov) US$6.07b (Nov) US$77.73b (Nov) USS8.74b (Aug) 
Year earlier US$13.78b US$15.95b n.a. USS3.70b USS4.50b US$83.74b USS$6.44b 
Trade Balance (total merchandise) 
Latest 3 months +US$0.05b(Sept-Nov) +US$3.22b (Oct-Dec)  -US$0.14b(Oct-Dec)  -US$1.43b(Jul-Sept) © +US$0.52b(8)(Jul-Sept) — «US$13.63b(Aug-Oct)  -US$0.29b (Aug-Oct) 
Previous 3 months -US$0.21b +US$2.35b +US$0.85b -USS0.94b +US$0.70b +US$15.24b -USS$0.11b 
Year earlier +US$1.23b -USS0.13b +US$1.18b -USS0.76b +US$1.59b +US$15.34b *USS0.47b 
Exports (7) 
Latest 3 months US$9.94b US$20.67b US$23.79b US$4.30b US$6.51b(8) US$74.85b USS8.03b 
% change previous 3 months 43 *31.3 *8.7 -0.8 *21.8 18.2 *15.0 
% change year earlier *6.9 +27.1 +22.3 +14.9 +13.5 +8.3 +20.6 
Imports (7) 
Latest3 months US$9.89b US$17.45b US$23.93b US$5.73b US$6.00b(8) US$61.23b USS8.32b 
% change previous 3 months $17 *30.2 *13.8 48.6 *29.0 +13.5 +17.3 
% change year earlier +6.2 +6.4 +30.9 +27.0 +44.8 +13.9 +34.5 
Consumer Prices 
Base Jul 80-Jun 81-100 Oct 1989=100 Oct 84-Sept 85=100(2) 1982-100 Apr 88-Mar 89=100 1985=100 1980=100 
Latest 3 months index average 208.9 (Jul-Sept) 103.1(11) (Oct) 147.4 (Oct-Dec) 190.0 (Jul-Sept) 116.8 (Oct-Dec) 107.1 (Jul-Sept) 139.3 (Sept-Nov) 
% change previous 3 months +0.7 n.a. +2.6 $4.2 *1.8 40.5 *2.1 
% change year earlier *6.0 +3.1 +10.9 +9.2 +9.9 +2.8 +3.6 
Money Supply (3) 
Latest A$200.86b(9) (Nov) Rmb 1,114.94b (Apr-Jun) HK$530.55b (Nov) Rs 2.40t(9) (Aug) Rps 76.91t (Sept) ¥493.05t (Sept) M$80.73b (Aug) 
% change previous month +1.2 -6.8(10) *0.1 40.2 *3.8 *0.9 +2.3 
% change year earlier +12.2 +10.7 +16.1 +17.5 +48.1 +12.0 +31.3 


(1) Official and other estimates of GDP (GNP in Japan) (2) Consumer Price Index A (3) M2 or currency plus bank deposits (4) To March (5) IMF definition of reserves minus gold except for Singapore (6)fob (7) cif 
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a a a Blue chips buoy Tokyo, Hongkong w a a Singapore hit by profit-taking a m m 
Kuala Lumpur climbs on bargain-hunting a w a Selective buying lifts, Seoul, Manila 
a a a Taper gains trimmed on war fears in week ending 29 January u ww 
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“Market capitalisation-weighted index of nine Asian bourses excluding Japan, published by Asian Markets Monitor, a REVIEW newsletter, 1 Jan. 1990-100 


Philippines Singapore South Korea Taiwan Thailand 

5-7 8-9 8-9 5.2 9-10 

1.5-2.5 5-6 6.3-7 7 5.5-7.5 
US$0.81b (Nov) US$26.50b (Sept) US$16.12b (Nov) US$70.26b (Oct) US$13.21b (Nov) 
US$0.82b USS$19.04b US$17.37b USS73.42b USS8.96b 
-US$1.10b (Aug-Oct) -USS$1.86b(Sept-Nov)  -US$1.71b (Oct-Dec) +US$3.15b (Oct-Dec) -USS$1.86b (Jul-Sept) 
-US$0.97b -US$2.09b -US$0.21b +USS4.36b -USS2.22b 
-US$0.81b -US$1.25b +US$0.73b +US$3.48b -US$1.30b 
USS2.11b US$15.06b USS18.32b US$17.78b US$6.14b 

+2.3 +17.2 +8.7 +41.1 +9.8 

+5.6 +26.2 +6.7 +7.6 *18.9 

USS$3.21b US$16.92b US$20.03b US$14.63b USS$8.11b 

+5.9 +13.3 +17.4 +10.6 +3.8 

+14.4 +28.3 +21.8 *12.1 *25.5 

1978-100 Sept 87-Aug 88-100 1985-100 1986-100 1986-100 

507.7 (Aug-Oct) 106.5 (Jul-Sept) 133.6 (Oct-Dec) 113.9 (Sept-Nov) 119.1 (Jul-Sept) 
*2.8 $0.7 +0.8 *2.7 +1.0 

+11.4 +3.0 +9.2 *4.6 +4.7 
P266.32b(9) (Aug) $$57.67b (Aug) Won 68.74t (Dec) NT$6.04t (Nov) Baht 1,479.0b (Nov) 
- +1.3 +5.5 +1.3 +0.7 

-22.8 +20.1 +17.2 +97 +1.8 


(8) Including petroleum (9)M3_ (10) % change over past3 months (11) One month Source: Official statistics 
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interest rates (%) 


Prime interbank interbank interbank 
28 Jan. lending imontht 3monthst Smonthst 
Australia 1550 1175 11.75 11.6875 
Britain 14.00 13.9375 13.8125 13.3125 
Hongkong 950 6875 7.0625 7.0625 
Indonesia 23.50 24.00 24.50 24.50 
Japan *7.80 

"8.25 8.125 8.25 8.00 
Malaysia 725 700 7.14 7.33 
New Zealand 15.75 12.10 12.13 12.21 
Philippines 25.00 26.00 23.1875 . 23.00 
Singapore 700 4,75 4.75 4.875 
SouthKorea {16.05 a = = 
Taiwan 10.00 - - - 
Thailand 16.50 16.50 17.50 - 
US 9.50 6.875 7.0625 7.125 


'Longterm “Shortterm  ttMonetary Stabilisation Bond |) year) 
TOfferedrate Source: Telerate and Review Data 
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As frauds go, this one 
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"The case highlights the 
many Tegulatory weaknes- 


"News. of the scam is “likely to remove 
hat is left of the JSE's “emerging market" 
mand make even the most daring for- 
investor think twice before dealing 
all Indonesian brokers. Bapepam in 
er raised capital. requirements for 
ers, but many in the business feel these 
still too low and, in any event, poorly 
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share scandal on Jakarta's wobbl- ~ 


is, payments due on 14 TN the sell- 


ing brokers apparently did not report 
the missed payments to Bapepam. Even 
worse, some brokers say they did report to 
Bapepam, and the agency did nothing 
about it. 

The case creates a legal and logistical 
nightmare for Bapepam: it is not even clear 
who actually owns wus. According to cor- 
porate records, the company was estab- 
lished in March 1990. In December it was 
sold, reportedly for about Rps 100 million. 
It is illegal to sell securities firms without 
the approval of the Finance Ministry, but 
brokers say this is common practice. Some 
even allege that Bapepam officials were be- 
hind the original company, though the 


agency denies this. 


As for WUS' two current owners, one is 
named Duradjat. He has been questioned 
by police and claims to have 
no knowledge of his part- 
ner's intentions or whereab- 
outs, His partner, the repu- 
ted mastermind of the 
fraud, is a man of many 
names. One broker said he 
is the same person as Arief 
Wicaksono, who apparently 
has been involved with wus 
from its establishment in 
March 1990. He is now 
being sought by police. 

The processing of shares 
bought and sold by wus has 
been suspended. Incredibly, 
however, Bapepam has not 
yet seen fit to suspend WUS 
operating licence. 

Brokers who were still selling shares to 
WUS after it had defaulted on its earlier 
trades want Bapepam to make good their 
losses. Three foreign securites houses — 
Nomura, Wardley James Capel and W. I. 
Carr Dharmala — were stung by WUS. 
Nomura, out of pocket for Rps 107 million, 
is leaning on the Finance Ministry and 
Bapepam for compensation, brokers say. 

Nomura says that shares sold by wus 
through the grey market should be voided 
and the listed companies involved should 
simply issue new shares to the brokers who 
sold to wus in the first place. This idea 
looks good on paper, but stands little 
chance of becoming reality, given the politi- 
cal connections of many of the brokers who 
routinely buy and sell in the grey market. 

Nor does this solution do much good 
for cases in which wus sold its ill-gotten 
shares on the main JSE board. Some of 
those shares were sold several more times 
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before Bapepam finally blew the whistle. 
Who should take the loss? 

Recovering the missing money and ap- 
portioning losses fairly will be difficult. 
Doing nothing at all, though, could well 
take the JSE off the map for foreign invest- 
ors. Enthusiasm for the Jakarta market, on 
the wane already, is unlikely to resurface 
until Bapepam acknowledges that regula- 
tions without enforcement are a poor im- 
provement on no regulations at all. 

* Adam Schwarz 


As Taiwan approaches the seasori: 'of little 
red envelopes, brokerage employees are 
contemplating wafer-thin bonuses and 
wondering whether it is time to seek less 
risky employment. 

After its dizzy drop, the Taipei stock- 
market appears to have bottomed, 6876 
below its all-time high a year ago. But turn- 
over these days seldom exceeds NT$50 bil- 
lion (US$1.8 billion) — less than half the 
level of January 1990, and barely at a break- 
even point for the island's 370-odd security 
companies. 

If activity does not recover, these firms 
— which on average employ about 5( 
people — are facing a painful shake-out. 

Traders tell Shroff they used to consider 
their basic pay as no more than xiao fei, or a 
tip for services rendered. The real money 
came from commissions, which boosted 
monthly earnings into six figures (in New 
Taiwan dollars, the equivalent of at leas! 
US$3,700), incentive payments from illegal 
margin lenders, and profits from brokers 
insider trading on their own accounts. 
Lunar New Year typically brought bonuses 
of four to six months' sala 

But might the brokers’ gloom not be 
light at the end of the tunnel for investors: 
With the market at such a low ebb, Shrofl 
thinks this may just be the moment for 
courageous souls to reappraise Taiwan 
stocks. Prices have stabilised and price 
earnings ratios for blue chips are in the 15 
20 range — low by Taiwan standards. 

Many local investors have reduced their 
portfolios to lessen their exposure to any 
bad news that might come out of the Mid- 
dle East during the week that their bank: 
and stock exchange are closed. But broker: 
say (with an eye on those commissions 
that the market has traditionally ralliec 
strongly after the holiday as money return: 
to the banking system. 

This year, the market is not over 


stretched. And, the Gulf war notwithstand 
ing, the downside risks. appear limited. 
. ; W Julian Baurr 





‘ae, 
"I 
R 
| | 
Ld 


Jacques Hine at the House of Hine, Jarnac 


EVENING AT THE HOUSE OF HINE 


As the sun goes down over the waters ofthe Charente, a hot 
day inJarnacturns into a fragrantevening. How many times 
has this delicate transformation helped the Hine family in 
the gentle maturation of their fine cognacs ? 

Over the generations, how perfect has been the rhythm 
of the seasons and the years in turning young cognacs 
into mature ones. And how dedicated have been the 


Hine family themselves over those years in passing on the 
unique mastercraft of tasting, blending and making such 
supreme cognacs. 

The cognac that Jacques Hine holds in his hand on this 
beautiful Jarnac evening is the product not of change, but 
of continuity. The product of the gentle rolling seasons. 
The product of the knowledge ofa very special family. 


Hine Cnonac I eaves nothine ta he decierod 
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Research Schoo! lof Pacific S tudtes 
| peor MENT OF ECONOMICS 
- DIVISION OF ECONOMICS 


| Research Fellow/Senior 
I Research Fellow 


‘field: The environment and economic policy in Asia and the Pacific. 














nist. He or she will be familiar with the analytical basis of 

environmental economics, and with the growing applied literature in 

^ this field. He or she will be expected to make analytic contributions | 

to environmental issues in economic development and to participate | 

$ | 4n applied research in the environmental economics of deforestation | | 
<in relation to trade and development in East Asia and. the Pacific. 


- Duties: The position will be for three years, to undertake research in 
“a project on environmental dimensions of deforestation and related 
issuesin agricultural development and international economics. Exten- 
sion may be possible subject to. funding. The sutcessful applicant will 
work closely with Professor Ross Garnaut and Nrofessor Peter Warr 
in guiding the Department's work in this field, 


-| Further Particulars: Please obtain these before applying Bom the 
School Secretary, Research School of Pacific Studies. Telephone: 


/61.6 249 2678 or FAX 61 6 249 1893, The Australian National |. 


d a Haiei GPO Box 4, Canberra ACT 2601, Australia. 
99: Ref: PA 16.1. i 


|. SOUTH KENSINGTON 
TWO superb attached Victorian SEVEN storey free- 
> holds of FIFTEEN fully modernised and furnished flats. 


| 
| | 
| Rental potential circa. £230,000-- per annum. Break up | 
. | value £2.4 million+ URGENT sale required thus price | 
Vet - million. . | 

i 


| -Sq uire E Radel iffe & Partners Fax: London 071 381 4088 
Tel: 07 i 381 3553/4086. 


- 35534086. | 





Qualifications: The successful applicant will be an analytically Strong | | 


- Required: 







xs Té. 833, 163-8843, 096 p. as 4; Senior T r Nata Git imei ee 


| ECONOMICS - 
E COMPUTER SCIENCE 








Institute of 
Social Studies 





is a centre specializing in international policy-oriented social science teaching, re- 
search and advisory work in the field of development studies and the Third Word. 
The teaching programme includes an MA with various specializations plus shorter, 
more policy-oriented Diploma Programmes, as well as research-oflented M.Phil 
and Ph.D. degrees. Most students come from developing. countries, ‘The staff is 
also of international composition and the language of teaching is English, 


As from 1 September 1991 the iSS has a temporary vacancy for afuit time professor in the 
MA specialization Women and Development. The appointment would be made for a 


| - maximum period of four years. 


The W&D specialization aims: 

to develop a comprehensive understanding of the causes, forms arid dimefisions of 
women's subordination as manifested globally; to stimulate critical evaluation of current 
development strategies and their effects on women, and to search for alternative methods, 


|. policies and strategies for change. 


B The successful candidate is expected to contribute in the following areas: 


— teaching and supervision at MA, M.Phil, and Ph.D. level 

— research : participation in ongoing projects as well as coordination of new 
o "initiatives 

— management: at institute as well as at programme level 

-. international networking i 


— @fh.D. in the social sciences: 


S  @ Substantial background in teaching and eaei, with Aian publications: 


— anextensive experience in developing countries; and 
~ fieswondhg with universities and women's movement internationally. 


Employment conditions: similar to those of Dutah universities. 
Salary in accordance with the rank of Professor A which ranges. from Fi. 7,171. to 


| F1.10,544. "gross per month, during 12 months per year. 


Applications; accompanied with a curriculum vitae. copies of research output and the 
names of three referees should reach the ISS, not later than 28 February 1991, addressed 


i to the Rector, institut te of Social Studies, P. O. Box 90733, 25098, The Hague, The Nether- 
| lands. 

i Additional information can be obtained by telephone or by writing to the Chairperson, 
i Search Committee, and (070- pomi ar: 
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ATTENTION INVESTORS: 


A privately owned finance 
company with 30 branches ir in 





Fatn a degree entirely yal home. Pi vate Universi 
glers distance-ieaming. degres progamme 


BUSINESS ADMINISTRATIO! 
















p comer a of stock. Annual 
gales of $24 Million with a^ 
profit of $1 Million. Mail 









HUMANITIES/PHILOSOPHY 

One year adult course places emphasis on inquiries to: 

previous experience/knowledge. Dod The Money Tree, Inc. 
tutor provides one-to-one no-limit tuition. Al 114 South Broad Street 





tutors are highly skilled nrofessionals eminent 
in their field, No residence required. 
Doctorate programmes availabie. 

Neil Gibson & Company. 


Dept: FERA, PO Box 3, Sudbury, Suffolk, 
England. Fax: «44/787 276478 


Bainbridge, GA 31717 
ATTN: Vance Martin 












. Ifyou have something to say 
(ov S8y iti in the Classifieds! 










Readers. are recommends : 


to make appropriate enquiries and take appropriate advice before ‘sending any 

money, incurring any expense or entering into a binding cort itment in role Pion to 

an advertisement. The Far Eastern Economic Review shall not 

person for loss or damage incurred or suffered as a result of his/her ac 

rebated to accept an invitation contained in. any siones mer t pub shed in the 
eview x. 












sia, the world’s most 

dynamic market place, 
is home to more than half of 
mankind. Every day events occur 
here which not only shape the 
destinies of its more than 4 billion 
people but affect the entire world 
as well. 

The Asia 1991 Yearbook does 
more than just cover these events 
— it compiles, analyses and 
interprets them for the reader. No 
business executive or scholar can 
afford to miss it. 

Decide for yourself whether 
any other single medium puts the 
social, political and economic 
realities of Asia at your fingertips 
as does the 240-page Asia 
Yearbook. 


REVIEW 


TRENDS * NEWS' pl 





SOME OF THE FEATURES 
YOU'LL FIND... us TE " 3 
The Asia 1991 Yearbook covers the g i || p 

A tA io 
MAPS * TREN ie 


s e. 
year's most important events in Asia. Y W NS eee 
You will find chapters and features ss TT | 
such as: An Overview of the Year; d 
Population & Food; Development 
Banks; Asian Finance; Asian 
Investment; Commodities; Energy; 
Aviation; Shipping; Fishing; Trade & 
Aid; Asia-Pacific Organisations; and 
much more. 

The Asia 1991 Yearbook has an 
abundance of photos and charts, 
tables and graphics to illustrate the 
material. 

The main body of the book 
contains chapters on 31 countries, 
ranging from Afghanistan to 
Vietnam, from the vastness of China 





Mail or fax to: Publications Division, Review Publishing Company Ltd., G.P.O. Box 160, Hong Kong. 


Tel: (852) 832 8338 Fax: (852) 572 2436. 


Please rush me copy/copies of the Asia 1991 Yearbook. 

O Ienclose a cheque/postal order for 

O Or, please charge my credit card (tick one) 
Visa O MasterCard 0 Diners Club 0 


| 
| 
| 
| 
| American Express O 
| Card No.: 

| 

| 

| 

| 

| 

| 


Expiry Date: 


(Please print in block letters) 
Name: 
Address: 
City: 
Asia 1991 Yearbook (Soft Cover) 


No. of copies O by surface O by airmail* No. of copies 
* For airmail delivery, please add: HK$55/US$7/£4.50/S$15.50/M$20/¥1,000 per copy. 


Signature: 





Postal Code: Country: 
Asia 1991 Yearbook (Hard Cover) 











O by surface O by airmail* 


and India to the minute specks of the 
Maldives and Pacific Islands. 


NOW IN ITS 32ND YEAR... 

Matching the rapid pace of Asian 
development the Asia Yearbook 
provides detail and insight. It’s a 
book for everyone who needs to 
know about Asia. Now in its 32nd 
year, the Asia 1991 Yearbook is more 
thorough and comprehensive than 


, ever. 
"A 


T COUNTRY-BY-COUNTRY 

> ANALYSIS... 

_ Each country is discussed with up-to- 
— date reviews of its Politics and Social 


Affairs, Foreign Relations, Economy 
and Infrastructure, complete with a 
map, a potted history and a govern- 
ment list. The Asia 1991 Yearbook 
gives you first-hand information on 
everything from trade patterns 

and population trends to foreign 
investment and social and cultural 


_ developments. Each country chapter 


has a Databox full of essential vital 
statistics. 


HOWITIS DONE... 

Published by the Far Eastern 
Economic Review, the Asia 1991 
Yearbook is the result of thousands 


_ of hours of work during the year. 
? Every week, the Review’s corre- 
^ spondents file on-the-spot reports 


from major Asian capitals and other 
areas of interest throughout the 
world. This leading team of writers, 
analysts, experts and research staff 
keep the Asia 1991 Yearbook on top 
of events. To give you Asia minus the 
mystery, minus the myth. To give 
you Asia as only the Far Eastern 
Economic Review can. Order your 
copy today. 







Hard 


Cover Cover 


M$89.00 
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BUSINESS AFFAIRS 
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AND 





INNOVATION 


Packed like sardines 


t sounds like an airline executive's 
dream: put your passengers into such 
a deep coma before they board the air- 
craft that they need no food, water or 
even air; stack them closer together than is 
possible if they were awake, thus increas- 
ing the number carried per flight; then re- 
vive them with water at their destination. 

Simple, cheap and highly profitable. 

The passengers are fish bound for din- 
ner tables in Japan, where an almost insa- 
tiable appetite for top-quality fresh seafood 
is being pushed to new heights by a recent 
"gourmet boom." 

The cargo division at Japan Airlines (JAL) 
has devised a new air-cargo container 
which keeps fish alive, but in a state of sus- 
pended animation without seawater. This 
application of a scientific process called 
anabiosis has the potential to revolutionise 
the air-cargo market for fresh seafood 
worldwide. 

According to JAL, research has shown 
that to stay alive for five to six hours 
at normal temperature, fish must be 
transported in 20 times their own 
weight of seawater. This provides 
sufficient dissolved oxygen for respi- 
ration. Less water can be used — 
only four times the fishes' weight — 
if its temperature is reduced with 


ice, thus reducing the fishes’ 
metabolic rate and their oxygen con- 
sumption. 


But even this reduced amount of 
water brings disadvantages: for one 
thing, it is dead weight — heavy 
packaging which costs money to fly, 
yet has no commercial value. And 
because it is impracticable to make 
live-seafood containers watertight, 
leaks or spillage of salt water inevitably add 
to aircraft-corrosion problems, increasing 
maintenance costs. 

However, chilling the seawater still fur- 
ther puts the fish into a sleep-like state in 
which their demand for oxygen drops to 
zero. The water can then be dispensed 
with, the fish flown more economically and 
their revival accomplished at their destina- 
tion by putting them back into slowly 
warming seawater. 

The result for consumers is fresh sea- 
food “on the hoof,” or more appropriately, 
“on the fin,” while the airline earns higher 
profits by its ability to carry more fish for 
the same weight. 

JAL’s special container is experimental. It 
is a standard freight container converted by 
adding an insulated fish tank and a remov- 
able cooling unit. The fish — so far, the trial 


runs have used sole — are put on trays im- 
mersed in seawater, which is circulated 
through the cooling unit. Nets keep the fish 
from jumping out, and as the temperature 
drops to near freezing, they become coma- 
tose. Finally, the water is drawn off into 
the cooling unit, which is then removed 
before the tank is loaded aboard the air- 
craft. 

JAL reports a 100% success rate using 
this system for flying flatfish from Fukuoka 
in western Japan to Tokyo, and the airline 
sees huge benefits in its domestic network 
for flying fish to Japan’s major seafood mar- 
kets in Tokyo and Osaka. Future applica- 
tions could open up the possibilities for fly- 
ing fresh seafood from other seafood-ex- 
porting countries such as the Philippines 
and Vietnam. 

The principle of anabiosis is nothing 
new, and the first part of it — cutting down 
the amount of water in which fish are trans- 
ported — is well known. Besides reducing 
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Fresh comatose fish to the table. 


fishes' oxygen demand, lowering the water 
temperature also enables more air to dis- 
solve in the water. 

Refinement of the technique has shown 
that if fish taken from water at 17-20°C are 
put into water at 0-2°C, their gill move- 
ments cease and they stop breathing. After 
several hours, a few of the fish die, but the 
rest can be revived. Scientists have reported 
keeping roach alive out of water for up to 
10 days with this method. 

These experiments only confirm what 
had been seen in nature: for example, fish 
trapped in river ice in Siberia revive with 
the spring thaw. According to a JAL re- 
search paper, anabiosis involving freezing 
only works with cold-blooded or lower- 
order creatures and only if the thawing is 
performed gradually. 

At around the turn of the century the, 
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Russian scientist Bachmetieff found that va- 
rious creatures had different critical tem- 
peratures beyond which continued cooling 
would be fatal. In these cases, ice crystals 
formed within individual cells, causing 
irreparable damage. But if performed cor- 
rectly, anabiosis stopped all metabolic acti- 
vity in the creatures without killing them, 
enabling bats, for instance, to be stored in 
this state for up to six months. 

Sometime later there was a somewhat 
bizarre experiment with goldfish which 
proved the principle of controlled ana- 
biosis. A tank of water containing goldfish 
was chilled in a room at minus 15°C for sev- 
eral hours. As the water temperature fell, 
the goldfishes’ movements became prog- 
ressively slower, finally stopping com- 
pletely. When the water neared 0°C, the 
fish turned belly-up and sank. 

After the tank’s temperature had fallen 
to about minus 5°C and its water had fro- 
zen, it was taken out of the room and al- 
lowed to warm up. As the ice 
; melted, the water was gradually re- 
$ moved and replaced with water at 
air temperature. The fish woke up 
quickly and started swimming. 

A somewhat similar technique, 
though not carried to the same 
depth of coma, is sometimes used 
for human beings undergoing heart 
surgery oxygen demand and the 
pulse rate while the surgeons are at 
work. 

JAL sees the application of 
anabiosis to fresh seafood as having 
great potential in the small-package 
business. A package of five sole 
weighing a total of 5 kg can be ship- 
ped on a typical trip for ¥1,150 
(US$8.70) at the standard rate for packages 
of 2-5 kg. Carried in 20 kg of seawater 
(making a total weight of 25 kg), the same 
fish would have cost *7,000 to transport 
over a comparable distance. 

By using the new method, the fish can 
be shipped at a sixth of the cost of conven- 
tional transport. Alternatively, five times 
the weight of fish can be shipped "dry" for 
the same cost as sending the same fish in 
the wet. 

So everyone wins: shippers make more 
profits, the airline has lower maintenance 
costs and consumers have greater access to 
fresh fish — with the prospect of greater 
volume bringing lower prices. 

And the fish? They are "out for the 
count" for the duration of their journey. No 
one has discovered whether their frozen 
flight induces jet lag. Michael Westlake 
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Only “K” Line can score a 
‘Touchdown’ anywhere in the USA 


"K" Line has the most modern and efficient what the size of the shioment or wherever the 
container forwarding infrastructure in the United destination, “K” Line’s “Touchdown” service will 
States. And now LCL shippers can take ad- deliver it quickly, door-to-door. 
vantage of this computerised system with our 


l In the United States, there’s only one LCL 
innovative “Touchdown” service. 


Unlike other shipping lines, “K” Line won't Line's door-to-door 
abandon your shipment at a container freight “Touchdown” 


station and leave the trouble of organising on- service. K] K LI NE 


à KAWASAKI KISEN KAIS 
oing transport to someone else. No matter 
going P The: World Class baute 


KAWASAKI (HONG KONG) LTD., 33rd Floor, United Centre, 95 Queensway, G.P.O. Box 503, Hong Kong. Telephone: 861 5511. Fax: 529 7433, 865 6826 Telex 
73776 Kwai Chung Terminal office: Modern Terminals Ltd., Warehouse Bldg., Room 905, Kwai Chung. N.T. Telephone. 424 3426/7. Macau Sub-Agent: Agencia De 
Navegacao Ka Fung Lda., Room 1101 Praia Grande Comm. Centre Macau. Telephone: 553311. Fax: 569233. Telex 88586 KFUNG OM 





shipper who never fails to score top points: “K” 


AMDUR TOBIN 
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Westin Stamford, Singapore: Tel: (65), 338-8585 Fax: (65) 33 


« Westin Hotels in Asia: 


pore: The Westin Plaza e Hong Kong: Kowloon Shangri-La e 
: The Westin Chosun e Pusan: The Westin Chosun Beach e 


zhai: The Westin Tai Ping Yang « Manila: The Westin Philippine Plaza e 


servations, call the Westin Hotel in your city or your travel consultant. 
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The Partial Truth 


ASIAN OIL 


The Saudis are Coming 
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CAN TURN YOUR LIQUID STOCK 
INTO FROZEN ASSETS. 
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The Ports of Virginia have 
enjoyed unprecedented growth 
and success over the last few 


years. But this spectacular perfor- 


mance shouldn't 
have come as a 
Surprise to any- 
one familiar with 
the needs of the 
shipping industry. 

Ofallthe ports B ad 
on the U.S. East — 4 
Coast, only Virginia offers such a 
unique combination of natural 
advantages. 

For instance, our temperate 
climate means shippers can 
count on ice-free conditions year 


round.That means you can sched- 


ule cargo movements whenever 
needed, without having to first 
check the calendar or the latest 
weather forecast. 

Our deep natural harbor can 
easily accommodate the newest 
generation of large ships. And 
The Ports of Virginia are located 


JAPAN 17th Floor,Fukoku Seimei Bldg. 2-2 
Uchisaiwai-Cho Chiyoda-Ku, Tokyo 100, Japan 
TELEX: 2222531 VASTAT J, PHONE: 813/508-2750 
CABLE: VASTPORTS TOKYO, FAX: 813/508-2759 
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a scant 18 miles from the open 
sea, making access quick and 
economical for the world's 
leading shipping lines. In fact, 
-—" more than 75 lines 
now include us on 
their regular routes, 
giving us an unparal- 
leled schedule of 
direct sailings. 

Our central 
location also puts us 
within one day of two-thirds of the 
U.S. population, easily reached 
through an impressive intermodal 
transportation network. Of course, 
there's always room for improve- 
ment. So we constructed the 
Virginia Inland Port to provide an 
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improved link between our 
coastal facilities and the indus- 
trial centers of the U.S. And 
we've already begun an expan- 
sion program to add more than 
5.500 feet of additional berthing 
space throughout our terminals. 

Every day we're looking to the 
future, investing in new ways to 
build on our Successes to ensure 
that The Ports of Virginia continue 
to provide you with the finest 
services and facilities possible, 
now and into the next century. 

If you'd like more information 
about what Virginia's natural 
advantages could do for you, just 
give us a call. After all, we'd hate 
to see you left out in the cold. 


z^* ThePorts of Virginia 
We're the Natural Mid-Atlantic Load Center. 


USA-Main Office Virginia Port Authority. 600 World Trade Center. 


* Norfolk, VA. USA 23510. (804) 683-8000. Toll-free (800) 446-8098. 


HONG KONG 11th Floor, Suite 1104A 2 Exchange 
Square Central, Hong Kong. TELEX: 81801 VPA 
HK-HX, PHONE: 852/5255313, FAX: 852/8105495 


KOREA Room No. 1512, Kyobo Bldg 
1, 1-KA Chongro-Ku, Seoul, Korea. TELEX: 787 K25729 
PHONE: 822/739-6248, FAX: 822/739-6538 
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LETTERS 
Gulf between US and Asia 


You are absolutely right to point out that a 
wedge seems to be driven in the relation- 


ship between the US and the majority of - 


Asian governments over the US policy in 
the Gulf [COVER STORY, 24 Jan.]. This di- 


vergence, as a matter of fact, is being | 
noticed and felt throughout the Third || 
World countries and they have strong || 


reasons to feel that way. 





Firstly, they are sceptical about the US | 


preso an 
scale. After 





















e 


vacate the occupied territories has 


- been on the table for the last 23 years, to cite 
a few. This obvious bending over back- 
_ wards for Kuwait, therefore, makes them a | | 
bit chary of American motives even though | | 
they condemn the annexation of Kuwait. || 
Where, they ask, were the humane US feel- | 


ings when Iraq fought Iran and occupied its 
territory just a couple of years ago? 


Secondly, the partisan posture of the US | | 


and Britain in the recently held review con- 
ference of the parties to the Nuclear Non- 
Proliferation Treaty [20 Aug. '90] had al- 
ready cast a shadow over their relations 
with the Third World. The failure of the US 
and Britain to sign a test-ban treaty citing 
national security reasons, while continuing 
to persecute and hound the Third World 
countries in their pursuit for nuclear deve- 
lopment programmes for peaceful pur- 


poses is a conflicting and paradoxical at- - : 


titude. 

Thirdly, the way the UN has been mani- 
pulated by the US has come as a rude 
shock for the Third World. Billions of dol- 
lars in aid or loans were promised to gain 


support of some countries even though the : 


public sympathy was in most cases lacking. 
The few countries in the Security Council 
decided on behalf of the whole world. In a 
sensitive issue like this, involving a lot of 
killing and possible environmental damage 
of a huge: scale, a mandate from the UN 
General Assembly should have been 


sought. There is already talk that the UN | 


does not protect the interests of the Third 
World and needs to be replaced by a more 
equitable and democratic one. 

Lastly, the effect of the media, which is 
playing an ever growing role in world poli- 
tics and its direction. Most of the media, 
however, is controlled by the West and 
could sway public opinion. For example, 
we do talk of Iraq invading Kuwait, but the 
possibility that Iraq could have been led 
into it by some US actions has not been suf- 
ficiently highlighted. After all, what exactly 
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the Gulf on such a massive | 


imilar issues? For example || 

47, 51, and 91 regarding | i 
! waiting for action for | | 
ears; UN resolution 242 asking | 


a 








Hotel Fortuna Hong Koi 
understands that the 
business traveller nec 

in touch with what's going: 

the Asian region. 

That's why it provides executive 

guests with the most 
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The best other airlines offer is ; 
reclining seat. Where the best you 
can do 1s slouch half-awake, 
half-asleep. 

Only Philippine Airlines offers 
you the unparalleled comfort of a 
real, full-length bed. The Skybed 
It comes free with your First Class 
seat and it comes complete with 
crisp linen sheets, fluffy pillows 
and warm woolen blankets. It's 
also certified for takeoffs and 
landings so you can stay asleep 
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Skybeds are available on a 
first-come, first-served basis on 
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Introducing an exciting new 
concept in office equipment—the 
modular copier. 

Panasonic's FP-1670 system 
begins with the actual copier unit, 








DOUSIMY T. MUN. quüuly 
and a host of sophisticated func- 
tions like margin shift, edging and 
zoom. This unit can be used by itself 
as a desktop machine, but you'll 
want to add the matching base, 
with a choice of 19 different front- 
loading paper and storage drawer 
combinations, for a console system 
that’s customized to your specific 
copying needs. 
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of your system, Panasonic also 
offers a 10-bin sorter and an invert- 
ing automatic document feeder that 
won't slow you down. Copy speed 
is a swift 16-sheets-a-minute, even 
when using the i-ADF. 

The FP-1670 front-loading 
copier system with mixes to match 
any office. 
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~~ tention to it. 


_ However, now, six months later, we 
have seen dozens of articles have been 
published in reputable newspapers around 


the globe using 
source. 


. Vatikiotis made two mistakes in that ar- 
ticle. First, he reported that Tengku Hasan 
di Tiro, president of Aceh/Sumatra Na- 
tional Liberation Front, was "an employee 
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at the Indonesian consulate in Los An- 
geles." The truth is that the Tengku had 
never spent a day in his life in Los Angeles, 
much less becoming an employee of the 
Javanese there. 
Second, Vatikiotis asserted that the title 
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Vatikiotis’ article as the Johor merriment 

Your little note on the Singapore Gov- 
ernments introduction of the three- 
quarter-full tank rule for crossing to 
Johor [BRIEFING, 17 Jan.] sadly neglected to 
mention Malaysian merriment over the 
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matter, 

When the Singapore Governsr 
duced the halftank rule 1 
Johor thought they were h 
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that they are now tiga suku (M 
meaning “three-quarters” and "^ 
there"). When the full-tank rule e 
comes about, they will be real go: 
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Correction 

In the article Loose ends [Rt 
was stated that a High Court 
Tai Fook's solicitor for having ^s 
the court over the payment of Troika’: 
his firm. The reprimand was, in fact, o 
then solicitor and not of Johnson Stok 
Master (or its. partner Nicholas Hu 
who acted for Tai Fook. We apologise for 
error and any embarrassment caused by f 
original report. = 
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Pressure from 
China to be 
allowed more say 
in the affairs of 
Hongkong, 
especially over 
issues that straddle 
= 1997, has intensified 
to the point where 
Peking appears to 
SS be trying to speed 
up the transfer process. Britain’s ability to 
resist China’s demands has been 
weakened by the Gulf War, which has 
made it essential to secure Chinese 
cooperation in the UN Security Council. 
Editor Philip Bowring and Hongkong 
correspondent Emily Lau analyse the 
reasons for China’s harder line and look 
at some of the issues, including the 
second airport project, which have 
become test cases of who runs the 
territory. Within Hongkong there are 
signs of disarray in the senior ranks of 
government, while the public seems to be 
less than enthusiastic about the chance to 
vote for 18 members of the Legislative 
Council in the first elections based on 
universal suffrage. 23 
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Foreign Relations : US-Pakistan 
As a sign of the post-Cold War era, the US 
decides to cut its aid to Pakistan, leaving 
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Friends from Foes 


The Communist Party of Vietnam, which 
has sought to mend relations with China 
since the two countries fought a border 
war in 1979, sent a high-level delegation 
to China for two weeks in late January, 
Vietnamese officials privately said. The 
delegation, headed by Vu Oanh, former 
head of the central committee’s foreign 
relations department, and Doan Duy 
Thanh, former foreign trade minister, was 
invited to observe China’s economic 
reforms but the team is also believed to 
have held talks on party-to-party 
relations. In another development, 
officials also said privately that Vietnam, 
which like most other communist 
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Pakistani volunteers for Iraq (10). 


the cash-strapped country in a quandary 
over its economy and traditional links 
with the West 10 


South Korea : Gulf Contribution 

Ignoring student protests, President Roh 
Tae Woo is lifting his profile in the Middle 
East by providing additional money and 
paramilitary personnel 11 


Japan : Politics 
The Komei party, which since last year 
has worked closely with the ruling LDP, 
emerges as a major powerbroker in the 
parliament 12 


Foreign Relations : KAL 007 

A Soviet newspaper's publication of an 
account of the downing of Korean Air 
Lines 007 in 1983 by a Soviet fighter has 
revealed more information on the tragedy 
and its aftermath 15 


countries long supported North Korea, 
will probably establish diplomatic 
relations with South Korea within the first 
half of this year. South Korean trade and 
investment in Vietnam has increased 
sharply over the past two years. 


Capital Punishment 

Japanese monetary authorities hope the 
worst is now over for the country's major 
banks, which are having to pay premium 
rates in order to attract interbank deposits 
in the London-centred Euromarkets. As a 
result of the well-publicised problems of 
Japanese financial institutions, city banks 
and long-term credit banks have been 
paying Euromarket premiums for several 
months and there were fears interbank 
lines might dry up completely. The Bank 
of Japan, the country's central bank, is 
reasonably confident, however, that this 
will not happen because Japanese banks 
hope to improve their capital position 
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, Philippines : Politics 

* Oscar Orbos, President Aquino's newly 
appointed principal aide, has already 
collected plaudits for his efforts to restore 
the government's faded image 16 


Thailand : Police Politics 

A political controversy over police 
corruption and the sacking of the national 
police chief stirs the embers of a 
six-year-old alleged plot to assassinate a 
former prime minister 20 


Foreign Relations : Japan-North Korea 
Bilateral negotiations centre on the 
extent of Japanese aid and Pyongyang's 
refusal to allow international inspection of 
its nuclear facilities 20 
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The run-up to the general election is 
marked by a lack of campaign issues and 
the preponderance of partisan attacks 21 
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The Congress party forces the prime 
minister to dismiss the Tamil Nadu state 
government 22 
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Asian composers, many of them writing 
for traditional instruments, explore 
modern frontiers 34 
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Wired-up urbanites tune in to hi-tech 
gladiatorial combat 34 


through major issues of so-called 
subordinated debt. 


Taking Sides 

The British Embassy in Seoul is miffed by 
local press reports quoting South Korea's 
Ambassador to Iraq Choi Bong Reum as 
saying there would be "no substantial 
change in the basic relations between the 
two countries" because of the Gulf War. 
Evacuated to Seoul, Choi said Iraq was 
trying to maintain good relations with all 
countries except the US and Britain, 
prompting one senior British diplomat to 
observe that Choi was setting the blame 
for the Gulf War almost entirely on 
Washington and London. 


Command of the Skies 


China and the Soviet Union are discussing 
detailed terms for the sale of 24 Su27 
fighter aircraft to the Chinese air force. 
The Soviets are asking between US$35-40 
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Business Affairs 


Asia : Energy 

State-owned Saudi Arabian Oil is 
planning to build a chain of oil refineries 
throughout East Asia, where the growth 
in demand for oil products is far 
outpacing that of Western industrialised 
nations 38 
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Hongkong-Philippines : Borrowings 
The colony’s government tightens 
lending by financial institutions to the 
Philippines 40 


Vietnam : Policies 

Ho Chi Minh City is planning to set up 
the country’s first export-processing 
zone 40 


Indonesia : Projects 
Jakarta looks certain to choose China’s 
Long March rocket for hoisting its newest 
satellite into space 43 


Malaysia : Energy 

A plan by electricity supplier Tenaga 
Nasional to purchase seven gas turbines 
from abroad for a total of US$370 million 
has provoked a fierce debate in 
parliament. Some opposition politicians 
believe the cost of the turbines is 
inflated 44 


Hongkong : Investment 

A bloated unit trust industry is facing a 
shake-out as investor interest slumps. The 
result will be a sharp decline in the 
number of unit trusts, a consolidation 


million for each aircraft, while the 
Chinese are calling for “friendship” 
discount terms. Taiwanese planners, 
concerned over the implications of this 
deal, are believed to have approached 
Washington to buy F16 fighters. 
However, Washington — ever sensitive 
towards Peking’s opposition to US arms 
sales to Taiwan — is believed to have 
turned the request down. 


Pacific Blues 


Pacific Electric Wire & Cable of Taiwan, 
which posted a 57% drop in profits for the 
first half of 1990, is said to be shopping 
around for a buyer to take its 50% stake 
in Hongkong’s five-star Hotel Conrad 
which opened last September. The 
513-room hotel, which cost HK$858 
million (US$110 million) to build, is 
currently running at an abysmal 14% 
occupancy rate and has just cut its 
published room rates by 40%. Industry 
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Zobel's strategy (51). 


among fund managers and a restructuring 
of the territory's personal finance 
business 46 


Taiwan : Policies 

The cabinet has endorsed a six-year 
economic plan that will involve total 
capital expenditure of US$300 billion. 
Critics say the plan is too ambitious and 
too costly 48 


Thailand : Companies 

A family-owned conglomerate is 
emerging out of the shadows for a public 
flotation that will make it one of the top 
10 listed companies by market 
capitalisation 49 

Philippines : Companies 

Former Ayala Corp. chief Enrique Zobel 
is returning to prominence both in the 
business world and politically 51 


sources say Pacific is having difficulty 
finding a buyer for the hotel since its 
management contract is non-transferable. 
Operator Conrad International Hotels is a 
30% shareholder in the property. 


Mortgage Market Making 
Hongkong’s First Pacific Bank, the 
colony’s sixth largest, is planning to 
bundle together and publicly sell HK$640 
million (US$82 million) in mortgages to 
local and foreign financial institutions. 
The two tranche deal will be the second 
attempt by a bank to create a public 
secondary market for mortgages in 
Hongkong. Citicorp failed in an attempt 
to create a tradable mortgage-backed 
vehicle last year because of poor pricing. 
Both Chase Manhattan Bank and 
Standard Chartered Bank have 
successfully bundled together mortgages 
for private placements to institutional 
buyers in the territory. 
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Roll Out the Barrel 

Lack of funds has caused the Soviet 
Union to relinquish four and a half of the 
seven blocks its state oil and gas company 
had been granted for exploration off the 
coast of Vietnam. The site, in the same 
area Mobil Oil of the US struck oil in 1974, 
is adjacent to the Bach Ho field where 
Vietsovpetro, a Vietnamese-Soviet joint 
venture, is pumping 50,000 barrels of 
crude a day. The availability of these 
blocks will increase pressure on 
Washington from US oil companies to lift 
the trade embargo on Vietnam before the 
most promising areas are claimed by 
other foreign interests. Six firms 

— Exxon, Texaco, Amoco, Phillips, 
Conaco and Mobil — have been 
negotiating with Petrovietnam to sign 
contingent agreements that would take 
effect once the embargo were lifted, but 
have so far been blocked by the US 
authorities. 


E 


REGIONAL AFFAIRS 





FOREIGN 


US cuts aid to Pakistan as Gulf War starts to pinch 


Devalued ally 


By Susumu Awanohara in Washington 
and Salamat Ali in Islamabad 


US decision to cut aid to Pakistan 

drastically at precisely the moment 

when the Gulf War is eating into 

the country’s economy has pre- 
sented the Nawaz Sharif administration 
with its most serious challenge since its in- 
auguration in November 1990. 

The government's public reaction has 
been to shrug off the news, pointing out 
that the currrent aid package had been sus- 
pended even before the recent cuts were 
announced. But the US move could hurt 
badly if it is followed by other cancellations 
or postponements, including that of a sche- 
duled meeting in Paris of the World Bank's 
aid-to-Pakistan consortium. 

Domestically, Sharif faces criticism for 
having assumed that the Gulf conflict would 
help Pakistan to prize more help out of the 
US and Saudi Arabia, when the real im- 
plications of the war were strongly nega- 
tive. 

In reality, there seems to be no direct 
connection between the Gulf War and the 
US decision on aid. Acting on an old threat, 
the US suspended all economic and mili- 
tary aid to Pakistan on 1 October on the 
ground that it was not convinced that 
Islamabad was not developing nuclear 
weapons — a condition for continued aid 
imposed by the US Congress. 

Now Washington has decided that even 
if Pakistan is exonerated from the nuclear 
suspicion, or is given a waiver on the con- 
gressional nuclear test, it will cut aid to that 
country drastically. This move is believed to 
reflect Washington's downgrading of rela- 
tions with Pakistan and an upgrading of 
those with India in the post-Cold War 
period. In other words, say Washington 
analysts, it has happened despite, rather 
than because of any changes in the way 
Washington views Pakistan's response to 
the Gulf crisis. 

Early last year, the US administra- 
tion requested Congress to approve a 
US$564 million aid for Pakistan for fiscal 
year 1991 (October 1990 to September 
1991), which was about the amount Is- 
lamabad had received in the previous 
fiscal year. It is said that aid for 1991 
was frozen based on two key develop- 
ments in Islamabad's nuclear weapons pro- 
gramme against the background of height- 
ened tensions between Pakistan and 
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Sharif: war-aid link dissolves. 
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India over the Kashmir dispute last year. 

Reports said that at a plant in Kahuta, 
32 km from Islamabad, Pakistan had evi- 
dently resumed its enrichment of uranium 
to the quality required for nuclear wea- 
pons, after earlier promising that such ac- 
tivities would not be resumed. Pakistan 
also took various steps that were inter- 
preted by the US as potential preparations 
for the deployment of nuclear bombs 
aboard US-made F16 fighter aircraft, it was 
reported. 

When Congress passed the foreign aid 
appropriations bill in late October, it re- 
fused to "earmark" amounts for Pakistan 
for the first time in many years. (Congres- 
sional "earmarking" makes it incumbent on 
the administration to allocate that amount 
to countries concerned.) 

In the final country-by-country alloca- 
tion for 1991 submitted to Congress recent- 
ly, the administration proposed that Pakis- 
tan should only receive about US$220 mil- 
lion even if it clears the nuclear hurdle — 
and none at all if it does not. Under pres- 
sure to find more funds for the Middle 
East, Latin America and Eastern Europe 
within a fixed overall aid budget, the ad- 
ministration slashed the proposed sum for 
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Pakistan which was no longer earmark- 
ed. 

During most of the 1980s, US concern 
about Pakistan's nuclear programme was 
subordinated to Cold War goals such as 
protecting Pakistan from Soviet expan- 
sionism and ousting Soviet troops from 
Afghanistan. The Reagan administration 
institutionalised a waiver against the va- 
rious Congressional injunctions against aid 
to countries developing nuclear weapons. 

But with the Soviets out of Afghanistan 
and US-Soviet confrontation on the wane, 
Congress showed it was willing to jettison 
the Pakistan alliance. "We cannot continue 
to warn Pakistan of adverse consequences 
if it takes certain actions and then fail to fol- 
low through . . . when Pakistan persists in 
taking these actions," said Congressman 
Stephen Solarz, chairman of foreign af- 
fairs subcommittee on Asian and Pacific af- 
fairs in early October. 

Apart from the Soviet withdrawal from 
Afghanistan and the ending of the Cold 
War, suspicion in Washington that Pakis- 
tan was helping the Muslim militants in 
Kashmir, that it was not cooperating with 
the US in narcotics control or that forces op- 
posed to democracy would undermine a 
free and fair election in late October also 
worsened feelings towards Pakistan. 


here is a feeling too that the US 

should now adopt a more even- 

handed attitude vis-a-vis Pakistan 

and India, hitherto considered a 
close friend of the Soviet Union and receiv- 
ing much less bilateral US aid than Pakis- 
tan. One reason for this is that India has far 
greater actual and potential influence in the 
South Asian region, a congressional staff 
member says. 

Making a virtue out of necessity Pakis- 
tan Prime Minister Sharif has countered the 
US move by trying to project his govern- 
ment as the first in a long time to place na- 
tional self-respect way above its need for 
foreign assistance. But it is clear enough 
that the administration is deeply concerned 
about the situation. In a statement in the 
Senate on 2 Feburary Parliamentary Affairs 
Minister Syed Fakhre Imam said restoring 
US aid was listed high up amongst the 
major challenges facing the government. 
This is the closest the Sharif administra- 
tion has come in public to admitting its 
worries. | 

The main criticism of Sharif's policies is 


14 FFRRIIARVY 1020231 


that he failed to assess the US mood cor- 
rectly, especially in the context of the Gulf 
crisis. Instead of nursing unrealistic hopes 
of the Gulf conflict serving to prize money 
out of Washington Islamabad should have 
used the weeks before the outbreak of war 
to get its facts straight and assess their eco- 
nomic implications. 

It is now a matter of record that the gov- 
ernment ignored independent economists 
who forecast an export loss of Rs 10 billion 
(US$457 million) and a slowdown in pro- 
duction due to shortage of imported inputs 
if the war lasted for two weeks. The same 
experts warned that if the war went into a 
third week, Pakistan's economy would suf- 
fer even more damage. 

The reality has turned out to be at least 
as bad as the experts forecast. The govern- 
ment estimates export losses caused by the 
war at 30% of last year's performance. Re- 
flecting this the current-account deficit for 
the 1990-91 fiscal year (starting in July 1990) 
has already passed US$2 billion. This com- 
pares with a US$1.6 billion gap for the 
whole of fiscal 1989-90. 

Some estimates of the 1990-91 budgetary 
gap are as high as Rs 70 billion, a sum 
which the government hopes to find by 
selling off public-sector enterprises. This is 
likened by some to the sale of the family 
silver but there are doubts whether the gov- 
ernment will be able to find buyers for state 
property anyway. Bidders for a controlling 
interest in the government-owned Muslim 
Commercial Bank are said to be wavering 
because of uncertainties created by the Gulf 
War. 

Compared with losses inflicted by the 
war the direct impact of the US aid cut- 
off may be modest. A cut of US$200 million 
from an aid package which had already 
been suspended by Congress is not disas- 
trous in itself. But it is widely accepted in 
Pakistan the aid reduction signals end of 
the system under which US aid was ex- 
tended in the form of five-year packages. 

Also, the reduction coincides with the 
end of the third and last tranche of the IMF 
standby credit. The World Bank and the 
IMF were expected to offer special assistance 
to Pakistan as one of the countries hardest 
hit by the Gulf War. But an IMF team which 
was due in Islamabad before the end of Jan- 
uary to discuss compliance with certain 
conditions for receiving the money failed to 
show up. 

The worst fear is that a meeting of the 
World Bank's aid-to-Pakistan consortium 
which is scheduled to be held in Paris in 
May may not be held at all if the war drags 
on. If this happens concern about the eco- 
nomy will become even more acute, but the 
government may still try to keep up a brave 
front. One senior member of the establish- 
ment says Pakistan does not want to pester 
the US at a time when Washington itself is 
hard pressed in mobilising resources for the 
war effort. & 
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SOUTH KOREA 


Roh balances war support with domestic realities 


A delicate profile 


By Shim Jae Hoon in Seoul 


n the midst of growing student demon- 
I strations against South Korea's commit- 

ment to the US-led coalition in the Gulf 
War, President Roh Tae Woo is seeking to 
raise his profile in the Middle East by un- 
equivocally providing more money and 
paramilitary personnel. 

On 30 January the Foreign Ministry 
abandoned its earlier ambiguity on the Gulf 
by announcing a new package of US$280 
million in goods and cash in a second con- 
tribution to the coalition forces. That 
brought Seoul's total economic contribu- 
tions to the Gulf War to US$500 million 
since September. 

At the same time, Roh is seeking new 
parliamentary approval to dispatch a 150- 
man air force contingent to run a fleet of 





Roh: Middle East initiative. 


five C130 cargo aircraft for military trans- 
portation. This is in addition to the 154- 
strong military medical team Seoul sent to 
Saudi Arabia in January. 

Unlike the first contribution, this time 
the initiative has come almost entirely from 
the South Korean Government. Roh has 
spoken of supporting an early conclusion of 
the war, for a significant part of Seoul's eco- 
nomic interests in the Middle East is riding 
on the outcome. Apart from relying on 
Saudi Arabia and Kuwait for 70% of its oil 
supplies, South Korean construction con- 
tractors have about US$1.5 billion worth of 
unfinished projects in the region. As a re- 
sult of the war, local exporters are still 
awaiting payment for several hundred mil- 
lion dollars worth of goods. 

Militarily, however, because of tension 
with North Korea along the 155-mile de- 
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militarised zone (DMZ) borders, the US has 
no plans for the moment to reduce or pull 
out some of the 42,000 American troops in 
the South to reinforce its forces in the Gulf. 

There are also indications that Pyong- 
yang is nervously watching Seoul’s reaction 
to the war against Iraq, which North Korea 
supports. On 30 January North Korea's of- 
ficial newsagency accused the South of fir- 
ing into the northern sector of the DMZ, an 
allegation which it has often used in the 
past to dramatise tension. 

Roh is keen on impressing the coalition 
countries that he is conscious of his burden- 
sharing responsibility. Speaking in parlia- 
ment on 31 January, Defence Minister Lee 
Jong Ku, asking for support for the C130 
contingent, said a rear echelon transporta- 
tion mission was not tantamount to send- 
ing combat troops. 

Diplomatically, however, Roh's decision 
closely followed that of Japan increasing its 
financial share to US$9 billion. When Ja- 
panese Prime Minister Toshiki Kaifu was in 
Seoul in January the two leaders conducted 
an extensive review of the Gulf situation, 
but without producing a promise to coor- 
dinate or synchronise their responses. The 
chief reason for this ambiguity remains 
Seoul's reluctance to see Tokyo assume a 
bigger military role anywhere in the world. 

In the long run, however, Seoul is con- 
cerned more about the economic impact. A 
long Gulf War could deliver a crushing 
blow to the South Korean economy this 
year. Deputy Premier and Economic Plan- 
ning Minister Lee Seung Yoon said recently 
that a US$40 per barrel oil price could end 
up shrinking the GNP growth from the ori- 
ginal target of 7% to 2.5%. The country’s 
current-account deficit could go up from 
US$3 billion last year to US$7.5 billion. 

Saudi officials have been dropping hints 
that participation in the post-war recon- 
struction in the region, and guarantees of 
steady supplies of oil depend to a large de- 
gree on how actively South Korea responds 
to the war efforts. This mixture of economic 
and military factors has complicated Roh's 
domestic position, but the ruling Demo- 
cratic Liberal Party controls parliament. It is 
determined to push through the bill so long 
as the government keeps the paramilitary 
personnel out of combat. 

But the fight over the bill in the parlia- 
ment will not be easy. The main opposition 
Party for Peace and Democracy under Kim 
Dae Jung has vowed to oppose sending the 
C130 aircraft on the grounds that it is effec- 
tively a military act. M 


11 


REGIONAL AFFAIRS 


EES PL ae T 
NET pa E "ia 


+ „>` i n » > P - 
, " METRIS H 7 ae | 


JAPAN 


Komei party ponders support for aid package 


A taxing di 





By Louise do Rosario in Tokyo 


he Gulf War, and Japan's dilemma 

i about how to respond to US re- 

quests for assistance, has highlight- 

ed the position of the Komei (clean govern- 

ment) Party as the holder of the casting 
vote in parliament. 

The third-largest political party, Komei 
has enough seats in the Upper House of 
parliament to form an overall majority in 
combination with the ruling Liberal Demo- 
cratic Party (LDP) which lost control of the 
house for the first time since its formation 
in the Upper House election of July 1989. 

Komei's strategic position has made it 
the object of LDP overtures ever since the 
election. But the party is now in a position 
where it could make or break Prime Minis- 
ter Toshiki Kaifu's cabinet, depending on 
whether or not it agrees to vote for mea- 
sures that will be needed to finance the US$9 
billion Gulf aid package which the gov- 
ernment announced in late January. The 
package will initially be financed by a spe- 
cial bond issue, but this in turn will have to 
be backed by tax increases which require 
legislation. 

Analysts say Komei and the LDP will try 
to reach a compromise on the proposed 
legislation that will involve limiting the pro- 
posed tax increase or substituting cuts in 
defence expenditure. If they succeed the 
stage may be set for cooperation in other 
controversial areas, such as constituency re- 
form and the opening of the rice market to 
imports. 

Komei, however, may never be as reli- 
able an ally to the LDP as the numerically in- 
significant Democratic Socialist Party (DSP), 
whose views on defence are to the right of 
those of the ruling party. The reason is that 
the Komei party is itself in disarray over the 
emotional issue of Japan's role in the Gulf 
War. 

Komei leaders are trying to project a 
modern, international image to repair the 
damage done by a series of money scandals 
and election setbacks in recent years, but 
their supporters remain conservative and 
inward-looking. The party depends heavily 
on followers of the powerful Buddhist lay 
organisation, Sokka Gakkai, and on small 
retailers and workers more concerned with 
bread-and-butter issues than the country's 
global responsibilities. 

Once Komei supporters start to feel the 
pinch of the higher taxes that will be 
needed to finance the aid package the party 
may be under pressure to distance itself 
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from unpopular LDP policies, or face an in- 
ternal split, notes Prof. Takeshi Sasaki at 
the University of Tokyo. 

One group of potential dissidents are 
the women supporters who make up more 
than half of Komei voters. Sasaki warns 
that they are strongly opposed to the war 
and may defect to the Social Democratic 
Party of Japan (SDPj) — the former Japan 
Socialist Party, not to be confused with the 
much smaller psp — if they are unhappy 
with Komeito policies. 

Nobuaki Futami, chairman of Komei's 
Policy-Assessment Committee, admits that 
opinions within the party are divided. 
About half of Komei's MPs believe, like 
him, that Japan has to make contributions 
in response to the Gulf War when so many 
other countries are doing 
so. The other half argue 
that Japan, a peace-loving 
country with a peaceful 
constitution, should make 
no contribution to the war 
at all. 

Another complication is 
the approach of local elec- 
tions in April. Komei is an- 
xious to make a big come- 
back locally after the set- 
back it suffered in the two 
national elections of 1989 
and 1990 when its com- 
bined strength in the up- 

r and lower houses of 
parliament fell from 80 to 
67 seats. The LDP may 
yield some seats to Komei 
in local assemblies or pro- 
vide financial and other as- 
sistance in exchange for 
cooperation over the Gulf War. Some 
Komei candidates, however, may still find 
it useful to denounce the LDP's Gulf 
policies, thus making a consistent Komei 
party line difficult to achieve. 

Komei began hinting at its intention to 
work more closely with the LDP after the 
1990 election setback. The party concluded 
that years of cooperation with the SDPjJ had 
blurred its identity and strengthened its ri- 
vals. Since then its relationship with the 
Socialists has been on ice. Komei officials 
criticise the party for being too idealistic and 
inflexible, especially over proposed revi- 
sions to the government's recently intro- 
duced 3% consumption tax. 

Komei's first friendly gesture towards 
the LDP after the strategic shift was the ten- 
tative support which it offered last year for 
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Kaifu: make or break. 


a limited liberalisation of rice imports. 

The Gulf War has given Komei another 
chance to try its hand at power broking, 
though it also carries high risk. Komei has 
21 seats in the 252-strong Upper House, 
while the LDP has 110; the spPj 73 and 
the psp 10. Komei's continued cooperation 
with the LDP in parliament is essential to en- 
sure smooth passage of controversial bills. 

Komei has so far skilfully played the role 
of the moderate opposition in the current 
political stalemate where the LDP and the 
SDPJ are sharply divided. 

When the bill for sending members of 
the Self-Defence Forces (SDF) to the Gulf 
was tabled in parliament last autumn 
Komei did not totally reject the idea as the 
SDPJ did. Instead the party said the move 
was acceptable if the SDF was sent on a 
once-only mission. When the bill was 
aborted in the face of widespread opposi- 
tion Komei agreed to work with the LDP 
and the DSP on an alternative plan. Komei 
also supports the LDP’s policy to provide 
US$9 billion worth of aid for the war, but it 
demands that the defence budget be cut 
and that there should be no tax increases. 
* Komeis ^ conditional 
è support for the US$9 bil- 

lion package contrasts with 
the SDP/s vehement and 
widely criticised rejection 
of any Japanese financial 
or personnel involvement 
in the Gulf War. 

The snag from the LDP’s 
point of view is that 
Komei's  pro-LDP stance 
could change quickly with 
any shift in public opinion. 
Political sources said last 
autumn that Komei failed 
the LDP at the last minute 
when it declined to sup- 
port a bill for the deploy- 
ment of SDF because of 
widespread public opposi- 
tion. A similar betrayal by 
Komei in future cannot be 
ruled out. 

Talk of an LDP-Komei coalition is almost 
certainly premature, given the party's op- 
portunistic stance. There are also other 
sources of friction. Many of the big religious 
groups which support the LDP are fierce ri- 
vals of Sokka Gakkai. Some LDP leaders are 
also known to feel more warmly towards 
politicians on the moderate rightwing of 
the SDPJ than for Komei. 

A more stable and genuine coalition 
would require the LDP to share power with 
Komei, giving up cabinet posts now held 
by LDP politicians. A Komei source com- 
plains that so far the LDP has not treated 
Komei as an equal partner, but only as a 
lifeline to be used in emergencies. 

Komei's dilemma is that it may end up 
helping the LDP to look good without 
broadening its own narrow support base. 8 
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economic repercus- 
t the Gulf crisis there 
countries that showed 
ticularly cern, and events have 
proved that they have indeed been hit the 
| hardest. They are the Philippines, Thai- 
| land, Sri Lanka, India, Pakistan, Jordan, 
Somalia, Sudan, Tunisia and Morocco. 
»outh Korea and Taiwan too felt repercus- 
sions. The crisis threatened their expatriate 
| workers and damaged their economies, but 
| they are not exactly in the same boat as the 
| principal 10. 
|. Including the effects of the allied block- 







h *tu 


ade, losses calculated at the beginning of 
| the crisis for Pakistan alone were put at 
| US$2 billion. Current estimates would be 
| higher. The total damage to the economies 
| of the 10, covering everything from higher 
_ Oil prices through loss of commerce to the 
-dramatic drop in remittances from expat- 
Hate workers, is estimated at between 
US$25-30 billion. This does not cover the 
cost of unemployment caused by reduced 
exports. 

Apart from the hardest hit 10 countries 
only the Iraqis and the Kuwaitis can be 
_ counted as direct victims of the crisis. But 
. the world seems unconcerned about the 
problems the Gulf has created for the 10, 
_ though their situation could become acute 
- as the war continues. 

¿= The only formula evolved to help the af- 
~ fected countries is to extend more interest- 
bearing loans. This is highly unfair, for 
these 10 need to be compensated for the 
. damage they suffered through no fault of 
_ their own. This compensation should come 
-from the largest oil producers — Saudi Arabia 
Kuwait — and from the world's richest 
tries which are the largest consumers 
-ot oil and have the maximum interest in the 
Stability of oil-producing regions. 
-. The current plight of the 10 is a conse- 
quence of the US-sponsored blockade of 
Iraq sanctioned by the UN Security Coun- 
cil. That this blockade was justified does 
not exempt the rich countries from an obli- 
-gation to consider its impact on others. 
;. During the initial euphoria most na- 
tions, including the 10, supported the de- 
‘cision. They were, however, mere spec- 
tators. They were neither directly rep- 
resented in the Security Council nor mat- 
great deal when the decision was 
impose the blockade. In imple- 
hey merely obeyed the Security 
/e which was handed down 
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By Samiullah M. Koreshi 


They had no opportunity to suggest any 
changes in the decision to suit their own 
conditions, irrespective of the cost which 
each had to bear. The blockade was no 
great burden to the rich countries, while 
the oil countries actually benefited from the 
decision. But the 10 find the cost an unbear- 
able burden and the temporary prop of ad- 
ditional loans can only postpone their mis- 
ery. 

The oil producing countries have more 
than doubled their income because of the 
Gulf crisis. The Saudis and the Kuwaitis are 
paying large sums of money to the US to- 
wards the cost of military operations. So 
far, their payment totals US$86 billion, and 
may soon reach US$100 bil- 
lion. 

To poor countries these 
amounts seem astronomical 
and, partly for that reason, 
create an impression that 
Saudi Arabia and Kuwait 
have rented the allied forces. 
Japan too has opened its cof- 
fers. So far it has contributed 
US$11 billion to the war and 
US$2 billion to assist coun- 
tries like Turkey, Egypt and 
Jordan which are caught on 
the margins. The German 
attitude has also been gener- 
ous, as emphasised by its 
contribution of about US$10 
billion. 

Subsidies, payments, 
loans and debt write-offs 
have been done in the case 
of Egypt, Turkey and Israel. 
Even the Soviets have bee 
offered Saudi, Kuwaiti 
Western aid of several bil- 
lion dollars. Some argue that 
these payments are part of 
a policy of giving induce- 
ments and rewards to the al- 
lies' partners in the current 
confrontation to keep them on the right 
side of the fence. Some have even used the 
nasty word "bribe" to categorise these pay- 
ments. The irony is that when the war is 
over, the current recipients of various pay- 
ments will again reap benefits by selling 
machinery, technology and expert technical 
services for rebuilding devasted Kuwait 
and Iraq. Hence everyone except the 10 is 
making money from the Gulf War. 

Despite the huge benefits being reaped 
by the oil producers and the industrialised 
countries, they have shown remarkable 
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It is right to 
feel for the 
independence 
of fewer 
than 1 
million 
people. But 
how cant 
 overshadow 
the needs dl, the UN could also 
ad Of more than 
2 billion 
people? 






lack of interest in the plight of the mi 
10, though the total population | 

hard-hit countries is well over 2 billic 
independence 
ple. But how. 
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The 10 might find it useful 
to take a joint stand in nego 
tiating with the rich seven. | 
since the blockade was a de- 
cision of the Security Coun 
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another forum where th 
demand could be raisec 
The cost of paying com 
sation for the total loss 
the 10 is not too gre 
amount considering 
Arab deposits in Wes 
banks run into trillions c 
dollars, Kuwait alone is said to have th 
equivalent of US$1 trillion in bank depo: 
and other foreign assets. The annual in 
terest on these huge amounts would b 
more than the US$25 billion to US$39 1 
lion which might be needed to compens: 
the 10 for their losses. 
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Pakistan's Foreign Service. During his caree 
served as additional foreign secretary and ai 
bassador to Indonesia, Egypt, Lebanon, Cy 
Nigeria, Yugoslavia and Albania. 
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India, China to resume 


trade over land borders 


9 India and China will resume land trade 
across their Himalayan border this 
summer after a break of 31 years, it was 
agreed at a meeting between foreign 
ministers V. C. Shukla and Qian Qichen in 
Peking on 2 February. Trade will initially 
be restarted through an as yet unidentified 
single border crossing, possibly by May 
once the mountain passes are clear of 
snow. Reopening border trade was agreed 
in principle by Chinese and Indian trade 
officials in June 1988, but implementation 
may have been delayed by anti-Chinese 
disturbances in Tibet since then. 


Incumbent governor wins 
Japan's Aomori election 


` > Masaya Kitamura, the conservative 
incumbent governor of northern Japan's 
Aomori prefecture, was re-elected to a 
fourth consecutive term of office on 3 
February. Kitamura's victory will help a 
nuclear-processing plant in the prefecture 
be completed on schedule as he is a strong 
supporter of the controversial project. 
Kitamura won by a wide margin over his 
closest rival, anti-nuclear lawyer Shigeru 
Kanazawa. 


Taiwan's old legislators 

face renewed protests 

> When Taiwan's legislature's 87th session 
convenes on 26 February, the opposition is 
expected to intensify its protests against 
those lawmakers who have not faced an 
election since 1947. Most of Taiwan's 
senior lawmakers assigned to retire before 
the end of the year have registered for the 
legislature session. Of 112 seniors, some 91 
have signed on, including 19 of the 28 
elderly parliamentarians who the ruling 
Kuomintang party had promised would 
retire by the end of February. 


Burmese dissidents 
return to Rangoon 


> Mystery surrounds the surrender to the 
Burmese authorities of two "ministers" in a 
parallel government set up by dissidents in 
a rebel-held area near the Thai border in 
December. Than Kywe and Mying Aung 
reportedly turned themselves in to the 
Burmese Embassy in Bangkok on 19 
January and later returned to Rangoon. 
Burmese authorities say the two returned 
voluntarily as they had no intention of 
participating in an armed insurrection 
against Rangoon. However, Sein Win, 
"prime minister" of the parallel 
government, said in an interview with the 
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REVIEW that Than Kywe and Mying Aung 
were tricked into the Burmese Embassy 
compound during a visit to Bangkok and 
coerced into returning. At a news 
conference in Rangoon on 31 January, 
Than Kywe claimed the parallel 
government had received Baht 300,000 
(US$11,900) from the Indian Embassy in 
Bangkok to cover its expenses. Indian 
officials have dismissed the claim as 
"groundless." 


South Korea on alert 
for North Korean attack 


> President Roh Tae Woo told South 
Korea's armed forces and police to be fully 
alert against North Korea taking advantage 
of the deepening war in the Gulf. Roh's 3 
February statement coincided with reports 
suggesting North Korea is capable of 
producing at least 50 Scud surface-to- 
surface missiles a year and that it has 
deployed a dozen mobile launchers along 
the divided peninsula's 155-mile 
demilitarised zone border. 
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Thailand asked to mediate 
between Cambodian factions 


»> Indonesia and France have asked the 
Thai Government to talk to the four 
warring Cambodian factions about taking 
part in another round of peace talks in 
Jakarta. Visiting Indonesian Foreign 
Minister Ali Alatas and French Deputy 
Foreign Minister Edwige Avice made the 
request to Thai Prime Minister Chatichai 
Choonhavan on 4 February, saying the 
Thais are best placed to approach the 
Cambodian faction leaders. The two 
ministers arrived in Bangkok from Hanoi, 
where they had discussed with Vietnamese 
leaders a Cambodian settlement formula 
drawn up by the five permanent members 
of the UN Security Council. France and 
Indonesia co-chair the Paris International 
Conference on Cambodia. 
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US-Philippine relations 
dip lower on comments 
> US-Philippine | 
relations dipped into 
another trough when 
Foreign Secretary 

Raul Manglapus 2 
referred to the US as | 





"the undisputed 
superpower vested 
with the informal title 
of constable of the 
world" during a 1 
February foreign policy speech attended by 
Manila's diplomatic corps. “One may 
dispute whether that responsibility is 
necessary or even if it is just," he said. "But 
America has chosen to shoulder it and 
there are those who would argue that if 
'Constable America' did not exist, it would 
have to be in invented." Clearly angry, US 
Ambassador Nicholas Platt described the 
remark as "inappropriate" and "uncalled 
for." 


Manglapus. 


Pyongyang’s attempt to buy 
cheap rice from Seoul rejected 
> Seoul has turned down a discreet, 
indirect offer from Pyongyang through a 
Singapore company to purchase South 
Korean rice at a third of the international 
price, South Korean Government officials 
said on 1 February. However, they let it be 
known to North Korea that the South is 
prepared to provide free rice as part of 
economic aid if it negotiated directly with 
Seoul. Pyongyang/s offer to buy as much 
as 100,000 tonnes of rice at US$100 per 
tonne has touched off renewed speculation 
that North Korea is suffering a severe food 
shortage, despite official denials. These 
reports followed recent news from Peking 
that China has agreed to provide US$150 
million in aid to North Korea to alliviate the 
food shortage. 


Vietnam condemns US 
over Gulf War role 


> Vietnam, which has long sought to 
improve its relations with the US and the 
West, surprised observers with its strong 
criticism of the Americans and its 
expression of support for Iraq in the Gulf 
War. On 2 February the Vietnamese 
Communist Party newspaper charged 
that "the United States is going far 
beyond the limit set for the Gulf War 

by the UN Security Council" and is 
trying to "bring Iraq to her knees and 
affirm the sole superpower role of the 
United States in the world, decide global 
security and put other nations in the US 
orbit." 
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Its agile enough to handle 


all your tasks—all at once. 


If you have a PC, chances are you use the 
DOS operating system. And as flexible as DOS 
is, it was designed to do one thing at a time. 
Which would be fine if you only needed to do 
one thing at a time. But you move from task to 
task, from interruption to telephone call. You 
need a computer that works the way you do. 

That’s what OS/2™ can do. OS/2 is the 
operating system that helps you juggle several 
tasks all at the same time. You can search a 
mainframe database while you compose a 
report. And if someone calls, you can pop up a 
calendar to check your schedule. All your 
applications run faster because OS/2 lets them 
use more memory. They also look better and 
work more easily because OS/2 puts them in 
windows where you can find them and use 
them with just the click of a mouse. 

Yes, you can probably teach your current 
DOS computer to do a little juggling, but if 
your PC is important to your job, turn to the 
born juggler—IBM OS/2. 


ee me 


o find out more about OS/2 clip your business card A 
| and send it to: 

IBM World Trade Asia Corporation 
| Advertising/Promotion Centre 
| GPO Box 105, Hong Kong 


ER(0191) 
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OS/2 is a trademark of International Business Machines Corp. 





The Peninsula Group and 
the American Express" Card. 
Respected the world over 
for brilliant service. 


From the legendary Peninsula 
in Hong Kong to the equally famous 
Peninsula in New York, each 
Peninsula hotel offers flawless 
service in a spectacular setting. 

This tradition of exceptional 
service is shared by American 
Express. In recognition of this, the 
Peninsula Group has a very special 
offer exclusively for Cardmembers. 

When you next use the Card 
at the Palace Hotel, Beijing, you 
will be upgraded to a room on the 
executive floor, and at the Manila 
Peninsula you will be upgraded to 
the next level of accommodation. ' 

The Peninsula Group and 
American Express. Together, we 


make sure that every facet of your 





business trip is absolute perfection. 


* Offer valid from January 15 to April 30, 1991, subject to availability. For reservations, call any Peninsula hotel or one of THI 
the 1,500 American Express Travel Service Offices worldwide. PE NINSULA 
The Peninsula, Hong Kong e The Kowloon Hotel, Hong Kong e The Manila Peninsula e The Palace Hotel, Beijing GROUP 
The Peninsula, New York e The Peninsula, Beverly Hills (opening mid-1991) e The Peninsula, Bangkok (opening 1993) SINE 
The Peninsula Bay Resort, Phuket (opening 1993) | E | 
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Soviets reveal more details on KAL 007 tragedy 





By Sophie Quinn-Judge in Moscow 


he events that led to the destruction 
1 of Korean Air Lines' (KAL) Flight 007 
with its 269 passengers and crew b 
a Soviet fighter aircraft near Sakhalin Island 
on 1 September 1983 have remained a sub- 
ject of both wild guesses and informed 
speculation. But the publication of an au- 
thoritative piece of Soviet investigative jour- 
nalism has revealed at least part of what 
happened that day over the Sea of Ok- 
hotsk. 

During January, the Soviet Government 
newspaper Izvestiya published a 10-part 
series by staff reporter Andrei Illyesh based 
largely on the account of Lieut-Col Gen- 
nady Nikolaevich Osipovich, the fighter 
pilot responsible for shooting down KAL 
Flight 007. 

While key questions remain un- 
answered by Illyesh's series, he has un- 
earthed enough facts — including confir- 
mation from several witnesses that the Boe- 
ing's "black box" flight data recorders were 
retrieved from the wreckage — to increase 
pressure on the Soviet military to reveal 
more. 

The downing of KAL 007 — en route 
from New York to Seoul via Anchorage, 
Alaska, with passengers and crew from 15 
countries — inflamed Cold War passions in 
the West, though the Soviet military has 
never offered an apology. 

Osipovich is not inclined to apologise 
either. He returned to a hero's welcome at 
his base after hitting the airliner with an air- 
to-air missile, and makes it plain he be- 
lieved he was carrying out legitimate or- 
ders. 

Osipovich told Illyesh that his air group 
at the time was coming under considerable 
pressure to limit US military infringements 
of Soviet airspace. "There was a constant 
game of nerves. During the 10 years I 
served in the Far East I made more than 
1,000 flights to intercept intruders. We 
knew their numbers and they knew ours," 
he said. 

The intruders were mainly US air force 
RC135 intelligence-gathering aircraft used 
to intercept radar signals and radio trans- 
missions. When in April 1983 the US air 
force used thick fog cover to overfly Soviet 
territory for 15 minutes, his group got a 
dressing down from a special commission. 
There was even talk of air battles over the 
Kurile Islands. 

So when Osipovich was ordered to 
stand by in his Sul5 fighter early on the 
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Salvaging the truth 


morning of 1 September, he at first as- 
sumed the group's readiness was being 
tested. 

However, when he was airborne and 
had the intruder in his sights he was or- 
dered to "delay destruction" and fire warn- 
ing rounds to force the aircraft down. "But 
what was the sense in that?" he asked. “I 
only had armour-piercing rounds, no tracer 
[incendiary ammunition] And it was 
scarcely likely that anyone could see them." 
Official Soviet accounts maintained the 
warning rounds were tracer. 

"But I didn't doubt that I had been 
noticed," Osipovich continued. "They were 
paying attention to my blinking [naviga- 
tion] lights. The pilots' reaction could have 
only one meaning. They dropped their 
speed fast so they were going at less than 
400 km an hour. I was doing above 400 — 
I simply couldn't go any slower. It seemed 
that they had made a simple calculation: if 
I didn't want to go into a tailspin, I would 
have to fly past them." 

But by losing height quickly, Osipovich 
once more got the Boeing 747 into his 
sights, 5 km distant. He said it was only 
then, when his missiles were armed and 
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ready to fire, that he saw the size of the air- 
craft he had been chasing. "It was bigger 
than an 1176, and its shape looked some- 
thing like a Tul6 . . . I knew all the military 
and spy planes, but this wasn't like any of 
them." 

Osipovich also said the aircraft had its 
navigation lights on, contradicting the offi- 
cial Soviet account which claimed the Boe- 
ing was flying without lights. The Soviets 
daimed Osipovich had attempted to con- 
tact KAL 007's pilot over an emergency radio 
frequency, but, as he admitted in the inter- 
view, he did not have time to retune his 
radio and did not want to lose contact with 
the ground. 

Osipovich shot down KAL 007 with an 
air-to-air missile just off Sakhalin's southern 
tip near Moneron Island. The Boeing virtu- 
ally shattered on impact with the water, 
judging by the accounts of Soviet divers 
who later combed the wreckage. The 
Soviets had pinpointed KAL 007's approxi- 
mate location by late September 1983, but it 
took non-military divers from a Murmansk- 
based oil drilling ship to find the wreckage 
and carry out the gruelling investigation 
174 m under water. 

The largest pieces of metal they found 
were no longer than 2 m, and they were 
too late to find more than a few human 
remains. But there were enough personal 
belongings — scraps of dothing, suit- 
cases, toys — to convince most of them 
that the aircraft had been carrying passen- 
gers. 

The divers’ task, however, was not to 
find bodies but the aircraft's electronic 
equipment and documents. They were told 
their work was complete on 28 October 
1983. 

They stil are unsure whether they 
found the "black box," but one of them said 
an Academy of Sciences diver working 
with them found a bright orange sphere, 
which other witnesses identified as the 
hermetic covering for the aircraft's flight 
data recorder. 

Illyesh cites another anonymous wit- 
ness who claimed three of the four “black 
boxes” normally installed in a Boeing 747 
were found, though one appeared badly 
damaged. These were shipped to Moscow 
in a container full of sea water, another wit- 
ness said. Illyesh believes their tapes were 
examined by the Experimental Flight Insti- 
tute of the Ministry of the Aviation Indus- 


Illyesh will probably go on trying to pry 
more information out of the Soviet Govern- 
ment on what happened to KAL 007. But 
now the tide may be turning against him as 
Izvestiya again comes under the censors 
sway. 

For the families of those who died 
aboard KAL 007, and the US politicians who 
have been pushing for more information 
on their behalf, there is at least now more 
ammunition with which to fight. »" 
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PHILIPPINES 


Aquino’s top aide tipped as presidential candidate 


High flier 


n the few weeks since he became Presi- 
[e Corazon Aquino's principal aide, 

40-year-old former congressman Oscar 
Orbos has galvanised the presidential 
Malacanang Palace in a way his predeces- 
sors never managed to do and may even 
have succeeded in arresting the drift in 
Aquino's administration. 

Cardinal Jaime Sin, the influential 
Roman Catholic Archbishop of Manila, has 
already endorsed Orbos as a candidate for 
the 1992 presidential elections. “Since he is 
now very popular and it seems he is a man 
of action, I do believe that he might be the 
one,” Sin said in a recent interview. Orbos, 
outlining his own view of the future to the 
REVIEW last year, said “TIl let 1992 take care 
of itself. If the opportunity is there, why 
not? But it’s not a mindset.” 

However, as the president’s newly in- 
stalled acting executive secretary — which 
makes him the country’s virtual prime 
minister — Orbos claims he is not in the 
race and prefers instead to talk about how 
he hopes to turn around Aquino’s waning 
fortunes. “He wants the president to finish 
her term in a blaze of glory,” one senior 
Malacanang staffer said. “He wants her to 
re-establish a rapport with the people and 
to be remembered as someone who im- 
proved their lives.” 

Some critics, however, pass Orbos off as 
a product of clever public relations who has 
managed to implement some limited dam- 
age control to the administration’s credibil- 
ity. But while it is far too early to make such 
an assessment, even public relations has its 
place at a time when the government ur- 
gently needs someone who is both an effi- 
cient manager and can deal effectively with 
an often recalcitrant Congress. 

In winning his congressional seat with 
48,998 votes, or more than all his three ri- 
vals combined, Orbos heads a crop of new 
and more visionary leaders making their 
presence felt in a country dominated by 
traditional politicians. Although he plays 
down his presidential ambitions and politi- 
cal friends counsel against his candidacy, 
he does say there is a need to provide rep- 
resentation for the younger voters. 

It took Aquino a long time to recognise 
that her previous executive secretary, Cata- 
lino Macaraig, had accumulated far too 
many responsibilities and was simply not 
getting the job done. This, in essence, can 
be attributed to the president prizing per- 
sonal loyalty more than anything else, 
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sometimes to the point where it has 
clouded her judgment. 

Still, Orbos’ rise to the top cabinet post 
has all the hallmarks of a palace coup, mir- 
roring in some ways the removal of 
Aquino’s controversial first executive sec- 
retary, Joker Arroyo, and then finance sec- 
retary Jaime Ongpin in 1987. It was that de- 
velopment, according to most assessments, 
that fed the confidence leading to the short- 
lived 1988-89 economic boom. 

Coming from the transport portfolio, 
where his can-do attitude and post-mid- 
night brainstorming sessions won him 
favourable publicity, Orbos has brought 
a new energy to the palace. Whereas 
Macaraig remained a generally grey figure 
who made himself largely inaccessible, 
Orbos has adopted a much more open po- 
sition that has gone down well with the 
country’s hyper-critical press. 

More important, he has impressed pri- 
vate business with his multi-sectoral ini- 
tiative in laying out contingency plans for 
the outbreak of hostilities in the Gulf. 
Malacanang may have gone a little far and 
inadvertently set off a wave of panic buy- 
ing, but businessmen say it was refreshing 
to see the government preparing for an 
eventuality rather than simply reacting to 
events. 

The Gulf War has benefited the admin- 
istration to some extent by giving it a pre- 
text to do various necessary but unpopular 
things, including raising petrol prices — a 
condition for continued IMF assistance. 
Orbos himself feels that once the war is 
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Aquino is boosted by Orbos' energy. 
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over, a massive reconstruction boom in the 
Middle East will be a windfall for Filipino 
workers whose remittances form the coun- 
try's largest source of foreign exchange. 

Although it has led to some in-house 
bickering, the new executive secretary has 
taken over Press Secretary Tomas Gomez’ 
computer room and turned it into the 
newly conceived Presidential Action Centre 
to field complaints of hoarding and pro- 
fiteering and arrange for free phone calls by 
relatives to the 500,000 contract workers 
who remain in the Gulf region. The centre 
will eventually be expanded to take over 
the functions of the Malacanang public as- 
sistance office, whose 120 employees previ- 
ously did little more than acknowledge let- 
ters of complaint or pass them into a bot- 
tomless bureaucratic hopper. Orbos in- 
tends forming action teams to do some- 
thing about individual complaints. 


open up Malacanang and dismantle 

the political and bureaucratic barriers 
erected around Aquino during the past five 
years. "Our impression was there was too 
much of a ‘business as usual’ attitude and 
no sense of urgency in the delivery of basic 
services," said one aide. "It was a structure 
which had too many parallel lines." So 
many, in fact, that it had led to virtual 
paralysis. 

New ideas and proposals had to be fil- 
tered through three distinct bureaucratic 
layers, including the Cabinet Secretariat 
and its associated Cabinet Assistance Com- 
mittee under Secretary Jose de Jesus, the 
Presidential Management System headed 
by undersecretary Elfren Cruz, and five al- 
phabetically designated cabinet groups — 
A to handle agriculture and land reform; B, 
finance and economic affairs; C, social ser- 
vices, health and education; D, infrastruc- 
ture and public works and E, security af- 
fairs. 

Matters were made even worse follow- 
ing the abortive December 1989 coup 
when, in a misguided attempt to introduce 
power-sharing, Aquino sought to appoint 
Macaraig, de Jesus and Finance Secretary 
Vicente Jayme as concurrent presidential 
advisers, with Macaraig put in overall 
charge of group E, Jayme supervising the 
work of A, B and D, and de Jesus presiding 
over C. 

Aquino was later forced to drop the 
term "advisers" and refer to them instead 
as “coordinators” when Congress’ Com- 
mission on Appointments insisted all three 
would have to go through the same confir- 
mation hearings that preceded their formal 
appointment to cabinet. This could have re- 
sulted in an embarrassing vote of no-confi- 
dence in at least one of the three. 

Informed sources say Orbos was first 
sounded out for Macaraig’s job last June 
when his vitality and approachable man- 
ner began to have its first real impact on 


T his is all part of his overall strategy to 
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Aquino. Evidence of his growing influence 
emerged dramatically two months later 
after Malacanang advisers conceived the 
populist Kabisig, or Linking Arms, move- 
ment to speed up government work and 
circumvent congressional roadblocks. 

The sources say powerful Health Secre- 
tary Alfredo Bengzon wanted to turn 
Kabisig into a political movement, which 
would have brought the palace into direct 
confrontation with the ruling Lakas ng 
Demokratikong Pilipinas (LDP) coalition. 
Orbos counselled against the move, calling 
it too divisive. Angry as she was with Con- 
gress, the president agreed and asked him 
to recast the concept. 

Although the affair still caused bad 
blood between Malacanang and the LDP, 
and Kabisig continues to be regarded with 
suspicion by House Speaker Ramon Mitra 
and other party stalwarts, Orbos clearly did 
much to smooth ruffled feathers. That and 
the recognition he received for unclogging 
traffic bottlenecks on Manila streets drew 
him even closer into Aquino's inner circle. 

The governmment's perceived mis- 
handling of the petrol price issue in early 
December hastened Macaraig’s downfall. 
Although the incumbent's long-awaited 
resignation did not come into effect until 
2 January, it appears Orbos had already put 
his organisational plans in motion at the 
time of his announced appointment shortly 
before Christmas. 

To accomplish what he wanted, his 
main aim was to establish a unified struc- 
ture where he controlled the Office of the 
President without its multi-layered incum- 
berances. Said one insider: “He could not 
have done it without the full and uncondi- 
tional support of the president. One of the 
imperatives was to insist on full preroga- 
tives.” 

That quickly became apparent when the 
Cabinet Secretariat was absorbed into the 
Presidential Management System. Then, in 
laying out new rules which stipulated 
only those with congressional confirmation 
could sit in cabinet sessions, Aquino strip- 
ped 10 presidential assistants of their 
cabinet ranking, among them Rafael 
Ileto (national security), Teodoro Katigbak 
(housing), Mariano Adelem (military af- 
fairs) and Magdangal Elma (judicial affairs). 

Orbos has often tried to short-circuit the 
bureaucratic process by turning to the pri- 
vate sector to help him get things done. In 
early January he again demonstrated this 
tactic by organising a multi-sectoral confer- 
ence to prepare for events in the Gulf. As a 
result, the recommendations that came out 
of the meeting went straight to cabinet, in- 
stead of first being vetted by the secretariat. 

Aquino put the cap on the reorganisa- 
tion on 16 January when she abolished all 
but one (E) of the cabinet groups, in affect 
giving Orbos the go-ahead to pursue a po- 
licy in which consultations with a wide 
range of sectors will play an important part 
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Orbos: buttressing the realm. 


in Malacanang decision-making. “All this 
has made him enemies," acknowledges 
one source, "but so far he's managed to 
navigate through choppy waters." 

Perhaps one of his biggest assets is de- 
puty executive secretary Sonny Coloma, 
who has taken charge of the presidential 
management staff. A lecturer from the 
Asian Institute of Management and part of 
the team Orbos brought over from his pre- 
vious post, Coloma manages the paper 
flow and appears to have been the architect 
of many of the changes. 


hat remains to be seen is whether 
W in the 16 months he has left in of- 

fice Orbos can come up with prac- 
tical solutions and avoid falling victim to the 
so-called "crab mentality" — the debilitating 
Filipino penchant for trying to pull down 
someone who is making good, in much the 
same way as crabs seek to stop one of their 
number escaping from a bucket. 

As a congressman, he was clearly on his 
way up. But the speed at which his career 
has accelerated over the past year entails 
serious risks and will stretch his abilities to 
the limit. “We will have to wait and see 
whether his shortcomings become more 
and more obvious," says one political ob- 
server. "A lot of people want to know how 
much is froth and how much is substance." 

Then there are those who might seek to 
bring him down. One of the main threats 
was de Jesus, but his new appointment as 
public works secretary means he has now 
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been removed from day-to-day contact 
with Malacanang. Jayme, for his part, has 
bowed out gracefully. Generally unaggres- 
sive, astute and low-key, he splits his time 
between his palace advisory post and the 
ADB, where he is a director. 

Orbos still faces built-in resistance from 
Bengzon, one of the prime movers behind 
the so-called Council of Trent, a grouping 
of senior bureaucrats and big businessmen 
which continues to exercise influence over 
national policies. But given the confidence 
Aquino has in Orbos and the feeling 
among palace insiders that she is a lot more 
politically astute than many have given her 
credit for, even Bengzon is likely to have 
problems challenging the new order. 

Another major task facing Orbos is to 
heal the rift between Malacanang and Con- 
gress, brought about largely by Aquino's 
literal sense of the separation of powers 
and a general reluctance to deal with per- 
ceived self-interested politicians. “Macaraig 
didn’t see the wisdom of building bridges 
to Congress,” said one analyst. “Every gov- 
ernment department had to have an assist- 
ant secretary for legislation whose job was 
to lobby congressional committees. Every- 
thing was done on an individual basis.” 

The weaknesses in this system finally 
became evident to both the executive and 
legislative branches late last year when 
public spending reached unmanageable 
levels and a major effort was required to 
rein in the budget deficit. It was one of the 
rare occasions during her presidency that 
Aquino met congressional leaders to work 
out a coordinated approach. 

Analysts believe Orbos is particularly 
suited to the job because of his close per- 
sonal relationship with Mitra, who has an- 
nounced his intention to seek the LDP can- 
didacy for the 1992 presidential race. Mitra 
did much to guide the congressman’s early 
political career, making him assistant maj- 
ority floor leader and also LDP spokesman. 

While many of Malacanang’s problems 
appear almost insurmountable from the 
outside, those directly involved point to a 
wealth of idealistic young talent in the 
palace and say there are still a lot of re- 
sources to be brought to bear, especially if 
the focus is on what can actually be ac- 
complished. Orbos’ main priority rests with 
a range of livelihood and other “people pro- 
jects” that can be started and completed by 
the end of Aquino’s term. 

Although he has been encouraged to 
cut his long working hours, Orbos retains a 
characteristic hands-on style. "It's perpetual 
motion,” says one palace aide. “He calls a 
timeout, we go into a huddle for a few mi- 
nutes, and then we go back at it again.” 
Long position papers are out. The secretary 
prefers succinct reports that are no more 
than two pages. While Orbos is obviously 
a man in a hurry, the key question is 
whether his velocity will succeed in — 
ling him to the top. 
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By Rodney Tasker in Bangkok 
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he recent sacking of Thailand's na- 
. tional police chief has sparked a po- 
JM. litical debate over Prime Minister 
Chatichai Choonhavan's continuing stand- 
off with the military leadership and power 
play within his own party. It has also 
prompted new speculation about a long- 
standing investigation into an alleged 
plot to assassinate former prime minister 
Prem Tinsulanond and other prominent 


gures. 

: Some political observers felt Gen. 
Sawaeng Thirasawat's days were num- 
bered from the moment he was appointed 
police director-general in late 1989. He was 
handpicked by Chatichai's brother-in-law, 
Pramam Andireksarn, then serving his first 
term as interior minister. 

4... Pramarn was moved from this powerful 
|. position in January 1990 to the lesser post of 
. industry minister, but he regained it in 
|. Chatichai’s last cabinet shuffle in December 
— 19%. Despite the family link, he is regarded 
as a formidable political rival to Chatichai in 
the ruling coalition's dominant Chart Thai 


— ]t was on Chatichai’s orders that Sa- 
waeng was relieved as police chief on 22 
January to be assigned to an "inactive post" 
in the prime minister's office. An obviously 
dismayed Sawaeng quickly resigned. 

. "How could Chatichai continue to 
tolerate a police chief chosen by Pramam 
who had never shown any loyalty to the 


Talks on the normalisation of Japan's rela- 
ons with North Korea may tum into a 
tug of war between Pyongyang's anxiety 
-to get results before North Korean Presi- 
“dent Kim Il Sung’s 80th birthday in April 
“next year, and Kim's extravagant terms 
or a settlement — including US$10 billion 
. worth of Japanese aid. 

_ Japan seems willing to take its time, 
judging by the cool behaviour of Japanese 
diplomats at the first official-level talks, 
“held in Pyongyang on 30 and 31 January. 
But there is a risk that enthusiastic North 
Korean specialists | the. ruling Liberal 
Democratic PA. (ut e sould ty to 
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Police chiefs sacking rakes embers of death plot 


vole 


prime minister?” one political source com- 
mented. 

Other sources pointed to the fact that 
many prominent Chart Thai figures are 

now coalescing around Pramarn, a retired 
police general who is known to harbour 
ambitions to become prime minister even 
though he is 77. | 

While saying Sawaeng s removal was 
because of reasons of "suitability," Chati- 
chai had a ready-made excuse for his 
move. Under Sawaeng the image of the 
police department always widely 
viewed as tainted by corruption and 
inefficiency — had noticeably sagged. 
Public confidence in the department had 
also been eroded recently because of the 
plight of Maj.-Gen. Seri Temiyavej, newly 
promoted to head the key crime suppres- 
sion division. Seri enjoys a reputation 
as one of the few totally honest cops in 
the police department leadership, and is 
widely regarded as a tenacious young 
crime buster. 

But he was being hampered by his im- 
mediate superior, Lieut-Gen. Boonchu 
Wangkanont, in his plans to reorganise his 
division and remove officers suspected of 
corruption. He was also generally targeted 
by other officers for trying to buck the sys- 
tem. 

When a bomb exploded outside Seri's 
office on 8 January, fortunately just before 
he arrived, the ensuing public furore gave 
Chatichai another convenient reason to re- 
move Sawaeng and replace him with Gen. 


— 


FOREIGN RELATIONS 


jump the gun on the Foreign Ministry if 
the normalisation process gets bogged 
down. 

Apart from aid, the biggest obstacle that 
emerged in the talks was Japan’s demand 
that North Korea place its nuclear facilities 
under the inspection of the Internation- 
al Atomic Energy Agency (IAEA). Japan 
claims to regard such facilities as a threat 
to its national security but North Korea is 
almost certainly right in suspecting that 
Japan was pressed by the US and South 
Korea to take a stand on the nuclear issue. 
Hence its demand that it should negotiate 
with the IAEA or with the US which is pre- 
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sounder reputation : ho i has since ed 
to clean up the department. 

In the shuffle Boonchu was also trans- 
ferred from his powerful post as head of 
the criminal investigation bureau to the less 
active position of assistant police chief. 
Some political sources believe that by en- 
gineering the move to "kick Boonchu up- 
stairs,” Chatichai was also effectively snip- 
ing at officers of the Chulachomklao Mili- 
tary Acadamy's closely knit Class 5, who 
now occupy nearly all the dep. poston in 
the military hierarchy. 

Boonchu is a Class. 5 graduate as is 
army commander G 
rayoon who has evide | 
by giving his government less than the full 
military support which a Thai civilian ad- 
ministration needs as a olitica 
ning. s 
One sinister asp d t 
is that it has drawn « edia. 
a six-year investigation into an esi plot 
to assassinate Prem, when he was prime 
minister, plus the then army commander 
Arthit Kamlang-ek, . another. "public 
figure in high places," ; hind 
newspaper. The investiga Ex I 
handled by Boonchu, v 
the files to Sawaeng. 

The plot reportedly i solved “Young 
Turk” officers of Chu lachomklao’ s Class 7, 
who were behind two. coup attempts 
against Prem in 1981 and 1985. One of the 
Young Turk leaders was Manoon Roop- 
kachorn, who was allowed to return from 
exile last year. 

In addition he received an official par- 
don, was promoted from army colonel to 
major-general and — most controversially 
of all — is now working for Chatichai in his 
Defence Ministry. Manoon, a Class 7 man, 
is thought to be a valued behind-the-scenes 
intelligence ore for Chatichai. n 
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sumed to have nudear weapons in South 
Korea. 

South Korean anxieties also seem to 
have shaped Japan’s stand on aid. When 
LDP strongman Shin Kanemaru visited 
Pyongyang last September, he agreed that 
Japan should compensate Pyongyang for 
losses inflicted after World War II. as well 
as during the pre-war colonial period. 
However the Japanese Foreign Ministry i is 
thought to be only willing to discuss pre- 
war compensation and will not use the 
word "reparations" to describe any pay- 
ment. 

When Japan paid US$300 million to 
South Korea as part of its normalisation 
agreement with Seoul i in 1965 the money 
was described as "compensation" on the 
grounds that "reparation" v was the wrong 
word to use in relation to a former colony 

which Japan had not been at war. 
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BANGLADESH 


Sound. but little substance in election campaign 


Family feuds 


By S. Kamaluddin in Dhaka 


Ithough the political parties have 

been preparing for general elections 

since the early December ouster of 
president H. M. Ershad, three weeks be- 
fore the 27 February polls they had yet to 
come up with concrete programmes to 
tackle major national problems. 

Instead, the hectic campaign degener- 
ated into partisan name-calling. The lack 
of substance in the campaign was also 
highlighted by the two largest parties — 
the Awami League and the Bangladesh 
Nationalist Party (BNP), which have been 
out of power for a long time — harking 
back to their past records. 

Personal and partisan animus tend 
to get mixed up in Bangladeshi politics, 
because of the peculiar backgrounds of 
the two major contenders for power: 
Awami League chief Sheikh Hasina is the 
daughter of the country's founding presi- 
dent Sheikh Mujibur Rahman; and BNP 
leader Khaleda Zia is the widow of presi- 
dent Ziaur Rahman. Both Mujib and Zia 
were assassinated by disgruntled army offi- 
cers. 

Khaleda has been calling for the unity 
and victory of the “nationalist forces,” a 
euphemism for those who are against the 
Awami League and the legacies of Mujib. 
Hasina has responded with the call for the 
unity of the “pro-independence forces,” a 
catch-phrase for the Awami League and a 
back-handed swipe at its opponents. 


In contrast with Pyongyang’s rumour- 
ed figure of US$10 billion, Japan intends to 
offer US$3-4 billion worth of aid. Japan is 
likely to offer the money in the form of 
project-linked grants and low-interest 
loans but it wants assurances that the aid 
will not be used for military purposes as 
feared by the South. 

If an agreement is reached on the 
amount, the estimated ¥80 billion (US$608 
million) worth of debts owed by the North 
to Japanese companies could be repaid, 
analysts said. Such debts will probably 
be deducted from the aid package, but 
creditors of other countries will still have 
to wait. Pyongyang owes the Soviet 
Union at least US$2 billion and other 
Western countries, an estimated US$1-2 
billion. 

Japan's sticky position on aid means 
that normalisation may come much more 
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Pro-Ershad rally: residual support. 





Hasina has described Zia and Ershad, 
both former army generals, as two sides of 
the same coin, adding that Zia failed to 
force New Delhi to implement agreements 
signed between Bangladesh and India in 
the early 1970s — when her father was the 
president, because Zia “must have been 
bribed by the Indians.” She has also ac- 
cused Zia of other unspecified acts of cor- 
ruption. The corruption charge against Zia 
has upset the BNP since Zia was known to 
be personally honest, though some sources 
claim that he overlooked corruption by as- 
sociates and political parties. 

Similarly, Khaleda has accused Awami 
League and Mujib of destroying democracy 
by introducing one-party presidential rule 
by replacing a “perfectly democractic par- 


slowly than appeared likely when Kane- 
maru visited Pyongyang last September. 
But North Korean anxiety to do a deal 
could be enhanced, either by rapid eco- 
nomic deterioration, or by Pyongyang’s 
desire to break out of its diplomatic isola- 
tion. 


On the Japanese side the main ques- 


tion appears to be whether the Foreign 
Ministry will be allowed to play things its 
own way at the next of official talks, due 
to be held in Tokyo in March. Hajime 
Ishii, an LDP parliamentarian who visited 
Pyongyang with Kanemaru, said more 
initiatives by politicians may be necessary 
to “invigorate” the diplomatic negotiations 
if they move too slowly. Politicians may 
have a chance to get involved when a de- 
legation from the Korean Workers Party 
visits Tokyo in late February. 
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liamentary form of government," muzzling 
the press and silencing the opposition 
through repression, and said that they had 
no moral right to talk about democracy. 

Analysts say these campaign barbs are 
quite inappropriate because most Awami 
Leaguers are nationalists and most BNP 
followers cannot be described as "anti- 
independence." Observers also point to 
both parties for their share of past mis- 
deeds. 

All the same, the two major parties are 
likely to win the bulk of the 300 parliamen- 

seats in a crowded contest of 2,782 can- 
didates from 69 different parties plus 427 in- 
dependents. According to an opinion poll 
conducted by the Bangladesh Institute of 
Development Studies, no single political 
party “will have a comfortable margin" in 
the coming election. Preliminary results of 
the opinion poll indicate that BNP and the 
Awami League together will bag 217 seats 
with the lead of either party being 25 seats; 
with the rightwing Jamaat-e-Islami getting 
35; Ershad's Jatiya party 16 and others shar- 
ing 32. 

A new phenomenon in this campaign is 
the emergence of the Zaker Party, launched 
by the eldest son of the Pir of Atroshi, a re- 
ligious divine who has millions of followers 
spanning the political spectrum. If the Pir 
were to give an open directive to his follow- 
ers to vote for his son's party, it could affect 
the chances of other parties. 

Although former president Ershad is 
facing several charges of corruption and 
other misdeeds, he and his Jatiya Party are 
fielding 270 candidates. After nearly nine 
years in power Ershad and his followers 
still have residual influence in the coun- 
tryside. 

The government has promised to 
speedily prosecute the cases against Ershad 
and his associates, many of whom have 
been detained and are spending a lot of 
time in the High Court. The impact of these 
court hearings on the rural electorate will 
have a bearing on the Jatiya Party's electoral 
chances. 

To ensure a fair and violence-free elec- 
tion, the government has decided to deploy 
the armed forces in aid of the civil adminis- 
tration. Security forces will be present in 
each of the 24,200 polling centres. In addi- 
tion, mobile units of the army and the 
paramilitary forces under a magistrate will 
be provided to each of the 460 administra- 
tive districts. The Election Commission has 
said that polling would be stopped in any 
centre where violence hampers normal vot- 
ing. 

To curb any partisan activities by local 
officials during the polling, the government 
has promulgated an ordinance giving spe- 
cial responsibilities to the local councils — 
which are local elected bodies — to main- 
tain peace during the election. If any coun- 
cil fails to discharge its duty, it would be 
dissolved. + 
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INDIA 


Tamil Nadu government toppled by political rwals 


Tiger trap 


By Rita Manchanda in New Delhi 


T he recent dismissal of the state gov- 
ernment of Tamil Nadu has all the 


hallmarks of Indian partisan politics, 
with complex forces at work at the state 
level as well as at the centre. Although the 
dismissal was justified by New Delhi by the 
breakdown of law and order in the state, 
the hidden hand of the Congress party was 
all too evident. 

The ousted chief minister M. Karu- 
nanidhi and his Dravida Munnetra Kazhg- 
ham (DMK) party are allies of V. P. Singh, 
whose toppling in a no-confidence vote last 
November enabled Chandra Shekhar to be- 
come the country’s prime minister. In turn, 
Chandra Shekhar’s minority regime in 
New Delhi is beholden to the support of 
the Congress party for its survival. The 
prime minister also has the parliamentary 
backing of 11 MPs from a small party called 
the All India Anna DMK, which is the 
arch rival of Karunanidhi in Tamil 
Nadu. To complete the partisan jig- 
saw puzzle, the Congress and 
AIADMK are allies. 

Ever since Chandra Shekhar as- 
sumed office in New Delhi, the Con- 
gress and its ally AIADMK have been 
clamouring for the ouster of 
Karunanidhi's state regime. The first 
signs that the prime minister was 
buckling under pressure came in 
early January when he charged in 
. parliament that the DMK was turning 
a blind eye to the illegal activities of 
Sri Lankan Tamil militants exiled in 
the state. The Sri Lankan Tamils, led 
by the Liberation Tigers of Tamil 
Eelam (LTTE), have been waging a 
protracted separatist war against 
Colombo and have sought refuge 
with their ethnic brethern in Tamil Nadu. 

Observers took the prime minister's 
statement to mean that the axe was about 
to fall on Karunanidhi's two-year-old state 
regime. But there was an apparent reprieve 
when on 18 January the New Delhi-ap- 
pointed Tamil Nadu governor, in his ad- 
dress to the state assembly, expressed satis- 
faction at the maintenance of peace in the 
state. 

Less than a fortnight later on 30 January, 
presidents rule, or direct rule from the 
centre, was suddenly imposed on Tamil 
Nadu, ostensibly because law and order 
had deteriorated due to the unchecked ac- 
tivities of the Sri Lankan Tamil Tigers. The 
decision was denounced by all the national 





parties, except the Congress, as partisan. 

Describing it as a “clear misuse of con- 
stitutional provisions," former prime minis- 
ter Singh's Janata Dal party charged that 
president's rule was imposed on "the ex- 
press order of the Congress and its allies." 
The Congress, however, defended the 
move saying that the chief minister had be- 
come a security risk and intelligence infor- 
mation conveyed by New Delhi to the chief 
minister had been leaked to the LTTE. 

Echoing the prime minister's line, the 
Indian Government's official spokesman 
talked of recent "instances of arms and am- 
munitions being passed on to the LTTE 
through channels and contacts at the [DMK] 
political level." 

Tamil Nadu's connection with the Sri 
Lankan militants dates back to the early 
1980s when the insurgency against Col- 
ombo began in earnest. Until two years 
ago, the state government was controlled 


g 


Karunanidhi; Chandra Shekhar: hands-off policy reve 


by the AIADMK — which gave ample mate- 
rial and financial help to a variety of Sri 
Lankan separatist groups. Because of the 
close ethnic ties, no political party in Tamil 
Nadu can turn a deaf ear to the demands of 
Sri Lankan Tamils. 

Taking advantage of his alliance with 
former prime minister Singh, Karunanidhi 
had virtually allowed the LTTE a free run in 
the state, especially in the coastal districts 
opposite Sri Lanka. It was an open secret 
that all through last year the LTTE was 
smuggling arms, fuel and supplies across 
the narrow Palk Strait to northern Sri 
Lanka's Tamil-dominated Jaffna peninsula. 

The shaky Singh regime tolerated 
Karunanidhi's open support to the LTTE, 
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though it ran counter to New Delhi's 
hands-off policy on Sri Lanka. When the 
new regime took over in New Delhi last 
November, Karunanidhi knew that his 
free-wheeling days were over. Chandra 
Shekhar defended central rule as necessary 
because the DMK had “disregarded all 
warnings." 

Late last year Karunanidhi belatedly 
tried to heed New Delhi's warnings. In De- 
cember, at New Delhi's prodding, nearly 
2,000 LTTE militants were packed off to spe- 
cially guarded camps meant for Sri Lankan 
refugees. On 13 January a revolt by some 
militant Tigers at a camp was firmly put 
down by the authorities. The state au- 
thorities also began a crackdown on the 
smuggling of fuel and supplies by the Ti- 
gers. 

But the Congress and its allies were bent 
on toppling the DMK. The Congress 
charged that the DMK regime and the Tigers 
were also in alliance with extremists from 
the northeast Indian state of Assam and 
that the latter had set up training camps in 
Tamil Nadu. The charge was denied by 
Karunanidhi and all that New Delhi could 
find was that three wounded Assamese ex- 
tremists being treated in a hospital in Tamil 
Nadu. The three were promptly arrested 
by the authorities. The Congress derived 
, Some propaganda advantages, 
* though the charges could not be 

substantiated. 

However, the prime minister 
was caught in a bind. Not only was 
he under pressure from the Con- 
gress to dismiss the DMK govern- 
ment, but the AIADMK — led by the 
film actress Jayalalitha — presented 
the government with an ultimatum: 
the 11 AIADMK MPs would withdraw 
support from the minority govern- 
ment of Chandra Shekhar unless 
Karunanidhi was dismissed. 

The ultimatum shocked the 
prime minister, whose own party 

| has only 54 MPs or 10% of the total 
*. Strength of the legislature. As 


—^ Karunanidhi himself described it, 
rsed. 


Chandra Shekhar "dismissed my 
government to save his." The irony 
is that Chandra Shekhar's is a minority re- 
gime while Karunanidhi had a solid major- 
ity in the state assembly and the New 
Delhi-appointed state governor had re- 
fused to recommend its dismissal. 

This was the second dismissal of 
Karunanidhi, the first being in 1976. But his 
current rival in state politics, the tempera- 
mental Jayalalitha, is no political heavy- 
weight. Although a charismatic crowd 
puller, Jayalalitha is a poor organiser and 
her dictatorial tendencies have already split 
the AIADMK into rival factions. The DMK will 
no doubt benefit from a wave of sympathy 
at the 27 March state elections, which will 
also be a test for the Congress and its allies 
in Tamil Nadu. E 
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Local NEC Soccer Team 





Work hard. Play hard. 

When they're not out scoring goals on the playing field, NEC people in Thailand are busy 
making some of the most advanced electronic products ever produced there. In fact, NEC 
Technologies (Thailand) was the first to produce, in Thailand, such high-tech components as 
tantalum capacitors and electronic relays. And at NEC Communication Systems (Thailand), 
they built the country's first digital telephone switching system. 

But as much as building better products, a cherished NEC goal is to build a better quality 
of life. Which is why we helped to bring the fleet-footed magic of England's Everton Football 
Club to Thailand, Malaysia, Hong Kong and China. When the Thai national team battled 
Everton, part of the proceeds from the match went toward medical research in Thailand. 
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How does a company make the finest home electronics products in the world? By making 
quality the goal and building a strong global team that goes the extra mile. 

Like the people at NEC Home Electronics (Malaysia), who will go to any length to turn out 
a better product, even travelling as far as Japan to learn the latest zero-defect quality control 
methods. Back home, these newly skilled workers pass on the technology, one-on-one. 

People training people to achieve excellence. It works. 

since 1988, the NEC Home Electronics team in Malaysia has produced more than half 
a million top-quality electronic subassemblies. NEC people around the world build these 
products into our colour TV sets — renowned for unsurpassed reliability and performance. 

One team. One worldwide goal — keeping "NEC" synonymous with quality. 
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Singapore. The worlds most colourful city. 
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The CHINA TRADE REPORT shows you how to 
take advantage of the billions of opportunities China 
offers . . . as well as to avoid potentially adverse 
developments. 

The CHINA TRADE REPORT, published monthly 
by the Review Publishing Company, is acknowledged 
by leading business executives to be the best informed, 
most up-to-date newsletter of its kind. 

The CHINA TRADE REPORT covers all the issues 
related to doing business with China, whether 


m 





m 
cn 
e 
pe 
S 
en s 
wur? QM» 
AV 
n e 
e 


you are trading or investing. Plus, it covers a 
broad range of industries such as agriculture, textiles, 
electronics, transport, banking and more. 

The CHINA TRADE REPORT also publishes all the 
vital statistics on the Chinese economy. It is essential 
reading for anyone who watches China. 

We are so sure you will find the CHINA TRADE 
REPORT indispensable, we offer you our money-back 

arantee for any undelivered issues of your sub- 
scription should you ever become dissatisfied. 


A confidential monthly newsletter. Exclusive to subscribers. 
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Please enter my one-year subscription (12 issues) to the CHINA TRADE REPORT for only HK$2,925 / US$375. It will be 
rushed to me by airmail. If for any reason I wish to cancel my subscription, I may do so anytime and receive a refund for 
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Wilson and Li Peng; British armoured ambulance in Saudi Arabia: no eloquent justice for Hongkong. 


Tougher Chinese line damages colony’s prospects 


Turning up the heat 


By Philip Bowring and Emily Lau 
in Hongkong 


he Gulf War has added a new 
poignancy to the position of 
Hongkong, and perhaps further 
undermined its prospects. Britain 
is shedding blood on behalf, ostensibly, of 
the 784,000 people of Kuwait, an entity 
created by Britain but to which British re- 
sponsibilities ended nearly 30 years ago. 

But meanwhile Britain seems unwilling 
to wage so much as a war of words with 
China in exercise of its responsibilities to 
Hongkong. These are not only direct ad- 
ministrative responsibilities until 1997, but 
treaty responsibilities extending for a fur- 
ther 50 years. 

While London speaks eloquently of 
principles and justice in the Gulf, its at- 
titude towards Hongkong is characterised 
by an opportunism which makes a mock- 
ery of the promises in the Sino-British Joint 
Declaration. British retreat from these is no- 
thing new. 

London has long taken the view that 
challenging China’s demands is both im- 
practical and contrary to British interests. 
But to this has been added a current eager- 
ness to buy China’s cooperative attitude 
in the UN Security Council over the Gulf 
issue. The result has been a wholesale re- 
treat in the face of a well-timed Chinese of- 
fensive, aimed both at the current Hong- 
kong administration and, by implication, 
the liberties and autonomy of the post-1997 
special administrative region (SAR). 

When the then British prime minister 
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Margaret Thatcher signed the joint declara- 
tion in Peking on 19 December 1984 with 
her Chinese counterpart, Zhao Ziyang, 
promising to hand Hongkong over to 
Chinese rule in 1997, few people expected 
the 13-year transition to be anything but 
difficult and traumatic. After all, delivering 
6 million free and capitalistic people to an 
authoritarian communist regime had no 
parallel in human history. 

Seven years later, the two architects of 
the accord have both been driven from 
office. Likewise the deal they struck on 
Hongkong seems in danger of disintegrat- 
ing. Halfway through the transition, there 
are plenty of signs that the Chinese are not 
prepared to wait until 1997 to start taking 
over. While this does not mean China 
wants to kick out the British and run the 
territory itself, it seems determined to have 
a say — if not the final word — on all major 
policy issues. 

A series of warning statements by 
Chinese officials triggered off by the row 
over Hongkong’s plan to build a new air- 
port have given the unmistakable impres- 
sion that the takeover is under way. Be- 
sides demanding to be consulted on all 
matters which straddle 1997, the Chinese 
Vice-Premier Wu Xuegian repeated China's 
earlier insistence that "only Peking can 
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speak for the Hongkong people in the 
transition period.” 

Lord Caithness, the British Foreign Of- 
fice minister responsible for Hongkong, 
said during a three-day visit to the territory 
in late January that China was not seeking 
a veto over decisions made by the Hong- 
kong Government during the transition 
period. But Caithness also stressed China 
should be kept informed about major pro- 
jects such as the airport. Caithness refused 
to address the significance of Chinese offi- 
cials’ hardline remarks on Hongkong, ex- 
cept to say that both China and Britain 
want to see Hongkong administered effec- 
tively. 

The assertion that Peking, not the 
Hongkong Government, has the right to 
speak for Hongkong was first made by 
Chinese officials during the 1982-84 Sino- 
British negotiations when then governor Sir 
Edward Youde claimed he represented the 
Hongkong people. But the Chinese Gov- 
ernment's assertion of its rights in Hong- 
kong has become far more strident since 
the 4 June 1989 massacre in Peking. One 
side-effect of the Tiananmen affair was 
that officials began worrying that recalcit- 
rant counter-revolutionaries might turn the 
colony into a base for subverting the Peking 
government. 

The affair may have shifted Chinese at- 
titudes to Hongkong in other, more fun- 
damental, ways. Since the massacre the 
Chinese leadership has ostensibly taken a 
harder line on mainland matters in general, 
apparently out of fear that any sign of flexi- 
bility towards "liberals" would start an un- 
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controllable slide towards anarchy. Unruly 
provinces have also felt the weight of Pe- 
king’s displeasure in what appears to be a 
general attempt to reassert central authority 
against local initiative — including that of 
outlying regions such as Hongkong. 

The most immediate reason for Chinese 
frustration seems to have been the series 
of misunderstandings and recriminations 
caused by a misguided British attempt to 
repair the damage done locally by Tianan- 
men. The killings in Peking shook Hong- 
kong to its foundation and brought up to 1 
million people on to the streets on three suc- 
cessive weekends beginning with the im- 
position of martial law in Peking in late 
May 1989. The brain drain of middle class 
managers and professionals accelerated 
sharply. The unprecedented reaction in 
Hongkong stunned the British Govern- 
ment and forced it to launch a four-prong 
package to restore confidence. 

This included giving British nationality 
to 50,000 key Hongkong people and their 
families; enacting a bill of rights; speeding 
up the pace of universal suffrage in 1991 
and embarking on the HK$127 billion 
(US$16.3 billion) airport and port project. 

The British rescue package provoked a 
swift and angry response from Peking. 
Chinese officials denounced it as a ploy to 
perpetuate British influence by turning 
senior government officials and leading 
members of the establishment into British 
citizens. The bill of rights was castigated as 
superfluous and an attempt to override the 
Basic Law, a mini-constitution for post-1997 
Hongkong. 

The decision to increase the number of 
directly elected lawmaking Legislative 
Council (Legco) seats in 1991 from 10 to 18 
proved less objectionable to Peking, but still 
drew a warning that the Basic Law had 
preordained that the number of Legco di- 
rectly elected seats cannot exceed 20 in 1997. 

The airport project at first appeared 
more promising and straightforward than 
other parts of the package. Even China 
agreed that the plan to build a new airport 
on partially reclaimed land on the north- 
west side of Lantau island is justified by 
capacity problems at Hongkong’s existing 
Kai Tak Airport. But hopes that the project 
would serve to revive confidence in the 
economy were dashed when China chose 
to treat the entire scheme as a test case of 
who should make decisions for the territory 
in the period leading up to 1997. 

In the last three months of 1990 Chinese 
officials became increasingly alarmed and 
agitated when their demands to be con- 
sulted over the airport were ignored by the 
Hongkong Government. In desperation 
Peking demanded a freeze on the entire 
project and said nothing should proceed 
until Britain and China reached agreement. 

The deputy director of Hongkong and 
Macau Affairs Office under the Chinese 
State Council, Chen Zuo’er, also declared 
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that the Hongkong administration should 
not make any unilateral decisions on mat- 
ters affecting the transition without getting 
Peking’s approval. To many people, this 
was a sign that the Chinese either wanted 
to run Hongkong jointly with the British or 
to administer the territory directly, using 
the British as a front. 

To keep up the pressure, another official 
of the Hongkong and Macau Affairs Office, 
Luo Jiahuan, leader of the Chinese expert 
team studying the airport, denounced 
Hongkong Chief Secretary, Sir David Ford, 
for saying that the existing Hongkong Gov- 
ernment should take decisions for the fu- 
ture SAR government. Luo said such non- 
sensical remarks were tantamount to inter- 
fering in China’s internal affairs. 

The final blow came from Wu when he 
said only the Chinese Government could 
speak for the Hongkong people in the 
transition period. Such re- 
marks only served to under- 
mine the standing of the 
colonial government, the 
members of the policy- 
making Executive Council 
and the Legco. China's hard 
line on the airport question 
was also seen as a pointer to 
the way Peking would react 
towards the 18 people who 
will be elected by universal 
suffrage to Legco in Sep- 
tember. 

Peking's high pressure 
tactic won the day. Hong- 
kong Governor Sir David 
Wilson visited the Chinese 
capital between 21-24 Janu- 
ary, where he held talks 
with senior officials, including Premier Li 
Peng. On his return, Wilson said the air- 
port project would still go ahead, but the 
government had no "rigid fixed picture in 
our minds . . . We are looking at different 
ways of doing it, different ways of phasing 
it.” 

Besides devising tactics to deal with the 
British, Chinese officials have begun insist- 
ing that the Hongkong Government crack 
down on local dissidents. An anti-subver- 
sion clause was added to the Basic Law 
which was promulgated by the Chinese 
National People’s Congress in April 1990. 

Peking’s pressure on Hongkong to crack 
down on local political dissidents prompted 
a pledge by the government's political ad- 
viser, William Ehrman. In a letter to the 
Xinhua newsagency’s Hongkong branch, 
which is Peking’s de facto embassy, 
Ehrman said the government had no 
intention of allowing Hongkong to be used 
as base for subversive activities against 
China. 

Last November, Xinhua director Zhou 
Nan repeated his government's concern 
about local subversives. He said a handful 
of people were being allowed to use Hong- 
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Wu: final blow. 


kong as “an outpost” to challenge the 
socialist system on the mainland, and 
warned that this would turn out to Hong- 
kong’s disadvantage. 

A week later the head of Xinhua’s for- 
eign affairs department, Ji Shaoxing, inter- 
vened in a domestic controversy involving 
the government and the rural leaders of the 
New Territories Heung Yee Kuk. At issue 
was environmental pollution in the New 
Territories and the landowners’ rights. 

Ji urged the government not to rush 
through the controversial Town Planning 
(Amendment) Bill, warning that ignoring 
the rights of the indigenous New Ter- 
ritories people would be a breach of the 
joint declaration and the Basic Law. Ji's in- 
tervention alarmed many people, because it 
signalled Peking’s entry into purely domes- 
tic Hongkong affairs. 

In January it was also revealed that a 
Hongkong delegation had 
to withdraw last November 
from the ministerial session 
of the Second World Cli- 
mate Conference sponsored 
by the World Meteorologi- 
cal Organisation (WMO), of 
which Hongkong is a mem- 
ber. The delegation, led by 
Planning, Environment and 


S3WIL TVIONYNIA 


Lands Secretary Graham 
Barnes, withdrew after 
China objected. 


China's contention ap- 
peared to be that Hong- 
kong’s participation in a 
ministerial session was in- 
consistent with its non- 
sovereign status. Instead of 
leaving it to the organisers to 
sort out the problem, the British and Hong- 
kong governments decided the Hongkong 
delegation should withdraw. 

Ford said the decision to withdraw 
would not prejudice Hongkong’s status in 
the WMO, but China’s protest and Hong- 
kong’s reaction have called into question 
Hongkong’s freedom of action in other in- 
ternational organisations which the terri- 
tory was allowed to join under the Joint 
Declaration. The most important of these is 
Gatt, of which Hongkong is an indepen- 
dent member. Besides Gatt, Hongkong 
also belongs to the UN Conference on 
Trade and Development and the Economic 
and Social Commission for Asia. 

After the 4 June massacre and Peking’s 
hostile reactions to Hongkong, few people 
would dare to assume that China will not 
kill the goose that lays the golden eggs, 
since political control seems dominant in 
Peking’s thinking on Hongkong. The result 
could be to accelerate the exodus of talent 
and to make nonsense of Hongkong’s 
promised status as an SAR. At worst, the 
Hongkong SAR could become another 
Chinese city with low standards of living, 
low efficiency and low productivity. * 
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Weak leadership compounds disarray 





he dispute over Hongkong’s plans 

i to build a new airport has focused 

attention on Peking’s high-handed 

tactics towards the British colony. It has 

also highlighted the lack of effective leader- 
ship in the colonial administration. 

Besides the inept handling of the 
HK$127 billion (US$16.3 billion) airport and 
infrastructural projects, several other bun- 
gles have left observers doubting the ability 
of the current regime to steer Hongkong 
through the difficult transition to 1997, 
when the colony will revert to Chinese 
rule. 

In 1989-90 the administration’s Legal De- 
partment under Attorney-General Jeremy 
Mathews was thrown into chaos as a 
. number of senior government lawyers 
. were implicated in criminal activities. More 
recently, the collapse of plans to set up a 
cable television system stemmed directly 
from the government's failure to devise a 
coherent telecommunications policy. Plans 
to turn certain government departments 
into quasi-independent bodies have got off 
to an inauspicious start, with the bumpy 
formation of the hospital authority en- 
trusted with running public health care. 

Similarly, plans to make the govern- 
ment-financed radio and television net- 
work a quasi-independent entity have been 
delayed. Further, there is mounting anxiety 
among civil servants over the security of 
their pensions, while the deteriorating law- 
and-order situation has alarmed many 
people as the incidence of armed robberies 
and organised smuggling between Hong- 
kong and China soars. 

John Walden, a retired senior bureau- 
crat, attributed the government's predica- 
ment to the low calibre of top officials, who 
were not trained to handle highly complex 
situations. “They are like a parish pump 
team trying to deal with problems of con- 
siderable international importance and poli- 
tical infighting,” Walden said. 

Questions of leadership and direction 
are the responsibilities of Governor Sir 
David Wilson, and the second-ranking offi- 
cial, Chief Secretary Sir David Ford, neither 
of whom are known for their dynamism. 

Wilson, 56, was appointed governor in 
1987 after the sudden death of his predeces- 
sor, Sir Edward Youde. Wilson was then an 
assistant under-secretary in the British For- 
eign Office and his leap-frog promotion 
was regarded as spectacular. His appoint- 
ment was opposed at that time by some 
members of the policymaking Executive 
Council (Exco), who argued that he was 





Who's in charge? 


too junior to command Peking's respect. 

Last year Wilson made the surprising 
declaration that he would most probably 
not be around as governor in 1997 and that 
the current job would be his last diplomatic 
post. One of his associates said the an- 
nouncement was to scotch persistent 
rumours that he wanted to use Hongkong 
as a stepping stone to other positions. 
However, his statement came after three 
major ambassadorships, possibly coveted 
by Wilson, had been filled by London. 

Wilson's hesitant leadership had been 
criticised even before the June 1989 Peking 
massacre, when international confidence 
in Hongkong was seriously strained. The 
influential Keswick family, which has 
significant holdings in the British-owned 
Jardine Matheson, is known to have lobbied 
in London for his removal, saying he was 
anti-big business and 
too soft on China. To 
many people in Hong- 
kong, Wilson's lacklustre 
performance was not 
the basic problem. He 
was simply implement- 
ing the policy of the For- 
eign Office, which has 
always emphasised ap- 
peasement of China in 
the hope of a produc- 
tive  Sino-British rela- 
tionship in the years to - 
come. 

Some sources main- 
tain Wilson might decide 
to leave as early as next 
year. However, the third- 
ranking official in the gov- 
ernment, Financial Sec- 
retary, Sir Piers Jacobs, 
57, is due to retire later 
this year. It is unlikely 
that London would want to replace two top 
officials in a span of one year. 

Another important factor is the upcom- 
ing British general election, which could be 
held next year. Should the Labour Party re- 
gain power after being in the wilderness for 
12 years, it may want to handle the Hong- 
kong issue differently from the current 
Conservative government. Some senior La- 
bour politicians have been privately weigh- 
ing the pros and cons of appointing a local 
person as governor. 

It is well known that Ford is highly am- 
bitious, but British sources said it was un- 
likely that he would be made governor. If 
and when Wilson decides to go, he will 
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Ford: split at the top. 


most probably be succeeded by another 
China-specialist diplomat, as the Foreign 
Office will want to retain direct control 
over Hongkong during the remaining years 
of the transition. Under this scenario, the 
most likely candidate is John Boyd, who 
served as political adviser to the Hongkong 
Government in 1985-87 and was both po- 
pular and highly regarded. Boyd is now the 
chief clerk at the Foreign Office, a senior 
post responsible for the administration of 
the entire ministry. 

British sources also dismiss speculation 
that a senior politician, such as the former 
foreign secretary David Owen, would be 
made governor. However, the sources do 
not rule out that in the final 18 to 24 months 
of British rule a politician with international 
stature and direct access to the prime minis- 
ter might be appointed to see the transition 
through, just as Lord Soames was ap- 
pointed the last governor of Rhodesia in 
1979-80 to oversee its passage to indepen- 
dence. 

Apart from the future of Wilson, there 
has been intense speculation on the re- 
lationship between Wilson and Ford. Re- 
cent hardline remarks aimed at the Chinese 
Government by Ford have fuelled specula- 
tion of a rift between the 
two top men. Last Oc- 
tober, days before the ar- 
rival of Chinese experts to 
discuss the airport pro- 
ject, Ford announced the 
Hongkong Government 
would finance the con- 
struction of the HK$10 
billion suspension bridge 
linking Lantau Island, 
where the airport is to be 
built, and the Kowloon 
peninsula. Peking re- 
garded Ford's action as 
highly provocative and 
inappropriate, and pub- 
licly rebuked him. 

A month later Ford 
again came under fire 
from local Chinese com- 
munist groups for trying 
to make decisions on be- 
half of the future Hong- 
kong Special Administrative Region and 
not consulting Peking when formulating 
policies with long-term effects on Hong- 
kong. Ford rejected the accusation. Com- 
menting on Ford's run-in with the Chinese 
Government, a former Exco member specu- 
lated that Ford might have made his bid for 
governor too soon. Highly experienced in 
government in-fighting, Ford was locked in 
a bitter struggle several years ago with 
another senior official, Alan Scott, to suc- 
ceed the then chief secretary. In 1987 Ford 
won and Scott became governor of the 
Cayman Islands. 

Since Ford became chief secretary he has 
sought to amass power into his office. He 


14 FEBRUARY 1991 





FE EE S 
w » ert a 
sig P Cuire Imo 


ox 9 x vos > ` 

Pan ARAR A AXAAMRAAAD ` » > 
VAARAA AA wih) TAA ZI i ATAT 
Eir ab A IIN atti I fi f sale 


New YORK 


EDINBURGH GIBRALTAR 


LONDON 


LAAT 
$64$06664 
AXIXEYI 


-— —_ "3 7 OS one yy eee SaaS Perr 
ee eM 


409315 INTERNATIONAL PRIVATE BANKING 


KALEA EELA 


OUR PLACE OF BUSINESS 





At The Royal Bank of Scotland 
we have international clients in 
some pretty faraway places. 

And we like to go out of our 
way to see that their financial 
needs are met in full, no matter 
where they happen to be. 

So, we have no less than eleven 
private banking offices at strategic 


locations around the world 


financial 


We offer a wide range of 
services. Including 
Banking, Investment, Trust and 
Company Administration. 

We guarantee efficiency and 
confidentiality at all times. And 
the personal attention of one of 
our experienced Private Client 
Managers to handle transactions. 


It$ all part of our International 


Private Banking service. Designed 
to appeal to anyone, anywhere, with 
international financial interests. 
For more information, fax 852 
8/0 6157, phone Bill Landles or 
Carole Farrand in Hong Kong on 
852 521 2411 or alternatively just 
complete and return the coupon below: 
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extended his control by deploying two 
trusted lieutenants, Tony Miller and 
Donald Tsang, to deal respectively with co- 
ordinating media coverage and handling 
contentious current issues, such as the 
British nationality package, import of for- 
eign labour and conflicts of interests of Exco 
and Legco members. 

As Ford extended his powers, he inevit- 
ably trod on the toes of other senior offi- 
cials. The most resentful was Jacobs, who 
felt Ford was behaving as if he was the 
“super financial secretary.” Jacobs’ clash 
with Ford has flared in recent months, 
mainly over the handling of the airport pro- 
ject. Jacobs made no secret of his displea- 
sure at being sidelined. Before the airport 
row surfaced, Jacobs knew he was being 
undermined when details of his draft 
budget were leaked. 

The question of who will succeed Jacobs 
is also a topic of great speculation, since it 
has an important bearing on Hongkong’s 
future position as an international financial 
and commercial centre. The government is 
looking abroad as well as within the civil 
service for a successor. The managing di- 
rector of Standard Chartered Bank in Lon- 
don, Bill Brown, a former Legco member, is 
said to have again turned down the offer. 
Brown’s name came up in 1986 before 
Jacobs was appointed. 

Senior civil servants in the running in- 
clude Treasury Secretary Hamish Macleod, 
51. A source said Macleod, a self-effacing 
bureaucrat, appears to be Ford’s choice and 
is the front runner. Another possible choice 
is Economic Services Secretary Anson 
Chan, 51, who is said to be highly efficient. 
A third contender is the Hongkong Com- 
missioner in London, John Yaxley, 55, who 
has got some Legco members lobbying on 
his behalf. Yaxley has served as economic 
services secretary and deputy financial sec- 


HONGKONG 3 


Democratic process gets off to uncertain start 


Election overload 


ear of antagonising Peking and lack 

of enthusiasm due to the imminent 

withdrawal in 1997 made the Hong- 
kong Government decided not to celebrate 
the 150th anniversary of British colonial rule 
last month. Nevertheless, 1991 will still go 
down in Hongkong’s history as a moment- 
ous year because it marks the first time that 
the local people are to be given universal 
suffrage to choose representatives to the 
lawmaking Legislative Council (Legco). 

The long delayed advent of democracy 
is a result of both the colonial power's 
paternalistic attitude and the failure of local 
people to fight for fundamental political 
rights. As if to make up for lost time, Hong- 
kong's 2 million electorate will be asked to 
go to the polls three times this year to elect 
representatives to the three main levels of 
government. There is already concern that 
participation rates may fall as a result of 
electoral "indigestion." 

By far the most important elections are 
in September, when 18 members will be 
elected by universal franchise to the Legco, 
the territory's lawmaking body which also 
has control over the public purse. At pre- 
sent, the 56-member Legco is made up of 
10 government officials, 20 appointees and 
26 members elected by limited franchise. 
The 18 directly elected members will be 
chosen from nine constituencies each of 
which will return two members to Legco. 

Besides the September Legco elections, 
Hongkong's enthusiasm for the electoral 


when voters go to the polls to choose their 
representatives to the 19 advisory district 
boards and the two municipal councils 
which have jurisdiction over local matters 
such as libraries, hawkers and liquor licens- 
ing. 

Up to now the Legco electorate has been 
limited to district board members, muni- 
cipal councillors and members of the 
functional constituencies. These indirectly 
elected seats were created in 1985 for rep- 
resentatives of the four chambers of com- 
merce, bankers, doctors, lawyers, en- 
gineers, teachers, social wokers and trade 
unionists. To expand the limited franchise, 
the government has enlarged the function- 
al constituencies to include accountants, 
nurses, stock brokers, real estate develop- 
ers, surveyors, tourism operators and rural 
leaders. 

In spite of the presence of 18 directly 
elected members, the reconstituted 60- 
member Legco, which will have a four-year 
term, will continue to be dominated by 
government appointees and people chosen 
by vested interests. More significantly, 
there will be no elected representatives to 
the policymaking Executive Council (Exco), 
and no plans to give elected Legco mem- 
bers ministerial responsibility. This means 
that Legco will continue to be a debating 
club rather than a real focus of power. 

How Legco will be constituted in 1995, 
two years before the handover, still re- 
mains to be decided. The British Govern- 


retary. 


m Emily Lau 





. Fragile package 


. The lukewarm response in Hongkong to the British Govern- 
.. ment' nationality package, under which 50,000 key people and 
. their families would be given full British nationality, has con- 


founded the Hongkong Government's prediction that hun- 
_ dreds of thousands of people would apply. One British official 
. described the as "alarming," as London could be em- 
barrassed by the scheme's apparent failure. 
| While some 250,000 application forms were distributed, only 
.. 4,000 have so far been returned ahead of the end of February 
deadline. The number of applications received was only 196 of 
. what director of administration, Donald Tsang, had forecast. 
ui perles tea it was impossible to predict the Hongkong 
UEM viour. His forecast was based mainly on the hos- 
on to the 50,000 quota, which many groups had de- 
| iius as insufficient. However Tsang maintained he was 


* 
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process will be tested in March and May 


confident the passport offer would not be under-subscribed. 

The nationality package was hurriedly put together after the 
June 1989 Peking massacre in an effort to stem the growing tide 
of professional and skilled people leaving the colony. The pack- 
age is based on a points system that takes into account the ap- 
plicants' age (30-41), experience (15 years) and salary, education, 
special circumstances, community service and British links. The 
maximum score is 800 points. 

Under the first tranche of applications, 43,500 offers of full 
British nationality would be made. The remaining 6,500 will be 
distributed before 1997, when Hongkong will be handed back 
to Chinese rule. About one-third of the quota will go to civil ser- 
vants, including 7,000 in the disciplined services and 6,300 in 
"sensitive services." The bulk of the rest will go to business ad- 
ministrators, managers and wealthy entrepreneurs. The re- 
mainder will be divided among accountants, engineers, 
teachers, lawyers, doctors, nurses and j 

Given the brain drain is still a serious problem, the indiffe- 


rent response to the nationality package is surprising. Accord- 
ing to government statistics, 45,800 im emigrated in 1988, 


ment has said it will seek to persuade Pe- 
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king to allow more than the 20 directly 


a middle-class elitist group. Leong and Lee 
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elected seats laid down in the Basic Law, 
but the Chinese have repeated their disap- 
proval. 

It is also uncertain whether people 
elected in 1995 will be allowed to stay 
beyond 1997 or whether they will have to 
be vetted by the Chinese. To replace the 
government-appointed members, the Chi- 
nese have devised an election committee 
consisting of 800 people who will select 10 
Legco members in 1997. 

The lack of meaningful elections in the 
past has thwarted the growth of political 
parties. Another deterrent is the Chinese 
Government's attitude. In 1986, then dep- 
uty director of the Chinese State Council’s 
Hongkong and Macau Affairs Office, Li 
Hou, said the Chinese Communist Party 
(CCP) would operate openly in Hongkong if 
party politics emerged. 


n spite of the oppressive political cli- 
LESS a number of political groups are 

gearing up to fight the elections. One 
liberal group, the United Democrats led by 
Legco member and lawyer Martin Lee, has 
put up 70 candidates for the March district 
board election. In the eyes of both the 
establishment and Peking, the United 
Democrats are marked down as trou- 
blemakers. 

The key members of the United Demo- 
crats also belong to the Hongkong Alliance 
in Support of the Patriotic Democratic 
Movement in China, an organisation 
branded as counter-revolutionary by Pe- 
king. The Alliance was involved in mobilis- 
ing anti-Peking demonstrations to protest 
against the crackdown of the pro-demo- 
cracy movement in China in the summer of 
1989. It is also known to have helped 
Chinese political dissidents to flee. 

The chairman of the Alliance is Legco 
member and primary school principal, 


|. pected to leave this year. 





42,000 in 1989 and 62,000 in 1990. Over 60,000 people are ex- 


. The main attraction of the British package is that, unlike 
require emigrants to satisfy 
. residence requirements, successful applicants to the British 
. scheme will get nationality for themselves and their immediate 
. families without having to leave Hongkong. | 

Tsang said one reason for the cool response was a misun- 
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Pro-democracy activists: ‘troublemakers.’ 





Szeto Wah. For tactical reasons Lee re- 
signed as Alliance vice-chairman to concen- 
trate on the United Democrats who are try- 
ing to steer away from mainland issues. 
After the 4 June massacre, Lee and Szeto 
were expelled from the Peking-appointed 
Basic Law Drafting Committee, a group re- 
sponsible for writing a mini constitution for 
post-1997 Hongkong. Both Lee and Szeto 
will stand for direct elections. 

One image problem of some pro-demo- 
cracy leaders is that they were perceived to 
have ulterior motives and thus were not 
genuinely concerned with working for the 
well-being of Hongkong. Since many of the 
leaders are middle-class professionals, the 
very people who are qualified to emigrate, 
there is a suspicion that some of them will 
not be around in 1997. 

Such perceived lack of commitment is 
not just levelled at the Democrats. Another 
fairly liberal group, the Hong Kong Demo- 
cratic Foundation, led by Legco member 
and doctor Leong Che-hung, is also seen as 





sponded by doubling the quota of Hongkong immi 


were working together to form a political 
party in 1989 but had to delay their plans 
after the 4 June massacre. The Alliance’s 
denunciation of the Chinese regime fright- 
ened off Leong and his staid establishment 
type members and the two groups parted 
company. Lacking in grassroot support, the 
Democratic Foundation is fielding only a 
handful of candidates in the district board 
elections. 

Like the liberals, the pro-business lobby 
has been trying for years to form a politi 
group. But preoccupation with making 
money, mutual jealousy and suspicion, 
and the reluctance to stick their necks out 
have made it hard for businessmen to or- 
ganise. Last November, the Liberal Demo- 
cratic Federation (LDF) was formed, headed 
by businessman and former Legco member 
Hu Fa-kuang. 

One of the most significant groups to 
watch is the CCP, not simply because its 
members are the future masters but be- 
cause they are the best organised. The CCP- 
controlled Hongkong Federation of Trade 
Unions (FTU) boasts of having 170,000 
members, though other unionists doubt 
this. 

Signs are emerging of an unholy alliance 
between the business lobby and the CCP. 
One rising star in the CCP camp is teacher 
Cheng Kai-nam, who is the chairman of the 
Hongkong Federation of Education Work- 
ers. Cheng has been assiduously courted 
by the LDF and will probably run against 
Lee in the Legco election. 

It is not clear how far the elections can 
alter the dynamics of the current political 
system, but the general feeling is that there 
will be very little room for dissenting 
voices. A large voter turnout, however, 
could send a strong signal to Peking and 
London that the Hongkong people want 
democracy. 8 Emily Lau 


to 10,000 a year, to be further doubled in 1994. In addition, a 
special annual quota of 12,000 visas in 1991-93 has been given to 
Hongkong employees of the colony's 800 US companies. — 
In order to persuade people to stay, the US visas are valid — 
until 2001. Since the visas only enable the emigrants to enter the - 
US but cannot provide protection if they stay in Hongkong, it is 
unlikely they will meet Hongkong people's requirement for for- - 


p derstanding arising from the Chinese translation of the scheme, 
. Which gives the impression that successful applicants have to go 
and live in Britain, a which has little appeal due to the 


eign nationality as an insurance against Chinese ill-treatment. 
China's hostile attitude to the British package is the crucial 
deterrent. Peking has denounced it as a ploy aimed at per- 


less than rosy economic opportunities in Britain. petuating colonial rule beyond 1997 and an unacceptable at- 
The favoured destinations are Canada, Australia and the US. tempt to internationalise the Hongkong issue. 


ids and the figure is expected to grow by 5% 









g to Australia last year was 17,589. 
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this year. The number 


The British Government has urged its allies to make similar 
nationalit offers to help anchor Hongkong people in the co- 
. lony. Some European countries have made limited offers in 
order to help their companies keep key local staff, but the US re- 


visas to Hongkong 
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. Chinese officials have warned that Hongkong Chinese who 
benefit would not be treated as British citizens and would not 
enjoy consular protection in the future Hongkong special ad- 
aaah region (SAR). To undermine the package further, 
Peking stipulated in the Basic Law, the SAR's mini-constitution, — 
that local people with right of abode in foreign countries cannot 
become principal SAR officials. 
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Traveller’s Tales 


ne of the main duties of Korean 

housewives in the winter months 

is to achieve a successful kimjang 

— the making of enough kimchi 
to last the family for the year. Tons of 
Chinese cabbage and all the other ingre- 
dients (radishes, spinach, cucumber, red 
chillies and the rest) are trucked in from 
the countryside and account for a large 
proportion of household budgets. The 
fiery, fermented result is the most charac- 
teristic of national dishes, as redolent of 
Korea as the pungent ngoc mam (fermented 
fish sauce) is of Vietnam. Koreans tend to 
judge strangers by their reaction to kimchi 
— if you dip your kimche in the soup to 
water down the hot chilli, your standing 
suffers. 

However important an ingredient kim- 
chi is in the Korean cuisine, I was surprised 
to learn from a cutting sent to me by Peter 
Weldon that outside Seoul there exists a 
whole museum devoted to the dish — it’s 
as if Kuala Lumpur had a satay museum or 
Washington an institute of the apple pie. It 
offers visitors a tour “with kimchi facilities” 
(whatever those may be) and promises to 
show them all about kimchi. Weldon has 
not visited the place but friends who've 
been had a single word for it: breath-tak- 
ing. 


Korea's restaurants are thus redolent of the 
essence of Korean life, but their menus can 
be highly characteristic too. Jake Aller sends 
a menu from the Airport Garden restaurant 
which features several variations on the 
noodle theme — Mixed Moodies with a 
Spicy Sauce, Cold Noodies, and Only 
Noodie plus a fascinating main course, 
Fumbling Broiled Loin Meet. 

Like Weldon, Korean linguist Sydney 
Seiler, sends a charming letter of apprecia- 
tion, and attaches a menu from a favourite 
Kalbi restaurant in  Pyongtaek City, 
Kyonggi province. This features some wild 
and wonderful dishes: Cow ribs, Roasted 
inside meat of the chest (could this be 
lungs?) Cow crotch meat, The Spinal 
Cord, Flesh Meat of Cow, Specific cud 
pouch, Maw, Roasted the small intestines, 
Stewed small intestines with vegetables 
and A coil of rope of a noodle. Sounds 


tough going. 


Last year Seoul's city authorities received 
many complaints from residents and tour- 
ists alike'ábout taxi drivers, who were rude 
and whose driving scared the living day- 
lights out of passengers. So the city fathers 
decided to take action and set up a com- 


plaint hotline (telephone number 777-5000, 
by the way) for the victims. Now the taxis 
carry a large notice on the inside of the rear 
door advising passengers of this facility. 
And what do they call it in English? 
Intercourse Discomfort Report Center. 
Straight up. I suppose some bureaucrat 
looked up the Korean for "traffic" in the 
dictionary and picked the wrong option. 


The Seoul Garden hotel advertised suc- 
culent soft-shelled crabs flown in from the 
US; trouble is, it put its foot in it: 


FOOT FIT FOR A TANG EMPEROR 
SOFT-SHELLED CRAB FROM CHESAPEAKE RAY 


— J 
Z 





Curious that the foot was claimed to 
be fit for a Tang emperor: why not one 


of Korea's illustrious imperial 


monarchs? 


past 


A headline from The Korea Herald — only im- 
moral advertising is permitted: 


Drug cos. banned from ethical 
medicine ads in news media 


Shopping in Seoul's Itaewon district, David 
Glass bought himself a pair of jeans sport- 
ing a colourful label which claimed that 
they were a pair of James Dean's cast-offs 
and would make him a better person: 
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Curious trade names department: Joe Bur- 
ney purchased a packet of Korean-made 
gum. The label was a real turn-off: 





Another weapon in the war against mos- 
quitoes, this from Korea: 


But if a good smell is what you want, G X. 
Lam has the answer. In his Seoul hotel 
room, together with the usual cakes of 
soap, packets of shampoo and so on, he 
found a very special “wash lotion for 
hygiene" with a very specific function: 


Wash Lotion 
for 
Hygiene 





It adds lustre to your cluster. u 
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SPACE WORLD, the world’s first space theme park, 
has now opened in Japan ... another NIPPON STEEL diversified activity . 





Tradition and Transition 


We live in a time of change, and NIPPON STEEL is 
changing with the times. Now, in an age of mounting expectations, 
NIPPON STEEL stands ready to serve the needs of people everywhere. 
Steel will continue to be our mainstay, as we use our historic strengths 
to advance into many diverse and exciting fields of endeavor. 
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Communications 





NIPPON STEEL 


Creating New Values for Industry 


Introducing AT&T EasyLink Services. 
A new AT&T business. 


In business, our need to communicate in 
the most efficient way never changes. Yet, 
how we communicate—how we see, bear 
and say things—is changing continually 
Thats why AT&T created AT&T EasyLink 
Services, a new business that integrates the 
AT&T Global Messaging Unit and Western 
Unions Business Services Division. 

By combining the strengths of these two 
enterprises, AT&T EasyLink Services can 
help you take advantage of the rapidly evolv- 
ing business communications environment. 
Electronic Mail, Electronic Data Interchange 
and Enhanced FAX from AT&T can help 
improve how your business communicates 
today. And ATsT EasyLink Services is 
working to bring you truly integrated voice, 
data, text and video messages. 


How to see, hear and say things you never cou 


So regardless of your companys size, 
scope or field, if you want to find out how 
you can send and receive messages better, 
AT&T EasyLink Services would like to talk 
with you. 

AT&T EasyLink Services. It does more 
than just improve how your business com- 
municates, it helps to transform the way 
you do business by allowing you to see, 
hear and say things you never could before. 








For more information, please call tbe 
AT&T EasyLink Pacific Regional Support Center 
in Hong Kong at 852-846-2800. In Europe, call tbe 
AT&T EasyLink European Regional Support Center 
in Brussels at 32-2-676-3737. In Canada, call 
1800 567-4672. In the US, call 1 800 321-6747. 
Or, call your AT&T Messaging Service Provider. 
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A , midst bicentennial megadoses of 
| Mozart, Hongkong Arts Festival 

, audiences earlier this month were 
! jolted awake in their armchairs by 

| series of startlingly avant garde composi- 
ions from East Asia. Many of the most dar- 
ing works were scored for traditional Asian 
instruments, rather than either conven- 
tional Western instruments or the electronic 





s Take, for i instance, Teizo Matsumura's 
duet for shinobue (transverse flute) and biwa 
(ore). ‘Costumed in traditional Japanese 
, performers Kohei Nishikawa and 
ke: Tahara of the Pro Musica Nipponia 
look staid and decorous. But the music be- 
lies the appearance: Nishikawa’s flute soars 
and. dives, rasps and subsides, then ab- 
ruptly shrills until the tone frays. It is not so 
much a melodic line as a sketchy summer 
lightning, fitfully illuminating the dense 
X matting of biwa chords. 
| Com with classical Western music, 
. the piece sounds tentative, inconclusive. It 
- is not meant to "go" anywhere, in the same 
| way as a purposeful symphony full of 
.. well-defined movements and distinctive 
i . themes. The duet bears many traits of 
_ the currently fashionable “static” or 
Medicum school of avant garde music: 
. repetiti ospective, almost medita- 



















: iher, the Asian instruments are or- 
c — wooden lutes and zithers, stringed 
jos" with heads of skin and pegs of 
e, flutes that are still unadorned lengths 
boo, minus the metal keys and 
f Western woodwinds. 

Jot just the instruments but also the in- 
mentalists come across more vividly 
their Western counterparts. Asian 
‘musical culture focuses on the immediacy 
| : ther than the abstract 






eee a "result, 3 $ nusic world i is increas- 


vant i rediscovers traditional Asian instruments 


ingly taking notice of Asian artists such as 
Pro Musica guru Minoru Miki or Hong- 
kong composers Richard Tsang and Chan 
Wing-wah. One of the more dramatic en- 
trants on the avant garde scene is Hunan- 
born Tan Dun, 33, who has been pursuing 
a music doctorate at Columbia University 
while writing works for such prestigious 
venues as the Lincoln Centre and the 
Guggenheim Museum. 

Such musicians are heirs to a tradition 
that dates back millennia. But, in recent 
centuries, East Asian musical culture has 
stagnated. From medieval times to the 

mid-20th century — precisely the era that 
Western music flourished — music in East 
Asia was relegated to strictly functional 
roles: to enliven theatrical performances, 
solemnify ceremonies and inspirit warriors. 
Or else, music was cultivated as a minor 
grace for self-improvement, to make brides 
more marriageable and literati more re- 
fined. 

The very conservativism of this long 
interlude, paradoxically, produced the 


performance-oriented Asian musical culture 
that modern composers now so prize. 
Asian musicians are hardly self-effacing 
about the mechanics of producing their 






MEDIA 





Given Hongkong’s time zone advan- 
tage and its matchless communication 
technology, the Gulf War was the talk of 
the town almost as soon as the first shots 
were fired. 

But the talk was not about the tragic 
blood-letting, nor about the strategic and 
political ramifications. Rather, punters 
were totting up their wins and losses in 
the betting pools that had built up over 
the question of when — or whether — 
the war would come. 


The scene was repeated throughout 


Asia. In Taiwan, the bets still run to mil- 
lions of dollars, except now the bookies 


have shifted to quoting odds on the war's _ 
endgame, rather than its kick-off. In Sin- - 
- Yet war news and images get dissemi- 


gapore, fishmongers and hawkers have 


equipped their stalls with mini-TV sets to - 


keep themselves and their clients abreast 
of the fighting. 
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sound. The listener is meant to hear the 
glide of the finger on the string, the chan- 
nelling of the airstream through the mouth- 
piece. 

Even the way musical notes are con- 
ceived is fundamentally different in Asian 
music, Hongkongs Chan Wing-wah is 
convinced. Notes are seen not just as 
abstract pitches whose harmonic inter- 
play defines the music. Instead, the "har- 
monies" are contained within each note it- 
self — in its attack and decay and the shift- 
ing play of overtones. 

Nishikawa elaborates: a conservatory- 

m instru mentalis he. says, 

aying tones that are 

"pure" and definitive — an ideal, singular 

way to play each note in a composition. In 

Japanese music, on the other hand, “we are 

taught that each note can be played in hun- 

dreds of ways,” he says. How many 

changes he can ring on a note is the mea- 
sure of a musician’s accomplishment. 

Technique is as central to musicianship 
in China as it is in Japan, Richard Tsang 
confirms. The Chinese canon includes vir- 
tually no composers who are known by 
name, he says, but plenty of legendary per- 
formers. Music is posed down in the 








| Zipless blood-lust 


Even Hongkong’s amply stocked elec- 
tronics shops soon ran out of hand-held 
TV sets. Corporate yuppies siezed upon 
the war as the occasion for yet another 
round of gadgetry one-upmanship. All 
over the downtown financial district, 
mini-screens lit up with colour views of 
tracer bullets streaking accross the Ara- 
bian night sky and planes silhouetted | 

gainst the desert sunset. — ^. 

. Nobody, it seems, can match 
Asians for enthusiastic citizenshi pin 
mediatronic Global Village. Far a 








away 
from the actual fighting, ; and without any 
special sympathy for any of the Gulf 
combatants, Hongkong. takes no more 
than a spectatorial interest in the contest. 


nated instantly in the compact, wired-up, 
plugged-in trade and information hubs of 
the Far East: | 
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master-disciple lineage, with its origins 
shrouded in anonymity. 

When it was first founded, 27 years ago, 
it was radical enough for the Pro Musica 
Nipponia just to juxtapose Japanese instru- 
ments against one another in an ensemble. 
As recently as the 19th century, according 
to Pro Musica shakuhachi (vertical flute) 
player Hiroshi Yonezawa, instruments 
were restricted by Edo government edict to 
certain classes of players: shakuhachi for Zen 
devotees, shinobue for Shinto worship, biwa 
to accompany bardic recitations, koto zither 
for versifying gentry and so forth. 

Even after the Edo period these distinc- 
tions persisted. The result was a largely 
solo or chamber tradition. Likewise in 
China, according to Tsang, instruments 
evolved into functional specialisations 
through centuries of usage in theatres, 
courts and scholarly salons. The most re- 
cent precedents for orchestral-scale ensem- 
bles date back over a thousand years, to 


T’ang Dynasty times. 


t took the Chinese Communist regime 

to first re-introduce the orchestra. The 

early ones, in the 1950s, were model- 

led on the “folksy” balalaika orches- 
tras of Peking’s Soviet mentors. The music 
was accordingly mawkish and jingoistic, a 
disingenuous imitation of Western roman- 
tic styles. 

A lot of this stuff is still being written, 
Chan adds. He has heard Chinese orches- 
tras perform such things as re-scored Mus- 
sorgsky or even a rendition of “The Yellow 
Rose of Texas.” The Pro Musica Nipponia, 
for its part, is not above playing what 


For us, it is all some sort of apocalyptic 
video game — a perception enhanced by 
the fascination of technology-besotted 
Asians for the swell new electronic 
gadgetry incorporated into all the latest 
weapon systems. The sideline betting on 
the war is just a natural corollary of the 
video-arcade mentality. 

Is this a tasteless "trivialisation" of a 
deadly serious business? Or has Asia, 
with its acclaimed penchant for trend- 
spotting, correctly read the Gulf War as 
a reversion to the “good old days” of 
feudalism? 

Back then, wars were fought at ap- 
pointed times and places among pro- 
fessionals warriors who were civilised 
enough to confine their killing to their 
own caste and leave civilians alone. Such 
was the conduct of war in much of Asia 
and Europe as late as the 18th century. 

These genteel rules began to erode 
when Napoleon started recruiting the 
peasantry to fight a "people's war." By 
the time the early aircraft began their in- 
discriminate bombing of whatever was 
beneath them, all distinction between the 
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sounds like lightweight film score material. 

A few East Asian composers, however, 
make skilful use of the grand scale of a 
symphony orchestra without sacrificing the 
human immediacy and performance values 
of East Asian instruments. Tsang goes in 
for long sostenutos, mingling the voices of 
the instruments into welling crescendos — 
great, chilly caverns of sound. Sketchy solo 
lines emerge fleetingly, like half-glimpsed 
cave paintings. 

Miki’s work is more rythmically tex- 
tured. His melodic imagination is so fertile 
that, in a piece like his "Four Seasons," it 
seems all he can do just to string his ideas 
together episodically, without any clear 
overall structure. 

Hongkong composer Doming Lam, on 





civilians and professional combatants 
was lost. 

Perhaps this dismal tide of mass-war- 
fare barbarism is at last beginning to ebb 
— at least if we are to believe the US 
claims that the latest bombers are capable 
of such precision that they seldom strike 
civilian targets. Like ancient Romans bet- 
ting on their gladiators, we can now sit in 
our living rooms and make odds on the 
fortunes of the professional warriors on 
our TV screens. 

Ultimately, we might get it down to 
the point where international issues are 
settled by a combat of robots and pilotless 
drones. Let them slug it out over the 
weekend in some remote Australian out- | 
back, while television personalities bring | 
us continual updates. 

So what is wrong with this picture? 
East Asia's remote-controlled and alien- 
ated blood-thirstiness seems somehow 
"zipless" — a term coined by American 
writer Erica Jong for those who longed 
for sex minus the accompanying emo- 
tional intensity and guilt. 

B N. Balakrishnan 
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Tan Dun: ‘dream’ instruments and shamanistic roots. 





the other hand, borrows structure from 
traditional dramatic forms like Chinese 
opera. He has scored one opera, “Dou E 
Yuan,” in an oratorio version that convine- 
ingly substitutes orchestral resonances for 
Stage action to generate dramatic momen- 
tum. Similarly, Lam’s composition “Au- 
tumn Execution,” uses the violin-like erh hu 
in an eerie imitation of vocal Chinese opera 
recitative. A gibbering crowd of such voices 
is as spooky as a midnight graveyard. 

Spirits also speak in another opera- 
oratorio, Tan Dun’s “Nine Songs,” which 
was performed at the Hongkong Arts Fes- 
tival. For the piece, Tan brought along an 
assortment of more than 70 specially 
created ceramic musical instruments — 
pipes, chimes, gongs, even stringed instru- 
ments — all of his own devising. 

Although hardly traditional, the design 
for these ceramics came to him in dreams, 
he says, that took as a starting point the in- 
struments described in the earliest annals 
of Chinese music. Likewise, the libretto 
for Tan's oratorio comes from the ritualistic 
songs of Qu Yuan (4th century BC) at the 
dawn of Chinese poetry, when Han culture 
was still close to its shamanistic roots. 

To enhance the “earthiness” of his com- 
position, Tan draws extensively on village 
material from his native Hunan. The 31- 
page tabloid-sized score of the work has to 
make use of expanded staves and specially 
devised numic notation to represent such 
exotic sounds as “gutteral fricatives,” 
falsetto screeds and susurrus “gossip.” 
The music is not just scored, but also 
choreographed — the movements of the 
musicians being an integral part of the per- 
formance, just as they were in the earliest 
recorded Chinese rituals. 

Is all this avant garde or an almost 
atavistic throw-back? A bit of each, says 
Tan, since modern music is now coming 
full circle and breaking out of its narrowly 
Western confines to rediscover its ethnic 
roots. And, with music as with trees, the 
deeper it is rooted, the higher it can grow. m 
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No nuts, no bolts 


Chinese Furniture by Craig Clunas. Bamboo 
Publishing, London. £24.95 (US$48.90). 


In the final lines of this lapidary study 
of Chinese furniture, Craig Clunas of 
the Victoria and Albert 
Museum in London 
states that a definitive ac- 
count of the subject can 
never be written. The problem, 
he says, lies both in the scanti- 
ness of the material and literary 
evidence at our disposal, and in 
the. difficulty of appreciating 
Chinese furniture in the context 
of traditional Chinese culture. 
For a start, there is no ready 
equivalent for the word “furni- 
ture” in the classical Chinese lexi- 
con. 

While no one knows when 
the first Chinese rose from his 
mat and dangled his legs from 
a chair, an early history speaks of one 
dissolute third-century emperor who 
favoured “barbarian beds” and “nomad 


seats” designed to fold up for easy 
transport. The elevated status con- 
ferred by a raised posture is reflect- 
ed in early Buddhist — hence foreign 
— representations of seated gods, and 






for unknown reasons the Chinese were 
the only Asian culture in pre-modern 
times to secularise this practice and deve- 
lop high furniture. Chairs and tables 
gained general acceptance in (China 
around the year 1000, but this was one 
Chinese fashion the long-squatting Japan- 
ese never adopted. 


Here’s looking at you 


Sex, Money and Morality: Prostitution and 
Tourism in Southeast Asia by Thanh-dam 
Truong. Zed Books, London. £32.95 (US$55). 
The Tourist Gaze: Leisure and Travel in 
Contemporary Societies by John Urry. Sage 
Publications, London. £9.95. 


Prostitution, that oldest of professions, 
as the cliche goes, is not as recent as mass 
tourism, but one of the two settings in 
which it flourishes is tourism. The other is 
war. R&R in Thailand for GIs from the Viet- 
nam War laid the groundwork for a tourist 
and prostitution boom. 

A Thai general worked out an R &R deal 
with the US Government, and his wife, as 
co-director of Tommy Tours, reaped a 
bonanza flying in the boys to the rapidly 
built hotels and bars stocked with poor 
peasant girls. The whole tourism and sex 
complex never looked back. 

Thanh-dam Truong’s detailed docu- 
mentation of this process in Thailand is not, 
however, the most interesting aspect of her 
book. In a sense we all know the story and 
its analogue in Manila. What is interesting 
is what she has to say about the morality of 
prostitution. 

First, she points out that prostitutes can 
range from child debt slaves subject to vio- 
lence and abuse, and women in bars who 


have good working relations with prop- 
rietors and reasonable control over their 
work, to independent high-class escorts. 
Since some prostitutes have better condi- 
tions than they would find elsewhere in the 
workforce, why, she argues, deny them 
the right to lucrative work? 

Her second argument demonstrates that 
moralism and restrictive laws put all pro- 
stitutes on the defensive and encourages 
abuse of them. Thai laws and Thai morality 
are especially hypocritical and oppressive in 
this regard. But she argues the issue is not 
one of individual sexual freedom a la “sex- 
ual liberationists.” It is a matter of prosti- 
tutes’ work being recognised as legitimate, 
and properly protected. Otherwise debt 
slavery, for example, is likely to flourish 
with its attendant violence under a guise of 
individual sexual freedom. 

Truong opens with a ponderous theore- 
tical discussion, and has a chapter on 
women and Buddhism that inexplicably ig- 
nores some of the best work on the subject. 
Hers is a book written in the dense style 
that seems de rigueur for followers of the 
not-so-late French philosopher Michel 
Foucault, whose discourses on sexuality 
and power have so enthralled radical intel- 
lectuals. 

“The Gaze” is the Foucaultian code 
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In traditional China, as in our own 
day, the status furniture conferred on the 
user depended not only on the form and 
decoration of the objects themselves, but 
also on their arrangement in the home 
and on the social standing of the owner. 
Furniture-making itself was never held in 
high esteem in China, and one eccentric 
late-Ming emperor's choice of carpentry as 
a hobby was recorded in the dynastic his- 
tory “with unspoken contempt.” 

The subtle distinc- 
tions of furniture con- 
noisseurship lie forever 

beyond our ken, Clunas be- 

lieves, but clues can be found in 

early book illustrations and the 
precious Ming and Qing "guides 
to elegant living." These aesthetic 
notebooks, written for insiders, 
often propounded ideals of taste 
that bear little relationship to ac- 
tual objects. 

A typical 17th-century treatise 
placed furniture in the context of 
moral and aesthetic discourse. 
One important distinction was 
made between “ancient” and 
“modern,” with “ancient” here re- 
ferring not to the chronological past but 
rather to a category of objects which were 
“morally ennobling" because they were 






word in the title of John Urry’s book. The 
idea is actually fairly simple, for all the 
high-powered theorising by which it is sur- 
rounded. What we, the tourists, think is 
worth seeing, worth “gazing” at, has been 
constructed for us by an evolving tourist in- 
dustry, which includes government au- 
thorities as much as private businesses. It 
means, if you've been to China and haven't 
seen the Great Wall, then you haven't been 
to China! 

What we consume increasingly are 
signs of sights, says Urry: "ideal represen- 
tations of the view in question that [people] 
internalise from postcards and guidebooks 
(and increasingly from TV programmes).” 
And the camera is the ubiquitous instru- 
ment for recording signs. 

In what he calls a post-modern world, 
almost anything can become an object of 
the tourist gaze, anything can become a 


Sonuis 





Premier tourist site. 
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ed ith the taste of the gentleman of 





A i ece of furniture made yesterday 
could be “antique” if it met certain criteria, 

xtension of the Chinese tradition 
wherein copies are not. despis ed a 
| but. rather cherished as reinc 
















Clunas has sleu ay through 
scores of sources 'estigative 
blueprint is quite as g as his con- 
dusions, several o ll holes ir 
some popular asst nese car- 

enters did use Blue m at times, — 

sort of moral superiority the a p t of 

_those who (they wished) worked exclu 
ely with “natural ingredients.” 

More intriguing i is notion: that. 

Chinese connoisseurs. preferred pure, 
sober, elegant hardwooc | fumiture to 


| "vulgar" lacquered or "highly carved 

pieces. Not only may the opposite be true, 
but there is evidence to suggest that in the 

. Ming and early Qing periods, fashionable 

"Chinese covered their hardwood beds, 
chairs and tables with textile drapes that 
were the principal object of decorative in- 
terest. These assumptions reveal more 
about deep-seated habits of European 
taste than actual Chinese ways. 

E Don Cohn 








. Sign. For example, the heritage industry in 
Britain has seen museums and heritage 
centres multiply, and tourists now even 


scramble over old worksites, the pits in- 


Wales and the remnants of early indus- 
trialism. What was work is now leisure. 
Ihe invention of the past, especially 
through collections of physical artefacts, 
has become a central part of the tourist in- 


dustry worldwide. In "futuristic" Hong- 


kong they are gathering the remnants of 
the past into local museums So that tourists 
can Lead upon “traditional” Hongkong. 








ism, such as seeing "real" hilltribes people 
in Thailand, and so on. And he quite 


tightly criticises snobby “travellers” who - 
spurn mere “tourists.” But his is a tedious 


text which gets carried away with fashiona- 
ble ideas of post-modernism, post-tourism 
 andt the like. Has Urry ever talked to people 








are doing? I doubt it. Just as one won- 
ww many prostitutes or their custom- 
ig talked 


ere is much to be leamed : about 
and prostitution in Asia and else- 
t fu 





at for a holiday idea? 
E Grant Evans 
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authenticity versus ined tenti in pa b. 


in Hawaiian shirts to see what they think - 


Uo . or market — 
er to the people to discover E 


Setting store by the state 
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Hunger and Public Action by Jean Dreze and 
Amartya Sen. Oxford University Press, Oxford. 
£27.50 (LIS$45). 


MAH HAHEHHAH Peer rr arr A e m t iA E PAN err ar a A a a ten rns 


Amid today's paeans to the free market 
and premature death knells for Lenin, this 
book comes as a welcome corrective. Draw- 
ing on a staggering number and variety of 
sources, Jean Dreze and Amartya Sen 
argue that "public action" — which they 
define as "not just what is done for the pub- 
lic by the state, but also what is done by the 
public for itself" — is essential to the fight 
against famine and chronic hunger. 

Famines, they say, are not acts of God 
or nature, but the result of massive, pre- 
ventable social failures. Most famines are 
caused by a steep drop in people's ability to 
buy food, not by a precipitous fall in the 
food supply. So creating large-scale public 
works programmes, as the Indian state 
of Maharashtra did during the 1970-73 
drought, for example, is often a more equit- 
able and efficient way of heading off starva- 
tion than "simply rushing food to the vic- 
tims." 

Comparing China and India, they point 
out that India has not had a major famine 
in nearly five decades even though its per- 
capita food production is not substantially 
higher than that of a century ago. This was 
thanks not to the inherent benevolence of 
the Indian state, the authors say, but to 
India's relatively open polity and press, 





^which have forced the government time 
and again to take quick action or risk los- 
ing its electoral mandate. As one Indian 


labourer put it: "They would let us die if 
they thought we would not make a noise 
about it." 

By contrast, the famine that accom- 
panied China's Great Leap Forward raged 


-on for three years without its being publicly 


admitted that such a thing was occurring; 


millions. died before the state took action. 





China, however, has clearly done a bet- 
ter job than India in combating endemic 


malnutrition and the higher infant morta- 


lity and lower life expectancy associated 


with it. Comparing India's death rate of 12 
per 1,000 with China's 7 per 1,000, Dreze 
and Sen calculate that India's higher death 


rate is responsible for an extra 3.9 million 
deaths each year. "India seems to manage 
to fill its cupboard with more skeletons 
every eight y years than China put there dur- 
ing its years of shame" between 1958 and 





. 1961, they soberly conclude. 


The debate over the best path to equita- 
ble economic development has all too often 
been reduced to a simple question — state 
and a simple yardstick, annual 
growth of gross national product. In 
analysing why countries like China, Costa 
Rica, and South Korea have impressively 
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pendable, and wasteful way of improv 







reduced infant mortality and increase: 
expectancy while Brazil, India, and 
have lagged behind despite steady - 
creases in national income, the authors 
issue with these simplications. 

Their book is full of aede of iy 
state intervention of the right kind 
helped the invisible hand of t 
erate more equitably and p 
net for the vulnerable poorest « 

Dreze and Sen argue that 

“an archetype of the fecundit 
ism,” has a lot in common wit 
which until recently was considere 
chetypal socialist state. While the 
hand of the Korean government i in di 
ing the nation's economy is startin 
be acknowledged in development ci 
today, other "socialist" tendencies of 
Korean state have received little atterit 

The wide-scale land reform of the 1€ 

“a long-standing and (in some way 
pioneering concern for the prevention of 
acute destitution,” the government's strong e 
commitment to education and to the pro- — 
motion of labour-intensive industri WEE 5 
stave off unemployment — all these gave — 
Korea “a rather unusual basis for equita we 
growth. " D 

As in China, it was public spending on. a 
social welfare programmes which helped to 




















































































tancy in South ce The difference te 
tween the two models i is that while China 





out waiting fora enal level of affluence,” E 
South Korea pursued general economic : 
growth before it became "active i in widely y 
disseminating the fruits of growth." Soi : 
Korean government expenditites- on | 
health, education, housing and socal see 
urity rose by 33% between 1978 and 1982, 
Brazil, a contrasting model of a oitalist. D 
development, went down the patt : 
amer opulence, ” going after 
growth “without paying any à 
the transformation of greate 
better living conditions" for th 
rity. D Dreze and Sen characterise t 
of levelopment as a “roundabe 




































the living standards of the poor. j 
This is an extremely rich book that cha 
lenges many of the common assumptior 
about development and international 
Written in a fluid and highly acc 
style, it ranges widely, tackling many iss 
that are at the centre — or shed de at 
centre — of the development deba 
cluding the role of industriali: 
der, agriculture, class and democr: 
central message is that while “ife } 
short and hard in much of the w 
of the time,” it no longer need be: 












audis plan string o 





































maar ert PSP Aa ul A ret in am ra s errem MN Mara ev E ta a tana 


“Co. (Saudi Aramco) to 
f refineries in East Asia, 


ie Saudis’ initial focus is on two coun- 
Japan, which is the world's second- 
biggest oil importer and is already the reci- 
jent of more than US$3 billion worth of 
Saudi crude a year, and South Korea, 
another major customer, whose consump- 
ion of key oil products is growing by more 
than 20% a year. 
A US$1.4 billion joint-venture refinery 
project has already been announced in 
South Korea, while a second project, in 
Japan, is expected to follow within the next 
» year. Further down the line, Singapore and 
Thailand are both under consideration as 
export platforms from which Saudi Aramco 


i economies of Southeast - 


: RL: 


ar ends will only inten- 
sif y this competition. 
. “Consuming nations 
are worried about security 
supply, while we're worried about sec- 
ity of demand," says a Saudi Aramco 
fficial in Riyadh. 

"The logic of the Saudi strategy is further 


brings horne how vulner- 
n-— or at the very least 
audi Arabia's existing refin- 
Meanwhile, the recession in 


` be exacerbated by the effects of the war, 
will further dampen demand for oil in the 








"would reach out to the other dynamic 


A major reason for the : ‘ dE 1 | m i M | 
Saudis’ wanting to build MM e WAKARIM ASHITA ASSA 
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^ Asian refineries 


reaction 


West, making the Saudis more dependent 
on Eastern markets. 

But these are not the only reasons for 
the strategy. Saudi Arabia has long been 
eager to make the shift from a crude-oil 
producer to a fully integrated international 
power in crude production, transport, re- 
fining and retailing. | 

The first step was taken almost three 
years ago, when Saudi Aramco bought half 
of Texaco’s US refining and retailing opera- 
tions, now operating under the name Star 
Enterprise. Saudi Aramco thus followed in 
the footsteps of Kuwait Petroleum Corp., 
whose Q8-brand service stations have be- 
come a major presence in Western Europe. 
Before Iraq's invasion, the Kuwaitis were 
negotiating to build a refinery in Thailand 
and were close to agreement with the 
Bangkok government. 

Saudi Aramco's first Asian move came 
late last year with the announcement of a 
US$1.4 billion, 50:50 joint venture in South 
Korea with Ssangyong Oil Refining Co. 
The original plan for the venture, which is 
to be called Han Saudi Refining Co., envis- 
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aged the building of a 200,000 barrel per 
day (bpd) refinery serving both export and 
domestic markets. However, this has run 
into opposition from two directions. 

South Korean Government officials feel 
the project has jumped the gun on their 
cautious liberalisation programme for the 


domestic oil sector. And the country's ^ 


other refiners, claiming that Ssangyong has 
gained an unfair commercial advantage in 
securing preferentially priced Saudi crude, 
are attempting either to scupper the deal or 
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carve out shares for themselves. «— ^. 

In the face of this opposition, Saudi 
Aramco and Ssangyong have adopted a 
fall-back proposal. Under this plan — 
which retains the US$1.4 billion price tag, 
according to sources in both companies — 
the Saudis would acquire 50% of Ssang- 
yong's existing refinery in Onsan. As a re- 
sult of expansion, the plant's rated capacity 
is 160,000 bpd, though industry sources es- 
timate it can actually process closer to 
200,000 bpd. | 

In addition, the joint-venture company 
would build new upgrading capacity, con- 
sisting of a hydrocracker with a desul- 
phurising unit and a residuals. cracker. 
These are sophisticated facilities which turn 
heavy fuel oils and other less valuable frac- 
tions of the oil barrel into more profitable 
diesel fuel, heating oil and kerosene. 

The Saudi Aramco official in Riyadh said 
his company was confident of a positive 
response from the South Korean Govern- 
ment. And a Ssangyong executive told the 
REVIEW that approval — which he said 
would have to come from "the highest 

. levels of government" — 
. was expected some time 
<in the first half of the 
year. Both said the joint 
venture retained its hopes 
order 
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Kuwait and Saudi Arabian governments 
each have a 10% stake in the firm, with the 
remainder held by Japanese institutional in- 
vestors. Before the disruption caused by 
Iraq's invasion of Kuwait, Arabian Oil was 
Japan’s largest oil producer (most other Ja- 
panese oil companies are refiners and mar- 
keters). The firm’s concession in the neutral 
zone between Saudi Arabia and Kuwait 
produced almost 200,000 bpd — about half 
of the mere 10% of Japanese oil imports 
that was supplied by Japanese-owned wells. 

The company halted operations in the 
concession area after Iraq's invasion, re- 
moving what equipment it could to the 
relatively safer confines of Saudi Arabia. 
(And a good thing, too. Its small refinery 
and storage tanks were reported to have 
taken missile hits during the recent fighting 
around the Saudi border town 
of Khafji.) 

Arabian Oil is keen to ex- 
tend its production rights in the 
area, which expire in 2000. And 
there, according to Japanese 
oil-industry observers, may lie 
the makings of a deal: an ex- 
tension for Arabian Oil in ex- 
change for a beachhead in 
Japan's refining sector for 
Saudi Aramco. If an agreeable 
price can be negotiated, these 
sources say, the Saudis may 
take up to a 50% stake in Fuji 
Oil. Such a link would also 
help the debt-plagued Kyodo 
Oil group raise capital to over- 
haul its antiquated refineries. 

The Fuji Oil option appears to have 
superseded the possibility of a deal with 
Nippon Oil as the Saudis’ most likely route 
into Japan. A Nippon Oil official said that, 
while the prospect of an assured crude sup- 
ply from the Saudis made them an attrac- 
tive joint-venture partner, “no Japanese 
company is keen to give up downstream 
market share if they can help it.” As the 
strongest company in the Japanese oil sec- 
tor, both in financial terms and market 
share, Nippon Oil might be too expensive a 
partner even for Saudi Arabia. 

Until recently, the chief stumbling block 
to increased foreign participation in Japan's 
oil sector had been government policy. 
When Saudi Oil Minister Hisham Nazer vi- 
sited Tokyo early last year, officials at the 
Ministry of International Trade and Indus- 
try (Miti) laid down several conditions for 
Saudi entry: 
> A new entrant should not disrupt the 
continuing rationalisation of the industry. 
In effect, this meant the Saudis would have 
to purchase market share from an existing 
refiner, rather than set up a new company 
to compete with those already in business. 
> The Saudis should guarantee crude-oil 
supply, even in the event of market disrup- 
tion. 

» In line with Japan's goal of increasing 
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the amount of overseas oil production con- 
trolled by its own companies, Japanese 
firms should be granted increased explora- 
tion and production rights in Saudi Arabia. 

The first and second points raised few 
problems with Saudi officials. Unlike 
Kuwait, which has demanded 10095 own- 
ership of its offshore refining and market- 
ing activities, Saudi Aramco prefers joint- 
venture operations. "We don't want to go 
into a market and take control," said an ad- 
viser to the Saudi oil minister. "Our policy 
is to take advantage of the strengths of local 
partners, offering a stable supply source in 
return." 

The third condition was more problema- 
tic. The main thrust of Saudi policy for the 
past 15-20 years has been to reclaim control 
of its resources from the foreign oil majors 





which once produced and owned most of 
Saudi Arabia’s oil. 

Fortunately for the Saudis, Tokyo offi- 
cials are now backing off from the demand 
for an upstream stake, according to indus- 
try sources. One reason for the rethink is 
the Gulf conflict. 

The war's vivid illustration of the dan- 
gers to oil production in the Middle East 
has made direct Japanese ownership of oil 
resources in that region rather less alluring 
than before. Tokyo appears to believe that a 
better way to assure energy security would 
be to increase domestic refining capacity 
and seek guarantees of crude-oil supplies 
from major producing nations. 

A second factor is Miti officials’ in- 
creased confidence that Japan would be 
better served by a more efficient oil sector. 
The result of several decades of rigid con- 
trols on prices, import and export policy, 
and refinery capacity has been to create 
companies dependent on government pro- 
tection for their survival. “Most of these 
companies are like Third World nations 
— they've got massive debts and inept 
managements," says a Japanese oil econo- 
mist. 

A cautious deregulation process has 
been under way since 1987 (REVIEW, 9 Aug. 
'90). Steps already taken include automatic 


FAR EASTERN ECONOMIC REVIEW 


approval for new upgrading facilities at re- 
fineries, decontrol of petrol production 
quotas and lifting of the limits on construc- 
tion of new petrol stations. 

There remains on the books a single, 
major lever. Each refiner is strictly limited 
as to how much crude oil it may process. 
After the Iraqi invasion of Kuwait, how- 
ever, the authorities temporarily lifted the 
limits, permitting oil companies to import 
and process more crude. 

This temporary dispensation had no 
noticeable harmful effects. Most analysts 
now feel the government will stick to its 
target of March 1993 for the elimination of 
throughput controls — a commitment that 
had previously been in doubt. 

One senior oil company planner cau- 
tions, however: "The government will 
never achieve complete laissez- 
faire in its oil-industry policy, 
given the sector's importance 
to national security." He points 
out that even with the lifting of 
throughput controls, the gov- 
ernment will still be able to 
control industry capacity via a 
requirement — still in effect — 
that primary refining capacity 
expansion needs prior ap- 
proval. 

As part of Saudi Aramco's 
drive to become a more verti- 
cally integrated company, it is 
keen to increase its own refin- 
ing capacity. Its current Saudi- 
based capacity is 1.7 million 
bpd — no mean figure, but re- 
latively small compared to crude produc- 
tion of about 8 million bpd at present. 

Rather than building new refineries in 
Saudi Arabia, the company would prefer to 
put them where the markets are. For one 
thing, it is cheaper to ship crude than re- 
fined product. This is because crude is less 
volatile and easier to ship. Profit margins 
from product sales are also about 20% high- 
er than from the sale of crude oil. The goal 
— a rather ambitious one at that — is to es- 
tablish 3 million bpd in overseas refining 
assets. 

Asia is only part of a wider strategy in 
this regard. Saudi officials have also held 
talks in recent months with refining com- 
panies in the US, Germany, France and 
Greece, and are studying potential invest- 
ments in Eastern Europe. 

In Asia, at least, the Saudi preference for 
the joint-venture approach makes a virtue 
of necessity. Few governments in the re- 
gion give up much control of their domestic 
oil industries. In fact, only South Korea, 
Japan and Thailand have private-sector re- 
fining and marketing companies. (Singa- 
pore and Hongkong are too small to count 
for much in market terms.) In Taiwan, In- 
donesia, China and Malaysia, state-owned 
firms control the entire sector, offering little 
opportunity for foreign participation. — 
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BORROWINGS 


Hongkong tightens lending to Philippines 
Bank discrimination 


By Jonathan Friedland in Hongkong 


ongkong banks’ non-trade-related 
H lending to customers in the Philip- 
pines has been brought to a virtual 
halt by new reserve requirements imposed 
by the Hongkong Government. The move 
has sparked complaints of unfair discrimi- 
nation from a handful of Hongkong finan- 
cial institutions with investments in the 
Philippines. 
The reserve requirements, effective from 
31 December 1990, force Hongkong-au- 
thorised banks and deposit-taking com- 
panies (DTCs) to make an automatic 38-58% 
provision against all outstanding loans to 
the Philippines, except for short-term, self- 
liquidating trade credits. Hongkong reg- 
ulators say the new credit rules are aimed 
at reducing banks’ currency and transfer 
risk on lending to the Philippines, which 
has been suffering an acute foreign- 


exchange shortage. 

The provisions are 
demanded regardless of 
whether a loan is 
sovereign or private, sec- 
ured or unsecured, per- 
forming or non-perform- 
ing. Interbank lending by 
Hongkong institutions 
to their Manila counter- 
parts, of which there is 
now relatively little, is 


also subject to the 
charge. 
According to bankers, 


Hongkong financial in- 
stitutions have an expo- 
sure of roughly US$500 
milion to Philippine customers. Most 
of this is in the form of routine trade 
credit which is unaffected by the new 
provisions, and is held largely by the nine 





Cuisia: rejected. 


DTCs and branch offices in the territory 
that are directly affiliated to Filipino banks. 
Exposure has fallen sharply since 1983, 
when Manila first had difficulty servicing 
its external debt, and has been on a down- 
ward trend since the December 1989 coup 
attempt. 

Despite the modest impact,of the re- 
quirements in aggregate 
financial terms, Hong- 
kong institutions with re- 
latively large exposure to 
the Philippines say they 
are concerned about the 
indiscriminate nature of 
the rules. The provisions 
amount to a de facto 
financial embargo," says 
Ricardo Pascua, chair- 
man of First Pacific Bank, 
Hongkong's sixth-largest 
bank. 


Pascua, whose bank 
has about HK$100 mil- 
lion (US$12.8 million) 
outstanding in loans to 
customers in the Philip- 
pines, out of a HK$6.5 billion loan book, 
contends that the move will further restrict 
the already slumping Hongkong manufac- 
turing and property investment in the 


VNHS NVOHONW 





POLICIES 


Saigon dream zone 


To help pull Vietnam's economy out of 
the nosedive brought on in part by sharp 
cuts in aid from the Soviet Union, Ho Chi 
Minh City is planning to establish the 
country's first export-processing zone. 
The city hopes to create jobs, introduce 
new technology and bring in badly 
needed foreign currency, according to Le 
Van Cu, deputy executive director of the 
Saigon Export-Processing Zone. 

City officials especially want to bring 
in foreign factories to manufacture con- 
sumer-electronics goods, textiles, shoes, 
toys and plastic products. Cu estimates 
that the cost of developing the 60-ha site 
located on a rubber plantation about 19 
km from the city centre, at roughly 
US$5 million. He says the zone has 
applied for a loan from the Vietnamese 
State Bank to build internal roads and to 
run electricity and water lines on a 10-ha 
pilot plot. 

The push is on in Vietnam to bring in 
foreign investment because Moscow last 
year cut back drastically on aid and other 
strategic inputs to the country. But many 
Vietnamese economists and foreign busi- 
nessmen are sceptical that the project will 
get off the ground. 


“It’s a dream,” a foreign banker says. 
“They need a lot of money to develop 
roads, electricity and ports, and they 
need encouraging regulations to attract 
investors." 

Previous attempts to establish export- 
processing zones in the port city of 
Haiphong in northern Vietnam, Danang 
in central Vietnam and in Dong Nai pro- 
vince north of Ho Chi Minh City col- 
lapsed because of a lack of interested in- 
vestors. A project to establish an 800-ha 
export-processing zone in Ho Chi Minh 
City along the Saigon River failed to get 
off the ground because government offi- 
cials could not find the US$100 million re- 
quired to develop the zone's infrastruc- 
ture and to resettle thousands of resi- 
dents living in the area. 

Cu admits that the biggest disadvan- 
tage facing the current zone is its distance 
— 21 km — from Saigon port. But he 
points out that it is located just off High- 
way One, the countrys main north- 
south artery, and other roads built by the 
US in the Vietnam War that would link 
the zone to the port. 

A serious shortage of electricity in Ho 
Chi Minh City during the dry season 
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could also pose problems for foreign in- 
dustries in the zone. Electricity to many 
parts of the city was cut three days a 
week during the first half of 1990 because 
of low-water levels at the Soviet-built Tri 
An Dam. 

Nonetheless, city officials are drafting 
regulations to govern the zone in the 
hope of luring foreign investors. Cu says 
the city wants to offer foreign companies 
duty-free imports of raw materials and 
exports of finished products, a four-year 
tax holiday and a minimum monthly 
wage of less than US$50 for their employ- 
ees. It also hopes to obtain Hanoi's ap- 
proval for the reduction of tenants’ in- 
come tax to 10-15%, down from 10-25% 
in the country’s 1987 foreign-investment 
law, and to reduce the tax on the repatri- 
ation of profits to 5%, compared with 10- 
15% for other investors. 

Since September 1990, the zone has 
received 40 foreign delegations from 
Japan, South Korea, Thailand, Hong- 
kong, Malaysia, Indonesia, Italy and 
France, of which 10 have shown “serious 
interest,” according to Cu. Scansia, a 
joint Norwegian-British company based 
in Malaysia, has already reserved 6,000 
m? to build a factory to produce wood 
furniture and bamboo and rattan pro- 
ducts. 

City officials hope to get final approval 
for their regulations from the Council of 
Ministers in March. m Murray Hiebert 
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country. He also argues that it will jeopar- 
dise Manila’s privatisation programme. “It 
is going to be really difficult to syndicate 
debt in Hongkong when banks are forced 
to take an automatic 38% charge,” he says. 

In mid-December, Pascua led unsuc- 
cessful efforts to get the new lending rules 
postponed, pending talks between the 
Hongkong and Manila governments. 
Philippine Central Bank governor Jose 
Cuisia wrote to Anthony Nicolle, Hong- 
kong’s banking commissioner, on 26 De- 
cember requesting a deferral. Manila also 
made representations to the British Gov- 
ernment, the ultimate authority in Hong- 
kong. 

Filipino bankers say the new rules were 
particularly unfair because they took effect 
just as Manila was agreeing to a tough IMF 
austerity programme. “The emergency we 
saw in November and December is not as 
bad any more,” says Francis Sebastian, di- 
rector of First Metro International Invest- 
ment, a Hongkong DTC affiliated with 
Metrobank in Manila. “Dollars are flowing 
back in.” 


icolle rejected Cuisia’s request on 5 

January, saying there was a need to 

safeguard depositors’ money be- 
cause of the Philippine economy’s deterio- 
ration. Hongkong’s regulatory stance, he 
added, was consistent with widely ac- 
cepted principles on cross-border risk 
adopted by the Bank of England in 1987. 
These are encapsulated in a matrix which 
grades debt according to 16 weighted fac- 
tors. 

“It was not something that we just pull- 
ed out of a hat," Nicolle told the REVIEW. 
“This was just the first time that the Philip- 
pines woke up to the fact that they had fall- 
en into the Bank of England's provisionable 
category.” Nicolle also maintains that banks 
and DTCs were given sufficient warning to 
enable them to bring in cash to cover the 
provisions or move assets out of the terri- 
tory before 31 December. 

Indeed, the territory's bigger banks do 
not appear too worried. A spokesman for 
the Hongkong & Shanghai Banking Corp., 
which lends pesos in the Philippines and 
has numerous offshore Filipino customers, 
said the rules will “have no significant effect 
on our activities.” 

Aside from the socialist nations of Indo- 
china and North Korea, the Philippines is 
the only Asian country to fall into Hong- 
kong’s provisionable category. China does 
not, even though in 1989 and 1990 it had 
some difficulties repaying its share of debt 
on joint-venture projects to Hongkong 
banks and DTCs. Nor, at the moment, does 
India, though like the Philippines its ba- 
lance of payments deteriorated sharply 
during 1990. Unlike the Philippines, how- 
ever, neither country has rescheduled its 
sovereign debt or at any point declared a 
formal moratorium on payments. 7 
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INVISIBLE HAND 


Shy bloc builder 


A plan for the Bank of Japan (BOJ) to host a meeting of regional central bankers in 
Tokyo on 22 February is being treated by the Japanese central bank as though it 
were a state secret. Bank officials cringe when asked whose initiative is behind the 
meeting and declare it to be a purely "spontaneous and informal" gathering. It is 
nothing of the sort. There are already various informal channels through which 
Asian central banks can exchange views from time to time. 

What the BOJ apparently intends is to create a new forum through which it can 
confer periodically — annually at first — with the central banks of Thailand, Malaysia, 
Singapore, Indonesia, the Philippines, Australia, New Zealand and South Korea. 

According to some sources, what the BOJ has in mind ultimately is developing 
something akin to an Asian version of the European-dominated Bank for Interna- 
tional Settlements in Basel, Switzerland. China could eventually be included to form 
a group of 10. 

The membership of the proposed new Asian central bankers' forum happens to 
be similar to that of the East Asian Economic Grouping, which Malaysia recently 
proposed, but with the addition of Australasia. Even if Japan rejects the idea of 
excluding the US from regional economic 
cooperation, it appears to have a different 
view when it comes to financial coopera- 
tion. 

To what extent all this reflects the 
personal stamp of the BOJ's assertive (by 
current Japanese standards) governor 
Yasushi Mieno is not clear. But the extreme 
reticence of the BOJ to talk about the Tokyo 
meeting in itself invites speculation over 
what prompts such sensitivity. The most 
fruitful line of inquiry here is to look at re- 
cent trends outside Asia. 

These include: the near collapse of 
the Gatt Uruguay Round; the strengthen- 
ing of the EC; the mooted extension of 
the US-Canada Free Trade Agreement 
into a trade zone of all the Americas. 
These set Malaysia off on the tack of 
structuring an East Asian economic group- 
ing. 

Japan has too much to lose by support- 
ing this idea, at the expense of jeopardising 
its access to North American and Euro- 
pean markets, but it cannot ignore the 
writing on the wall in the international currency arena. Europe is moving quickly to- 
wards a European Currency Unit, and a possible North American Currency Unit 
could ultimately evolve into an All-American Currency Unit. So why not a Yen- 
Asian Currency Unit? 

Japanese businessmen may well oppose the idea of Japan's Asian neighbours 
shifting their currencies on to a yen standard instead of a dollar standard, because 
their huge offshore investments in Asia benefit from being linked to a declining dol- 
lar. But the Japanese central bank needs to respond to other pressures. 

Among these is the increasing need for central banks throughout Southeast 
Asia to be able to hold yen reserves to hedge against their yen liabilities. This need in- 
creases daily as Japan continues to make huge volumes of concessional and commer- 
cial-rate yen loans to Southeast Asia. It can only accelerate as Japan resumes loans 
to China. 

The other issue is how long can Japan, the world's largest aid donor, go on 
pumping two-thirds of its official assistance into Asia (and involving its commercial 
banking system in these countries) without having more influence over their finan- 
cial systems. m Anthony Rowley 
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IF YOU SPECIALISE IN FINANCE, SHOULDN'T 
YOUR INFORMATION SOURCE DO THE SAME? 


n today’s financial world, a profit can turn into 
| a loss in a matter of seconds. Which is why 
your screen gets your undivided attention. 

At ‘Telerate, we've given our undivided 
attention to the world’s financial markets. As 
a pioneer of electronic real-time information 
systems, Telerate reports prices, news, plus in- 
depth commentary and analysis for market movers. 
24 hours a day. 

To help you react to a changing financial 
world, you can access comprehensive coverage of 
any financial instrument worldwide. 

In addition, Telerate adds value with so- 
phisticated computer-based analytical tools that 
allow you to perform: extensive calculations and 
manipulate live market data. The result: a clear, 
well-informed view of the market — as it happens. 

We're also developing future generations 
of transaction services which will allow traders 
to electronically execute transactions, 24 hours 
a day. 

Fast and accurate financial information is 
uppermost in your mind all the time. Choose 
the company that thinks the same way. 





LTELERATE' 


The Financial 
Information Network 





Offices: Tokyo Tel: 506-0555, Hong Kong Tel: 521-3686, Singapore Tel: 223-0136, Seoul Tel: 390-3659, Taipei Tel: 757-8888, Kaohsiung Tel: 282-3803, 
Sydney Tel: 267-5500, | Melbourne Tel: 650-3488, Brisbane Tel: 221-7255, Adelaide Tel: 231-0684, Perth Tel: 481-0144, Wellington Tel: 852-516, 
Auckland Tel: 370-905, Manila Tel: 816-2436, Bangkok Tel: 236-6788, Jakarta Tel: 21-345-191, Kuala Lumpur Tel: 238-4777, Bombay Tel: 245-5383 
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If your business is expanding into new banking, trade finance and capital investment 
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m High volume log production. 


= A means of harvesting valuable 
but inaccessible timber. 


= Sensitive to environmental concerns. 





Do you have areas of valuable timber that can't be logged with 
tractors or cable systems? Do costly roads prevent accessibility to 
these areas? 


Consider helicopter logging as your answer to a productive method 
of selective timber harvesting. 





SENS eR deca ha ee ME MB c Bc 
COLUMBIA HELICOPTERS IS THE WORLD LEADER IN 
HELICOPTER LOGGING WITH 20 YEARS EXPERIENCE 


For more information on helicopter logging, please contact: 
Tom H. Cook, Forestry Department 


(9 COLUMBIA HELICOPTERS, INC. 


P.O. Box 3500, 

Portland, OR 97208 

Phone (503) 678-1222, 657-1111 
Fax (503) 678-5841, Telex 36-0307 





PROJECTS 


China set to launch Indonesian satellite 


Rocket diplomacy 


By Adam Schwarz in Jakarta 


ndonesia looks certain to choose 

China’s Long March rocket for hoisting 

its newest satellite into space, according 
to analysts. The decision, expected this 
month, would be a setback to US and Euro- 
pean companies and give China an impor- 
tant foothold into Southeast Asia's largest 
satellite system. It could also fuel trade fric- 
tion between Washington and Peking. 

Indonesia's telephone monopoly, Pe- 
rumtel, and China Great Wall Industrial 
Corp., the Chinese satellite-launching com- 
pany, are holding final talks, analysts say. 
Several issues, such as price, insurance and 
financing, have yet to be resolved. 

During a July visit to Peking, Suharto 
promised to promote cooperation between 
China's satellite-launching business and In- 
donesia's Palapa satellite programme. With 
Suharto's blessing on the link-up, it would 
be politically embarrassing to give the con- 
tract to any other company, analysts say. 
Indonesia and China resumed diplomatic 
relations in August after a 22-year absence. 

Suharto's involvement has complicated 
matters for Perumtel, which has dealt ex- 
clusively with McDonnell Douglas Corp. of 
the US on earlier launches. Palapa, which 
started up in 1976, has two satellites in 
orbit, each possessing 24 transponders, or 
channels. The newest satellite, the B-4, will 
add another 24 channels to the Palapa sys- 
tem. 

Originally, the new satellite was to be 
launched in January 1992. But California- 
based Hughes Aircraft, which will supply 
the satellite, needs 16-18 months to adjust 
its satellite to launch-vehicle specifications. 
For Indonesia to make a projected launch 
date of July 1992, a rocket must be desig- 
nated by mid-February. 

With numerous technical issues still un- 
resolved, that schedule may be optimistic. 
Liu Guosheng, first secretary at the Chi- 
nese Embassy in Jakarta, says an Indonesia 
team will travel to China for further nego- 
tiations, probably before the end of this 
month. 

Analysts caution that drawing ` out 
negotiations would be a setback for the 
Palapa programme. Indonesia is the re- 
gional leader in satellite-transmission ser- 
vices, and the country should have its 
48 satellite channels fully booked by year- 
end. But delays in adding new capacity, 
one analyst warns, would hurt Indonesia by 
encouraging other competitors to join the 
field. 
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In addition to China Great Wall Indus- 
trial, three other companies have bid to 
launch the B-4 satellite: McDonnell Dou- 
glas, General Dynamics Corp. of the US and 
Arianespace, a French consortium. 

Analysts say the launching contract for 
the B-4 satellite could cause trade friction 
between the US and China. In the past, US 
officials have accused the Chinese of offer- 
ing satellite launches at below fair-market 
prices, an allegation which could resurface 
if China gets the nod to launch the B-4 
satellite. 

Details on China Great Wall Industrial's 
bid are sketchy, but analysts say it has of- 
fered a launch price of about US$30-35 mil- 
lion. McDonnell Douglas' initial offer is be- 
lieved to be US$47 million. 

The US and China signed an agreement 





Technicians prepare a Long March rocket. 


in 1989 binding both sides to price satellite 
launches according to international prices. 
When the agreement was signed, China 
Great Wall Industrial had already con- 
tracted to put into orbit two satellites for 
Aussat, an Australian communications 
company, at about US$25 million a launch. 
One satellite is scheduled for launching this 
year, while the other is to be put into orbit 
in 1992. 

Soon after the US-China agreement 
went into effect, China Great Wall Indus- 
trial won another contract to launch Arab- 
sat, a satellite sponsored by the Arab 
League. The price for the launch, which is 
expected this year, is estimated at US$25-30 
million. 

"It is our position that [Peking] has not 
been true to the spirit [of the Chinese-US 
agreement],” says Robert Cowls, general 
manager for McDonnell Douglas Commer- 
cial Delta Inc., which markets satellite 
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launching for McDonnell Douglas. Cowls 
says the US would have sufficient grounds 
to lodge a complaint if China Great Wall In- 
dustrial has offered terms for the B-4 satel- 
lite launch similar to terms it offered to 
Arabsat. 

The US-Chinese agreement does not 
offer specific remedies for non-compliance. 
But one possible tool available to the US is 
its control of technology transfer. If China 
Great Wall Industrial is awarded the B-4 
satellite launch, the US Government would 
have to issue an export licence before 
Hughes could ship its satellite to China's 
launch site. Pricing complaints could hold 
up the export licence, analysts say. 

More directly, a resolution pending 
in the US House of Representatives calls 
for a ban on exports of US satellites in- 
tended for launch by China. That resolu- 
tion would likely be vetoed even if passed, 
but it may garner new support if the B-4 
satellite launch gave rise to new allegations 
of unfair pricing by China Great Wall In- 
dustrial. 

Analysts say a Chinese launch of the 
B-4 satellite would add US$4.5-5 million to 
launch costs. Since technology transfer to 
China is restricted, US security agents 
would have to guard the Hughes satellite 
before launching. It would also cost 
Hughes more to ship, insure and monitor a 
launch in China. 

In addition, a satellite launched by 
China Great Wall Industrial is likely to have 
a shorter lifespan than those put into orbit 
by competitors since its launch site is 
farther from the equator. McDonnell Dou- 
glas launches its rockets from Cape Caner- 
val, Florida, while Arianespace uses a 
launching facility in French Guiana. That 
means more fuel is used up in bringing the 
satellite to a geosynchronous orbit over the 
equator, which in turn shortens the time 
the satellite can stay aloft. 

"[McDonnell Douglas' Delta rocket] will 
allow Hughes' satellite to operate for 11 
years," Cowls says. Other analysts say a 
Chinese launch would keep the satellite in 
orbit for only about nine years. The differ- 
ence could mean lost revenue of US$20-30 
million, assuming Indonesia can lease each 
channel for about US$1 million. Chinese of- 
ficials were not available for comment on 
this point. 

A final issue concerns financing for the 
launch. According to Perumtel officials, In- 
donesia plans to pay China in goods for 
part or all of the Long March launch costs. 
The selection and costing of commodities to 
be used as payment are "the main technical 
issues still to be resolved" according to the 
Chinese Embassy's Liu. 

Items most likely to be used in any bar- 
ter arrangement would include oil, gas, 
plywood and fertiliser, analysts say. But 
the use of barter could delay negotiations 
and obscure the actual cost of the B-4 satel- 
lite's launch to Indonesia, they say. * 
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Controversy surrounds Malaysian turbine purchases 


Power politics 


By Doug Tsuruoka in Kuala Lumpur 


alaysia’s parliament has engaged 
Me a fierce debate regarding the 

plans of electricity supplier Tenaga 
Nasional to purchase seven gas turbines 
from abroad for a total cost of almost M$1 
billion (US$370 million). The controversy 
focuses on a letter purportedly sent by a 
group of Tenaga engineers to Prime Minis- 
ter Datuk Seri Mahathir Mohamad in Nov- 
ember. The letter alleges that the cost of the 
generators was inflated and that public ten- 
ders for the contract were rigged in favour 
of Asea Brown Boveri (ABB), a Swedish- 
Swiss firm which got the contract. 

The engineers claim that the power 
shortage used by Tenaga to justify the pur- 
chase of the equipment has been exagger- 
ated. They add that it is largely the fault of 
equipment failures and shoddy repairs car- 
. ried out by certain contractors on the sys- 
tem’s existing generators. 

Cheaper generators, which would be 
able to meet the country’s power needs 
until 1995, are available from other foreign 
suppliers, say the engineers. And they say 
this point was ignored by senior officials at 
the former National Electricity Board, 
which was corporatised and renamed 
Tenaga Nasional in September last year. 

Mahathir has not publicly responded to 
the letter, copies of which were sent to 
Finance Minister Datuk Paduka Daim 
Zainuddin and Education Minister Datuk 
Seri Anwar Ibrahim. Energy, Telecom- 
munications and Post Minister Datuk Seri 
S. Samy Vellu has denounced the letter as 
bogus, saying it was written by a disgrun- 
tled contractor and not by Tenaga Nasional 
engineers. 

Differing copies of the letter were recent- 
ly circulated in Malaysia's parliament. 
Some were sent by a group of anonymous 
Tenaga engineers and others were alleged- 
ly signed by a director of Tata (Malaysia) In- 
dustries, a subsidiary of the Indian con- 
glomerate which has worked for the Malay- 
sian Government. Parliament has debated 
the authenticity of the letter and the ques- 
tion of how the turbines were purchased. 

The REVIEW understands that the origi- 
nal letter to Mahathir was signed "Ten," by 
a group identifying themselves only as the 
"Concerned Engineers of Tenaga Nasional 
Berhad." The group says its efforts to put 
the system on a sounder footing have been 
rebuffed repeatedly by Tenaga's senior 
management, leading it to make a direct 
appeal to the prime minister. 
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One opposition backbencher in parlia- 
ment, Kua Kia Soong of Petaling Jaya, has 
called for a criminal investigation into the 
matter and has pointed out alleged con- 
tradictions in the energy minister's version 
of how the turbines were purchased from 
ABB. 

Some ruling party officials fear the con- 
troversy could jeopardise the nation’s entire 
privatisation programme, according to reli- 
able sources. The officials are believed to 
support efforts to open an official inquiry. 
Samy Vellu insists his ministry acted prop- 
erly: the extra generators are needed to 
meet the nation’s electricity needs in the 
next decade, he says. 

Reliable sources say there is strong evi- 
dence to suggest that the purchase was, at 
best, ill-advised. The seven gas-powered 
turbines which Tenaga agreed to purchase 
from ABB in October for M$985 million, are 
officially said to have a combined generat- 
ing capacity of 793 MW. This will increase 





Mahathir: no public response. 


the country’s overall generating ability to 
more than 5,850 MW, sources say. 

Samy Vellu was originally quoted in the 
domestic press as saying the generators 
would cost M$700 million. The 41% in- 
crease on the original figure is puzzling 
some analysts, since they are known to 
have been built already for an Indonesian 
cient and only became available after the 
buyer backed out. 

The turbines sold by ABB have a lower 
individual generating capacity than other 
available models, raising questions as to 
why they were so expensive. Opposition 
politicians and some engineers argue that 
the turbines have a combined output of 
only 740 MW and not the 793 MW claimed 
by the government. 
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Samy Vellu has attributed the price in- 
crease to strong worldwide demand for 
power generators. This view, however, is 
not supported by industry trends. The Sep- 
tember-October 1990 issue of the trade pub- 
lication Gas Turbine World reports that the 
Korea Electric Power Corp. (Kepco), recent- 
ly awarded General Electric of the US, a 
US$200 million contract for gas-steam tur- 
bines with a combined generating capacity 
of 932 MW. 

Opposition politicians note that the 
M$540 million cost is nearly half that of the 
turbines to be bought from ABB. When the 
matter was raised in parliament, Samy 
Vellu said the generators bought by the 
South Koreans were "prototypes" and that 
Malaysia required "turnkey" equipment 
which could be operated immediately. 

In actual fact, the gas-steam turbines 

produced by General Electric have been av- 
ailable on the market since 1987, and that 
the order from the South Korean company 
was the second placed with the US maker 
for this type of product. Kepco had made 
more than one order for the machines, rul- 
ing out the possibility that they were pro- 
totypes. 
Samy Vellu defends the award to ABB 
because it was the only supplier which sub- 
mitted proper specifications following a 
public tender. He also stresses that ABB 
was the only supplier prepared to deliver 
operable machines within the stipulated 12- 
month time span. The other bidders for the 
contract included Mitsui/GEC-Alsthom, a Ja- 
panese-European venture and other con- 
cerns. 


ompany correspondence, however, 
shows that Mitsui/GEC-Alsthom was 


only informed of the "urgent deliv- 
ery period" after the official tender period 
closed last year. ABB, by comparison, was 
allowed to submit an unusual post-tender 
offer promising delivery within 12 months, 
which was quickly accepted by Tenaga. 
This occurred despite the fact that the other 
tenderers later submitted similar delivery 
schedules after being informed of the new 
requirement. 

While the glith may have arisen 
through a misunderstanding in the tender- 
ing process, opposition politicians allege 
that Mitsui/GEC-Alsthom's bid was actually 
iower than the ABB proposal when factors 
such as the cost of installation are taken into 
account. Samy Vellu also admitted under 
parliamentary questioning that he visited 
the offices of ABB in Zurich in May last year 
to discuss the turbine purchase. He also 
confirmed a similar visit to London-based 
GEC-Alsthom in December 1989, before the 
tender was released in February of last 
year. 

Samy Vellu counters that he saved the 
government M$167 million in awarding the 
contract to ABB, since the others quoted 
higher prices for what he says were less 
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Sophisticated machines. He also says his 
visits to the companies involved were done 
with cabinet approval. 

Apart from allegations that Tenaga paid 
too much for the extra generating capacity, 
the turbine purchase appears inconsistent 
with Tenaga’s own estimates of the nation’s 
power needs in 1991-95. Sources say a 
review of projected demand for this period 
conducted by Tenaga, shows that Malay- 
sia's existing turbine network is sufficient to 
meet the country’s maximum power needs 
over the next five years. This assumes the 
network is fully operational and that hyd- 
roelectric power projects, already ap- 
proved, come on stream as planned. 


hese projections show that generat- 
i ing capacity is expected to exceed 
maximum demand comfortably for 
the entire period — without the use of the 
seven extra generators. Maximum demand 
is expected to rise from 3,300 MW in Sep- 
tember 1990 to about 4,900 MW by August 
1995, well below the current system's 
operating capacity of over 5,120 MW, en- 
gineers say. The government says Tenaga's 
current generating capacity is 4,650 MW. 
Even if demand is much higher than ex- 
pected, sources claim, Tenaga's total gen- 
erating needs could be met by the addition 
of only four turbines with a combined 
generating capacity of about 400 MW. 

The engineers also note that current de- 
mand on the national power grid is only 
about 3,500 MW, compared with a generat- 
ing capacity of more than 5,850 MW if the 
seven generators are added. Hence, the en- 
gineers argue, "the government must ask 
why the management has deemed it neces- 
sary to install more plant when the system 
does not require it." 

The government says the increase in 
projected demand can be explained by the 
fact that demand has been rising by 12-1395 
annually since the mid-1980s, compared 
with an increase of only 7-8% a year pro- 
jected by the then National Electricity Board 
earlier in the decade. Allegations that local 
generating capacity is sufficient also appear 
to contradict reports of power shortages at 
industrial sites last year. 

But there is evidence to suggest that 
such shortfalls were the result of break- 
downs in existing machinery. Tenaga's cri- 
tics say the problem was compounded by 
equipment failures beginning in 1989 at the 
Paka Power Station in Terengganu and at 
another large plant in Port Kelang near 
Kuala Lumpur. Both the Paka and Port 
Kelang plants are new, but have never 
operated at full capacity, Tenaga's critics 
say. 
arse shutdowns at the Paka station al- 
legedly arose after a faulty generator was 
kept running and required a diversion of 
electricity from the national power grid be- 
tween April and November of last year. 
The widely reported diversion cost the then 
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National Electricity Board an extra M$35 
milion. Samy Vellu blames the malfunc- 
tions at Paka on Japan's Mitsui & Co., 
which built the power station, and says the 
government plans to seek M$12 million in 
damages from the company. 





Other problems have appeared in the 


boiler tubes at Tenaga’s plants in Perai, | 
Penang and Port Dickson, Negri Sembilan. | 


The engineers charge that the problems at | 
these stations were played down by utility 

officials fearful that the true extent of the 

negligence would be uncovered. In the case - 
of Perai and Port Dickson, critics allege the | 
repairs were carried out by Tetracon, a 
firm which is said to have made substan- 
dard repairs at these stations. Other firms, 
allegedly tied to former Tenaga officials, are 
said to have carried out poor-quality re- 


pairs. Samy Vellu denies that the repairs | 


were carried out improperly. 


Opposition politicians daim the pur- | 


chase of seven new gas turbines and other 
capital equipment will cost the utility 
roughly M$4 billion in total, further swel- 
ling Tenaga's debts. As of April 1990, the 
then National Electricity Board had borrow- 
ings totalling M$4 billion. The power 
supplier announced last November that it 


was tendering a M$1 billion loan led by | 


Bank Bumiputra and Malayan Banking 


Corp. which is believed to be tied to the tur- | 


bine purchase. It also plans to invest M$11 
billion over the next 10 years to expand its 
total generating capacity to about 10,000 | 





MW, the company says. | 

The company has told parliament that it | 
had a net income of M$750 million in 1989, | 
up from M$725.8 million a year earlier. | 
Samy Vellu says Tenaga posted a pre-tax 
profit of M$950 million in the first eight 
months of 1990, its final period as a govern- 
ment entity. No turnover figures were 
given. 

Even if the allegations of poor planning 
and excessive spending by Tenaga prove 
only partly correct, this could severely | 
hamper government plans to privatise the 
utility, some analysts say. Tenaga plans to 
make its first public offering later this year 
and the issue is expected to defray part of 
the cost of its expansion. But investor con- | 
fidence could be badly shaken if its debts 


were to grow too rapidly, according to 


some analysts. 
The public could also be forced to pay 


for Tenaga’s mounting expenses in the | 


form of higher electricity costs. Tenaga, 
which has admitted suffering operating 
losses of M$400 million over the past three 
months because of rising oil prices, says it 


may soon be forced to increase power | 


charges for consumers and commercial 
users. This is unlikely to be welcomed by 
consumers, some of whom suspect they 
are being forced to absorb the cost of 
Tenaga's capital spending in addition to the 
higher operating costs dictated by the rising 





price of oil. a 
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“Look after this 
planet, it’s the only 
one we have” 


A personal message 
from HRH The Duke of Edinburgh, 
WWE International President. 








Acid rain. The pollution of 
soils, lakes and rivers. The 
imminent extinction of species. 
The destruction of tropical forests. 
All these have been headline news 
for many years. 

But they’re only the tip ofan 
iceberg. Put them all together and 
add in the stories which never 
make the news, and you begin to 
see the hammering the world is 
taking from its huge and ever 
growing human population. 

This hammering is cumulative. 
Every new case is added to the 
damage that has already been 
done, so that we are constantly 
accelerating the process of 
destruction. 


Our life-support system 


All life on earth is inter. 
connected, dependent upon the 
physical processes taking place in 
the atmosphere and the oceans. 

This natural system is our life 
support system, and if we damage 
any part of it we are putting our 
Own survival at risk. 

The purpose of WWF - the 
World Wide Fund for Nature — and 
all the other nature conservation 
bodies, is to limit any further 
serious damage and to restore the 
balance between man and his 
natural environment. Please take 
an interest in the health of our 
planet, itis the only one we have. 
Write for further information to 
WWF International, CH-1196 
Gland, Switzerland. 


WWF 
World Wide Fund For Nature 
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Hongkong’s unit trust industry faces shake-out 





By Michael Taylor in Hongkong 


vat pe pho emma de dis, T ET aE 
ongkong/s unit trust managers face 
H= times in 1991. The industry, 
which was already entering a cycli- 
cal decline early last year, has seen the 
flow of new money dry up in the past few 
months as investors hang back because of 
the uncertainties caused by the Gulf War. 

The results will include a sharp decline 
in the number of unit trusts, a consolida- 
tion among fund managers, and a restruc- 
turing of the personal finance business in 
Hongkong. 

The extraordinary diversity of the terri- 
tory’s unit trust industry, which embraces 
both the largest international funds and a 
host of small local funds, ought to have 
cushioned the blow. But a combination of 
circumstances, ranging from the Gulf War 
and the recession in Britain to the spectacu- 
lar collapses in Asian stockmarkets in 1990, 
has left every part of the industry suffering. 

The real size of the business, and its im- 
portance to Hongkong as a financial centre, 
is difficult to determine. On paper, it looks 
enormous, with 936 funds authorised for 
sale in Hongkong at the beginning of 1991. 
But “less than 20% of them are domiciled 
here,” says Deborah Glass, manager of 
unit trusts for the territory's Securities and 
Futures Commission (SFC). 

“Is an absurd situation,” says Nigel 
Tulloch, chief executive of Wardley Invest- 
ment Services. “There are more than 900 
funds authorised for sale in Hongkong, 
compared to about 1,400 in Britain. So at 
first sight, one might think there’s a sub- 
stantial demand for the product. But in 
truth there isn’t. There are probably less 
than 40,000 unit holders in Hongkong.” 

Moreover, fewer than half those au- 
thorised funds are actively marketed in 
Hongkong. If membership of the Hong- 
kong Unit Trust Association (HKUTA) can be 
taken as a guide, 452 funds are marketed in 
Hongkong, representing about US$18 bil- 
lion. Of the rest, most are probably Euro- 
pean-domiciled funds, or funds authorised 
but never launched. 

But complementing the diversity of 
Hongkong/s unit trust industry are the ills 
afflicting it. At the most basic level there is 
a cyclical downturn in the industry's busi- 
ness cycle. Well before the Iraqi occupation 
of Kuwait, Hongkong was oversupplied 
with funds. HKUTA figures show that the 
average size of its members’ unit trusts 
reached a peak of nearly US$56 million in 
December 1989, and fell to around US$36 





Sinking funds 


million by December 1990. 

That figure is not likely to grow fast, if 
the performance of unit trusts invested in 
regional markets is any guide. The median 
loss for Singapore-Malaysian equity funds 
in 1990 was 14.5%. For South Korean funds 
the average capital loss was 22.8%, and for 
the Philippines it was 58.3%. Indonesian 
funds lost an average of 27.6%, while Thai- 
land funds dropped 23.6%. 

There also has been an absolute decline 
in the value of funds under management 
since the Iraqi occupation of Kuwait on 2 
August 1990, due to both the drop in value 
of the underlying securities and to invest- 
ors’ withdrawals from the funds. HKUTA 
figures show the absolute amount of funds 
under management declining since the out- 
break of the Gulf War on 15 January. 

In addition, Britain’s economic plight is 
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affecting the industry because Hongkong 
owes at least part of its pre-eminence as a 
regional financial centre to its British con- 
nection. Britain’s continuing recession has 
squeezed British unit holders out of the 
market, with the industry now in the 
throes of rationalisation. 

These problems are exacerbated by the 
economics of the industry. Unit trust com- 
panies make a large part of their profits 
from new money coming into their funds. 
Entry fees of 5-7% of the sums invested are 
typically split between the fund manager 
and the financial intermediary. On top of 
that there is an annual management fee — 
usually a meagre 1-2%. 

When business is growing, this arrange- 
ment is lucrative. The amount of money 
managed by the industry has grown from 
around US$8 billion at the end of 1987 
(when the HKUTA started counting), to 
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around US$21 billion at the middle of last 
year. But when, as now, very little new 
money is coming into unit trusts, income 
from front-end fees dwindles and manage- 
ment fees alone are rarely enough to gener- 
ate profits for the management company. 

The result is that even the territory's 
largest unit trust businesses are watching 
their revenues shrink. Wardley Investment 
Management, owned by Hongkong & 
Shanghai Banking Corp., enjoys the 
strongest retail presence in the territory. Yet 
it started the year with only US$143.6 mil- 
lion under management. With annual 
charges averaging only 1.5%, Wardley's 
unit trust arm will have to limp by this year 
on US$2.2 million in management income, 
plus whatever small front-end income is 
generated by the few hardy investors still 
entering funds. 

The tale is similar at Scimitar Asset Man- 
agement — the fund management arm of 
Standard Chartered Bank. At the beginning 
of the year it had a total of US$153.9 million 
under management, though only US$68.8 
million of that is in equity funds. The rest 
— US$85.1 million — is in money funds, 
which earn Scimitar only a 1% annual man- 
agement fee. If no significant new money 
comes in for management, management 
fees for the year will total less than US$2 
million. 

Other large companies will suffer as 
well. Thornton Management's US$215 mil- 
lion under management will generate fees 
of around US$3 million, which will have to 
be spread around 22 funds, including an ar- 
chipelago of small, mainly Asian, funds. 
And Credit Lyonnais, with only US$16.1 
million in its authorised unit trusts, wil 
~~ perhaps only US$250,000 in annua 
ees. 

But it is among the locally domiciled 
smaller companies that the greatest restruc 
turing will be seen. CEF Investment Man 
agement has only US$72.3 million t 
spread around its 18 funds. Its annual man 
agement charges average 1.5%, so total in 
come from unit trusts this year may comi 
to just over US$1 million. 

The immediate effect is that companie 
are slashing non-essential costs. "We've no 
a lot coming in, but there's not much goin; 
out either," said one fund manager. Adver 
tising has been decimated, with the month 
ly total unit trust outlay falling from HK$ 
million (US$385,000) a month to aroun 
HK$250,000 around a month. 

For large unit trusts, such measures ma 
be enough to allow them to weather th 
storm. However, Hongkong’s funds ten 
to be small: only 28 Hongkong-authorise 
funds contain more than US$100 millior 
and these account for two-thirds of tt 
US$18.2 billion total in funds represente 
by the HKUTA. 

It is at the small end of the market th 
the lack of new money will be most keen 
felt, not least because the environment th 
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trusts to grow into big 

exists. Nearly 12% of the 

J¥A-represented funds have at- 

~US$1 million or less. "There are 

nany unit trusts with only four or five in- 
> vestors," says Tulloch. 

' This makes for problems not just for the 
management companies, but also for in- 
vestors. There is no hard and fast rule 
about how much a unit trust can shrink be- 
fore it becomes unviable — it depends on 

. what it is investing in. Still, a unit trust of 

.. US$1 million or less is probably too small. 

< At the beginning of the year, 46 of the 

| | HKUTA’s 452 funds fell into that category. 

_.. For the investor, the odds are weighted 
against a small fund, because the fund has 

fo carry certain fixed costs. Typically, a unit 

trust will bear not just the manager's an- 
nual fee, but also stamp duties, taxes, com- 
missions and foreign-exchange fees; listing 

- fees and the cost of publishing prices; 

~~ fees for auditors, lawyers, registrars and 

< trustees; printing fees for the accounts and 
reports; and the costs of marketing the 

2o fund, € 

Most of these charges are scaled accord- 

ing to the size of the fund. But some, such 

- vas the listing fees and the price-publication 

=; €osts, are fixed. For a tiny fund, even initial 

— marketing costs — typically US$50,000 — 

remain a drag on performance even when 
amortised over the first five years of the 
fund's life. 

When a fund shrinks to a certain size, 
the investor who has kept his money in the 
fund in the hope that prices will recover is 
likely to be wasting his time. When neither 
the fund manager nor the investor can 
make money from the fund, it is likely to be 

either merged or liquidated. Instances of 

both are on the increase. 
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c( Yince January 1990, 40 of the 127 

Wa funds de-authorised in Hongkong 

A have been merged into existing 

funds. Most of these were very small, 

as were the 17 funds which were liquidat- 

. "ed. Most of the other de-authorisations 
involved funds which were never launch- 

© ed, or had never been marketed in the 

. territory. 

. . CEF Investment Management (CEP), a 
joint venture of Cheung Kong (Holdings) 
and Canadian Imperial Bank of Commerce, 

merged half a dozen funds last year. Dun- 
can Mount, managing director of CEF, said: 

“We will merge more this year. The invest- 

‘may get a better fund; he'll certainly get 

igger one.” As well as merging CEF's 

own unit trusts, Mount may also go shop- 
ing for funds to merge with. "We could 
indle more money because we have the 


do it," he says. 
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ers between funds belonging 


are expected to grow. 

Connaught Investments (Ci) in January 
liquidated three unviably small funds, after 
being unable to sell the management con- 
tracts for them. CI is in some ways atypical, 
since it is a small company straddled awk- 
wardly between the fund management and 
financial. intermediary businesses: while 
unit trusts bear the Connaught name, man- 
agement of those funds is subcontracted to 
larger fund managers. At the end of 1990, 
CI had just US$24.7 million in nine au- 
thorised funds, giving it an annual revenue 
of about US$500,000. 

CTs liquidations neatly illustrate both the 
pressures in the market, and the restructur- 
ing of Hongkong's personal financial ser- 
vices business. Late last year, Invesco MIM 
Asia — which manages some of Crs funds 
— proposed to raise its management fee on 
three of the smallest funds. ci balked at this 
as being damaging to the rest of its personal 
finance business, at which Invesco MIM 
Asia decided to give up the management 
contract. . 

Cl unsuccessfully looked for another 
manager. “If they were uneconomic for 
MIM, they would be uneconomic for 
everyone,” one fund manager said. ci then 
proposed to the SFC that the funds should 
be de-authorised, following which ct would 
manage them in-house. The srC turned 
down the plan. Mergers between the funds 
were impossible as they had nothing in 
common: they covered gold markets and 
European and Japanese equities. In the 


end, they had to be liquidated, and what | | 
remained of the money was returned to in- | 


vestors. 

Still, other parts of the fund manage- 
ment business continue to prosper. At the 
institutional level, several managers report 
that derivative funds such as warrants and 
options funds are enjoying a resurgence of 
interest from large international institu- 
tions. And at the personal finance end, the 
focus of marketing has changed to pension 
funds, school funds, and savings plans. 
"The fund management industry will end 
up split between the very big firms, and 
small firms serving particular needs," said 
Richard Wastcoat, marketing director of 
Fidelity International Investment Manage- 
ment. | 

In Hongkong, the restructuring has al- 
ready begun. In 1990, the territory gained 
162 funds, with 273 authorised and 111 de- 
authorised. But most of the authorisations 
came in the first half of 1990, and the trend 
has since reversed. In January this year, 16 
funds were de-authorised, while only three 
new funds were approved. 

Does it matter? The src’s Glass says that 
integrated financial institutions are still 
looking at Hongkong as a regional base. 


"We aren't concerned just with being a 
fund management centre, we are talking 


about the health of Hongkong as a financial 
centre." E 
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POLICIES 


Critics say economic plan will sap Tauvan 


Rich in six years 





By Julian Baum in Taipei 


fter barely a month of discussion 

among ministers, Taiwan's Execu- 

tive Yuan (or cabinet) has endorsed 
a massive six-year economic plan intended 
to upgrade dramatically the island’s infra- 
structure. If approved by parliament, the 
plan would involve a total outlay of NT$8.2 
trillion (US$303 billion) and would increase 
public spending from an annual average of 
24% of GNP in 1985-90 to more than half in 
1991-96, based on an assumed growth rate 
of 7% a year. 

Premier Hau Pei-tsun, who announced 
the masterplan six months ago, says it will 
lead Taiwan into the ranks of the top 20 
countries in terms of per capita income by 
the year 2000. With per capita income of 
US$7,990, Taiwan currently ranks 25th. The 
government projects per capita income will 
rise to US$13,975 by 1996. 

The government has operated on four- 
year planning cycles in the past, officials 
say, but the proposed economic blueprint 
is the first attempt at a comprehensive 
approach to national development. Shirley 
Kuo, director of the Council for Economic 
Planning and Development (CEPD) which 
drafted the plan, says it aims at balanced 
growth and a more decentralised economy. 
She says the economic model for the draft 
published in December 1990 assumed an- 
nual economic growth of 7%, inflation of 
3.5% and unemployment of 2.1% during 
most of the planning period. 

Government planners expect the plan 
will stimulate economic growth. Last year, 
GNP growth slipped to 5.2%, the lowest 
since 1982. Infrastructure problems, high la- 
bour costs, environmental degradation and 
urban overcrowding led to a decline in pri- 
vate investment of almost 10% last year. 
There was also an increase in the outmigra- 
tion of middle-class professionals. 

Critics say the proposal attempts to ac- 
complish too much and is too costly. Plan- 
ning and implementation of public projects 
have been a weak point of the ruling 
Kuomintang, they say, and the six-year 
plan is an impulsive attempt to solve all of 
Taiwan's problems at once. 

“No one can say for sure if this plan is 
feasible,” says Ma Kai of the Chung-Hua 
Institute for Economic Research, who pre- 
pared one of several critiques for Premier 
Hau. “We think this is too ambitious and 
the scale too big. Many things need to be 
more carefully considered.” 

Nonetheless, there has been less debate 
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about the content of the plan than about its 
financing. The CEPD's Kuo, a former finance 
minister, estimates that total private sav- 
ings will be at least NT$11 trillion in the 
planning period, leaving ample room for 
the government and private sector to raise 
funds. 

Kuo defends the cost of the plan by 
pointing out that 60% of the big projects 
have already been approved. But eco- 
nomists note that this is the first time that 
government infrastructure spending has 
been aggregated and they are shocked at 
the sum. 

The cEPD initially called for raising 
NT$6.5 trillion of the construction costs 
through government bond issues, more 
than 3596 of which would be backed by rev- 
enue-generating projects. At the beginning 
of this year, outstanding bond issues were 
equal to only 3.476 of GNP, 
one of the lowest rates 
among industrial countries. 
According to the CEPD, the 
plan's financing would re- 
quire additional government 
bond issues equivalent to 
25% of GNP by 1996. But 
some economists argue that 
the amount issued will be 
even higher. 

The CEPD has since scaled 
back the bond issues to 
only NT$3.5 trillion, requir- 
ing the government to float 
more than NT$500 billion 
for each of the next six 
years. Private participation in 
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urban-development projects is expected 
to account for at least NT$1 trillion, and 
the privatisation of 20 state enterprises 
is projected to raise an additional NT$1 
trillion. The balance could be paid for 
with higher taxes and other borrowing, 
and Kuo has said it will not be necessary to 
tap Taiwan's massive foreign-exchange 
reserves. 

Independent economists are worried 
that government bond issues of the mag- 
nitude required by the six-year plan will 
crowd out the private sector's ability to raise 
funds needed to finance the upgrading of 
industry. Furthermore, the government 
has been operating on a deficit budget for 
many years. The Ministry of Finance plans 
to raise at least NT$250 billion in the fiscal 
year to 30 June 1992 to cover the shortage in 
the government's operating expenses. 

Taiwanese now realise the economy 
needs major restructuring, says Guo Jiann- 
jong of the Insitute for National Policy Re- 
search. "The question is should we rely on 
the state mechanism or use private enter- 
prise and the market to do the job?" 

Compared with the Japanese model in 
which the state organises and coordinates 
the private sector, Guo says, the role of the 
Taiwanese Government in the six-year plan 
is too dominant. This could ruin private in- 
centive and create a dependency relation- 
ship that would make it difficult for Taiwan 
to catch up with Japan or other advanced 
countries. 

Some of the envisaged 779 projects have 
already received approval, such as seven 
highways, a mass-transit system for five 
cities and a rail link expected to reduce 
travel time between Taipei and Kaohsiung 
to 93 minutes from four-and-a-half hours. 
The economic blueprint also calls for power 
facilities to be expanded to include new 
coal-burning plants that will double coal 
consumption. 

A controversial fourth nuclear power 
plant is not specifically mentioned in 
the plan, but officials say it is included. 
The plan also calls for greater reliance 
on liquefied natural gas to reduce Taiwan's 
dependence on imported oil, though 
state-run Taiwan Power has 
been reluctant to shift to the 
fuel for electricity genera- 
tion. 

One main feature is a 
plan for 18 regional-develop- 
ment areas with their own 
industrial bases, residential 
communities and other pub- 
lic facilities. This is the first 
time the government has 
proposed a comprehensive 
remedy for the skewed dis- 
tribution of the country's 
population, which is over- 
burdening transport and 
housing in Taipei and 
Kaohsiung. e 
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That trader to join bourse’s top 10 


Vote for Premier 


By Paul Handley in Bangkok 
Thai family conglomerate will next 


month emerge from the shadows to 

become one of the country’s top 10 
listed companies by market capitalisation. 
Premier Enterprise Co., a distribution and 
manufacturing branch of the low-profile 
Osathanugrah clan’s grouping, is looking 
to raise Baht 600 million (US$23.9 million) 
to reduce its gearing after a year-long ac- 
quisition spree. 

Premier Enterprise, known as Premier 
Supplies until a pre-listing reorganisation 
last year, has a domestic and foreign mar- 
keting network that makes it one of the 
country’s largest trading groups, with in- 
terests ranging from car sales to big-ticket 
construction projects. Consolidated turn- 
over is projected at Baht 7.2 billion in 1991, 





Thailand's Premier Group 





and is expected to grow within two years to 
Baht 11.8 billion. 

This confident prognosis accounts for a 
per-share flotation price regarded by some 
analysts as expensive, given the subdued 
sentiment on the Securities Exchange of 
Thailand (SET). At Baht 160 each, the shares 
represent a prospective 1991 price-earnings 
multiple of 16-17 times, a significant pre- 
mium to the prospective SET average of 
about 10 times and to that of other compar- 
able conglomerates. 

Premier is increasing capital from Baht 
460 million to Baht 500 million by floating 4 
million shares (or 8% of the enlarged 
equity) at par Baht 10 in the first week of 
March. An additional 1 million existing 
shares are being privately placed. Delays in 
dealing with the SET prevented the group 
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cashing in on pre-August 1990 market 
buoyancy. Estimates are that an earlier flo- 
tation of the same tranche of shares could 
have raised more than Baht 1 billion. 

The money is to be used to build the 
company's working capital base and to 
pay for acquisitions made from Osathanug- 
rah family businesses. The flotation should 
reduce the company's debt:equity ratio to 
about 2.6:1, from nearly 7:1 at end-1990. 
However, the leasing side of its business 
makes a high gearing unavoidable, says the 
company. 

The president of the Premier group is 
Vichien Phongsathorn, the 34-year-old son- 
indaw of the late Suvit Osathanugrah. 
Suvit represented the third generation in 
Thailand of the ethnic Chinese family 
which started Osotsapha Co., a post-war 
importer and distributor of pharmaceutical 
products which is now one of the country’s 
leading producers of medicines. 

In 1974, Suvit Osathanugrah and his 
brother Seri established Premier Supplies to 
handle the leasing business of General Fi- 
nance and Securities, the cornerstone of the 
family's General Finance group. Over the 
next few years, Premier Supplies was built 
into a large trading house, handling tex- 
tiles, foods and other goods. 

Suvit's death in 1980, and financial dif- 
ficulties in ensuing years, led to an initial 
1985 reorganisation of family interests 
which established the matrix of three differ- 
ent branches of which Premier was one. 
The other two, better-known groupings 
that have emerged are the GF Holdings fi- 
nancial services group, which has several 
listed arms, and the private Osotsapha 
(Teck Heng Yoo) family operation. 

Premier began preparing for a listing in 
1989. Despite his own family connection, 
Vichien is largely credited with turning 
over the company to independent manage- 
ment. A first step in boosting the group's 
image was the recruitment as chairman of 
former central-bank governor Snoh Una- 
kul, who has the experience and stature to 
make him a comforting presence to possi- 
ble investors. 

A reorganisation created four divisions 
under Premier Enterprise: domestic and in- 
ternational trade; agro-industry; real estate 
and construction; and miscellaneous firms 
mostly related to textiles that are an histor- 
ical overhang. 

Vichien does not accept that this 
agglomeration of 24 companies is too 
sprawling and diverse: "These are back- 
ward integration strategies. We have the 
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BUSINESS AFFAIRS 


market, we have the distribution.” 

The marketing and distribution side of 
the company accounted for 86% of total un- 
consolidated revenue in 1989, worth just 
over Baht 1 billion. It includes lucrative ve- 
hicle franchises in southern Thailand; the 


nationwide distributorship of Komatsu 
= heavy machinery; and exclusive rights to 





brand-name mobile telephones and electri- 
cal appliances. Side-by-side with these 
franchises is a highly profitable leasing and 
hire-purchase business. 

The company’s integration strategy is 
most evident in the newer, faster growing 
areas of business. Premier's role as an out- 
let for construction materials, produced by 
the group and by unrelated firms, was 
strengthened by the acquisition last year of 
the Naowarat group of companies, which 
is strong in construction. 

The Naowarat Pathanakarn building 
firm brought several sizeable development 
projects to the Premier fold, including gov- 
ernment road and power projects. It also 
scored a coup by being awarded the con- 
tract for the Baht 670 million National Con- 
ference Centre, which is being prepared 
for the October 1991 World Bank/IMF meet- 
ing. 


aowarat also handed to Premier a 
N vertically integrated aquaculture 

business: shrimp breeding and rais- 
ing, as well as shrimp feed. These dovetail 
with the group’s canning and frozen food 
interests, and with its food export opera- 
tions. “This is where Thailand has a clear 
competitive advantage,” according to Vi- 
chien. Agribusiness, which is mostly export 
oriented, is expected to generate about Baht 
943 million, of revenue this year, according 
to one company analyst. The division is ex- 
pected to see 40% growth in turnover in the 
following three years. 

Part of the money raised from the 
March listing will fund general expansion 
of marketing networks and product lines. 
In 1990, Baht 1.1 billion was invested in fro- 


- zen and canned food processing, and in 


property development. The company ex- 

the same level of capital expenditure 

this year, though no specifics have been 
en. 

Vichien will only say that the company 
will expand its international trading net- 
works, now 80% directed towards Japan, to 
establish a greater presence in Europe. The 
group also has set up a joint venture with 
Hongkong-based Dairy Farm with the in- 
tention of opening supermarkets in Thai- 
land. 

Some link-ups between Premier and the 
family groups, such as Premier's manage- 
ment of General Finance's upcountry hire- 
purchase portfolio, and, some advertising 
accounts with Osotsapha subsidiary SPA 
Advertising, are too convenient to jettison. 
Yet, says Vichien, "any business we do 
...is done on an arm'sJength basis." m 
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ven though Malaysia boasts one of 

Asia's most thriving economies, 

the country's performance is likely 

to sag this year. Worries are mag- 
nified by the slowdowns taking place 
among its major trading partners, which 
are expected to reduce Malaysian exports 
significantly. 

The government e the economy 
to grow a healthy 8% this year, down from 
1990 expansion of 9.4%. But some 
economists warn that growth this year 
could fall below 8?6, depending on the sev- 
erity of the Gulf War and its worldwide 
economic impact, particularly on the US. 

Another spectre of the war is its possible 
effect on energy prices. Malaysia currently 
subsidises petroleum prices to cushion con- 
sumers against sharp rises in the price of 
petrol and other products. But the govern- 
ment may be forced to end the practice, 
which is costing it about M$100 million 
(US$37.2 million) a month. 

A reduction or removal of petroleum- 


Malaysia on the way down 
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price subsidies would push up energy 
prices, fuelling inflation and crimping the 
economy further. Some economists say a 
recent cabinet decision to grant Malaysia’s 
civil service a 5% pay increase will also add 
to inflationary pressure. 

The government expects the official in- 
flation rate this year to rise above the 3.2% 
level of 1990, though not above 4%. Some 
government officials, however, concede 
that actual inflation is already at 6%. 

The threat posed by inflation is reflected 
in the country’s high rate of money-supply 
growth. In the first 10 months of 1990, M1, 
which consists of currency and demand de- 
posits, rose 19.6% from a year earlier. M2, 
which consists of private-sector savings de- 
posits as well as currency and demand de- 
posits, climbed 17.9%. 

Tan Sri R. V. Navaratnam, Bank Buruh’s 
executive director, points out a troublesome 
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Jacques Hine at the House of Hine, Jarnac 


EVENING AT THE HOUSE OFHINE 


As the sun goes down over the waters of the Charente, a hot 
day inJarnacturnsintoa fragrantevening. How many times 
has this delicate transformation helped the Hine family in 
the gentle maturation of their fine cognacs ? 

Over the generations, how perfect has been the rhythm 
of the seasons and the years in turning young cognacs 
into mature ones. And how dedicated have been the 


Hine family themselves over those years in passing oi 
unique mastercraft of tasting, blending and making 
supreme cognacs. 

The cognac that Jacques Hine holds in his hand on 
beautiful Jarnac evening is the product not of í hange, but 
of continuity. The product of the gentle rolling seasons 
The product of the knowledge of a very special family 


this 


Hine Cognac. Leaves nothino ta he decired 
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USA and Canada: 
105 companies 
in the heart 
of the world’s 
leading economic power. 


80 companies 
are taking part in the 
industrial development 
of Latin America. 


We're Alcatel Alsthom and we are right core businesses: communications, energy 

there on the spot in over 100 countries and transport. We have a highly skilled 

across every continent. At Alcatel Alsthom workforce of 210,000 experts who specialize 
|. we operate worldwide with an edge. We in delivering solutions engineered to meet 
E master all the fields that make up our three each customer's individual needs. And we : 





ind everywhere. Worldwide. 


Nearly 1,000 companies 
located throughout 
Europe. 


60 companies 

are participating in the 
development 

of the African continent. 


are there close by when you need us. With 


annual revenues of over $25 billion, we're 


one of the world's largest industrial groups. 


North, South, East or West, we are there 
where you want us. 


50 companies 
are contributing 
to the economic 

expansion of Asia. 


30 companies 
are in one 
of the most dynamic 
areas in the world. 
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DM 166.5 BILLION 





GNP UNITED KINGDOM 
DM 1,214.7 BILLION 





GNP PORTUGAL 
DM 56.5 BILLION 


GNP NETHERLANDS 
DM 381.9 BILLION 





GNP SPAIN 
DM 524.4 BILLION | x 
GNP BELGIUM 
DM 246.4 BILLION 


GNP ITALY 
DM 1,245.0 BILLION 





The single European market has many 
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International experts and decision- 
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their while to come to the Munich 
Trade Fair Centre. After all, at the - 
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Philippine tycoon returns to prominence 


Catching the wind 


By Rigoberto Tiglao in Manila 


hen Enrique Zobel retired as 
W chairman and president of Philip- 

pine conglomerate Ayala Corp. in 
1983, he remarked in his farewell speech: 
“Any disagreement between family tends 
to vanish with the first wind.” 

With the hindsight of seven years, he 
appears to have been half right, at least. 
The rift that saw Zobel’s cousin, Jaime 
Zobel de Ayala, installed as head of the 
country’s leading corporation has not been 
healed; but in the business and political cir- 
cles where power is exercised in Manila, 
the winds in 1991 are blowing Zobel’s way. 

After several years of mostly overseas 
activity through Ayala International Hold- 
ings (AIH), a company he bought as part of 
his severance deal with Ayala Corp., Zobel 
is back in the mainstream of Philippine 
business. In the past three years, he has 
made major investments in three com- 
panies that between them control one-third 
of the country’s cement market. 

However, it is his political, as much as 
business, connections that are most attract- 
ing gossip among Manila businessmen 
these days. The focus of this talk is how the 
once Marcos-aligned Zobel may fare under 
a post-Aquino “strongman” government of 
which Zobel is likely to be one of the back- 
ers. 
And there is the question of his standing 
with Ayala Corp.'s ruling family, now led 
by the 83-year-old Mercedes Zobel McMik- 
ing. Some believe that following the death 
in October of her husband Joe McMiking — 
the real driving force behind Ayala — Mer- 
cedes may turn back to Zobel, 64, to give 
the group strategic direction and perhaps 
even to become her heir. 

In an interview with the REVIEW, Zobel 
shrugged off the suggestion that McMik- 
ing’s death might lead him back to Ayala 
Corp. and was enigmatic about who might 
get his political support in the presidential 
elections next year. He was also coy about 
the activities of AIH. The Liberian-registered 
company’s Overseas investments are mod- 
est, Zobel said, and it is mainly engaged in 
managing investments such as hotels in the 
US and farms in Spain on behalf of South- 
east Asian clients. 

The company, which no longer has 
links to the Ayala group,’ has had some set- 
backs under Zobel’s control. These include 
the troubled construction of the Istana Urul 
Iman palace in Brunei and a terminated 
partnership in Singapore with US invest- 
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ment house Merrill Lynch. But it is believed 
to have emerged cash-rich from its sale in 
1988 of a 20% holding in Brunei-based Is- 
land Development Bank. 

These funds, together with an estimated 
P40 million that Zobel gained from the sale 
of his shares in Ayala Corp., have provided 
Zobel with the finance for his more recent 
business forays. The group he has created 
in the last few years, though a far cry from 
the conglomerate he once headed, has a 
net worth conservatively estimated at P2 
billion (US$71 million). In its formation, 
Zobel showed that he has not lost his touch 
for a well-timed deal. 

With partners, he bought three cement 
companies in the Philippines just ahead of 
the construction boom of 1988. The com- 


Investments 








panies — Fortune Cement, FR Cement and 
Titan Cement — control 33% of the cement 
supply, and together with rival Philippine 
Management Consultants Inc. they domi- 
nate the industry. 

Zobel directly owns 28% of Fortune Ce- 
ment and a further 24% is held through his 
51%-owned Enzo & Associates. The other 
major stockholder in the cement firm is Be- 
nito Araneta, a major shareholder in Bank 
of the Philippine Islands. 

FR Cement is 41%-owned by Araneta 
and 20% by Fortune Cement, while Titan 
Cement is jointly owned by the two other 
cement firms. Financial data is available 
only for FR Cement, which had revenue of 
P454 million in 1989 and assets of P301 mil- 
lion. 
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Zobel's holding company, E. Zobel Inc., 
also owns 51% of a food concern, Diamond 
Star Agro Products, which was bought in 
1987 with a Japanese partner, Star Lanes, 
which owns the other 49%. Diamond Star, 
which in 1989 had revenue of P79 million 
and assets of P37 million, is the biggest 
supplier of mangoes to Japan. 

In 1988, Zobel turned his attention in 
another direction, financing the creation of 
Business World. The daily was the successor 
to the prestigious Business Day, which had 
closed a few months earlier after a 10-day 
strike. Zobel's initial stake, 54%, has since 
been reduced to 30% and entrusted to the 
newspaper's staunchly anti-Aquino colum- 
nist, Ninez Cacho-Olivarez. The news- 
paper has meanwhile become the country's 
fourth-largest and the favoured reading 
of the Manila business community. While 
Zobel has so far distanced himself from his 
shareholding in the interests of the news- 
papers credibility, Business World would 
provide a convenient public platform 
should he need one. 

Zobel is no stranger to politics, having 
organised the Makati Business Club, which 
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was a formidable centre of anti-Marcos 
opinion in 1981. Later, there was a parting 
of the ways when Zobel threw in his lot 
with the ageing dictator. 

A man of contradictory parts, he was 
noted at Ayala Corp. for an almost feudalis- 
tic style, though at the same time he es- 
poused the notion of profit sharing (he has 
since implemented such a scheme in his 


holding company). He had also struck a ` 


populist theme with a noted speech in the 
1970s that attacked the "idle rich." In his in- 
terview with the REVIEW, he maintained his 
belief that "the rich are just getting richer 
here, and the poor poorer." 

Claiming that "all of the would-be can- 
didates [in the 1992 elections] are my 
friends," Zobel says he is willing to "sa- 
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, but a platform" and that "I haven't seen 
| worthwhile platform yet.” 
Despite this shadow-boxing, the candi- 
date Zobel is most often linked with is Pre- 





political group that appears to be gearing 
1p to back a Cojuangco presidential bid is 
headed by Gerardo Barican, a former Ayala 
Corp. executive who is fiercely loyal to 
-o Zobel's decision during the tumultuous 
days of 1986 to side with Marcos, despite 
his earlier criticism, has often been re- 
garded as a momentous mistake. In retros- 
pect, however, after more than four years 
of bungling government by Aquino, many 

isinessmen are inclined to reassess 
; judgment that the Philippines 
needed an "experienced manager" rather 
than a "housewife" at the controls. His en- 
dorsement now of a strongman pre- 
sidential candidate in the traditional 
Filipino mould would carry considerable 
- weight with middle- and upper-class vot- 









matic transformation of Zobel's own 
M. fortunes. His ouster from the helm of 
Ayala Corp. was explained at the time as 
e substituting of Enrique's dictatorial style 
r Jaime's more democratic approach to 
management. In hindsight, it looks more 
e an astute decision by Ayala Corp.'s 
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I: might also engineer a yet-more dra- 




















Until his death last year, that power 
-with Joe McMiking, a former US in- 
gence officer who had married into the 
Roxas family. It was McMiking who 
> Zobel the reins at Ayala Corp., seeing 
he street-smart Filipino a reflection of 
self, and who took them back again 
m Zobel appeared to take a political 
-turn. However, some businessmen 
lieve that Enrique, not Jaime, was always 
fercedes' favoured nephew, and that, 








Such a reversal of fortunes would in- 
eed be dramatic. But given the Philippine 
elite’s history of weathering political turbu- 
lence, it is not too far-fetched to imagine 
iat there might be another swing in the 
yala group's leadership. = — 8 




























Dominant Malaysian party revamps business emp 





enong’s 2 February announcement 
R: a complex reorganisation marked 

the second leg in the corporate over- 
haul of Malaysia's ruling United Malays 
National Organisation (Umno). A stream- 
lined Renong will now be able to expand 
into more profitable businesses, according 
to analysts. 

The announcement by Bumiputra Mer- 
chant Bankers, Renong’s financial adviser, 
involves a series of moves spanning the 
company’s activities in the construction, 
publishing, hotel, gas and steel sectors. The 
M$1.95 billion (US$723.3 million) package 
of transactions follows Umno's decision in 
April 1990 to realign its sprawling assets 
around Renong, then a little-known prop- 
erty company. Under that exercise, Renong 
became the holding company for Umno- 
owned Fleet Group and  Hatibudi 
Nominees. 

Bankers say the abruptness with which 
Umno released details of its second restruc- 
turing was dictated by unusual activity in 
the shares of companies tied to the party 
before the Renong announcement. Details 
of the plan may have been leaked to out- 
side investors. Ultimately, though, the 
move to tidy up Renong stems from ongo- 
ing leadership changes in Malaysia's politi- 
cal-business world. 

Finance Minister Datuk Paduka Daim 
Zainuddin, Umno's treasurer and the fi- 
nancial strategist, has said he wishes to 
leave office. The spectre of Daim's resigna- 
tion apparently pushed Umno to speed up 
its timetable to put Renong's house in 
order. It could also be responsible for the 
recent reshuffling of executive posts in Re- 
nong's subsidiaries. 

Halim Saad, a protege of Daim, recently 
shed his concurrent posts as chief executive 
officer of four major Umno-controlled com- 
panies: the New Straits Times Press (NST); 
United Engineers Malaysia (UEM); Projek 
Lebuhraya Utara-Selatan (PLUS), the main 
contractor for the North-South Highway 
project; and Faber Group, a hotel com- 
pany. 

By relinquishing the posts, Halim, who 
retained his post as Renong’s executive 
chairman, eased a growing workload and 
ended criticism that he was holding too 
many top positions in Umno's growing 
business empire. 

Analysts say the reshuffling of Renong 
assets signals an effort by Umno to solidify 
Renong’s control of important sectors of 
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Malaysia's economy and help it expand 
into new areas. They point out that Renong 
aims to use its political clout to secure busi- 
ness from state-owned oil company. Pet- 
ronas and to exploit its government links to 
win contracts that will defray future con- 
tingencies. Renong is already backing a 
plan by Probadi, a subsidiary, to purchase 
three oil-drilling rigs and two barges used 
in pipeline operations at a cost of M$121.4 
million, 

Renong, which has nine listed com- 
panies, should also emerge as a much more 
powerful entity. The company’s issued cap- 
ital of 1.34 billion shares will surge to 2.13 
billion shares when the numerous transac- 
tions are completed. The company cur- 
rently has assets of M$1.3 billion, with 
10,000 employees in more than 100 com- 

Iles. Aa" ur. 

Through the restructuring, Renong will 
tighten its grip on UEM and Sistem Televis- 
ven Malaysia (TV3), the country's only in- 
dependent television network, by expand- 
ing its stakes in the companies. UEM, with 
its M$5.7 billion North-South Highway 
contract, and cash-flush TV3 are expected 
to buttress Renong’s profits substantially. 

In addition, Faber Group will be placed 
directly under Renong's control through a 
convoluted series of share swaps (REVIEW, 
26 Apr. '90). Faber will also acquire Re- 
nong’s 50% interest in PLUS for M$1 billion. 
The shares in PLUS will be drawn from Re- 
nong’s subsidiary, Cantuman Bahagia, an 
investment company.. In return, Renong 
will receive 445 million new Faber shares. 

To complete the transaction, Faber will 
issue M$466 million in convertible unsec- 
ured loan notes to Renong. As a result, Re- 
nong's total direct and indirect stakes in 
Faber will swell to roughly 70%. But this 
stake will be pared down after a restricted 
offering by Renong later this year of more 
than 199 million. Faber shares to the com- 
pany's shareholders at M$1.20 a share. 
Faber shareholders will receive one new 
share for every two shares they hold in the 
company. 

PLUS' acquisition by Faber also repre- 
sents an indirect listing for the contractor. 
PLUS cannot list directly on the Kuala 
Lumpur Stock Exchange because it lacks a 
five-year track record requisite for a list- 
ing. But it needs a new infusion of cash to 
complete its commitments on the highway 
project. "uu 

Renong, which has a 2% direct 
shareholding and a 9% indirect stake in 
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nearly 3376 by acquiring the 30.596 stake of 
lime Engineering in the company for 
M$675 million, or M$4.50 a share. Renong 
will also acquire a 43% stake in TV3 for 
M$152 million from NST, a subsidiary of 
Fleet Group. Time Engineering is an af- 
filiate of Fleet as well as Hatibudi. 

The increased stake by Renong in UEM 
will be satisfied by the issuing of M$675 
million of unsecured loan stock to Time En- 
gineering. The loan stock, which will be 
due in 1996, will carry an annual interest 
rate of 3%. The direct stake in TV3 will be 
satisfied by the issuing of 116.9 million Re- 
nong shares at M$1.30 a share to NST. 

In other steps, Time Engineering will re- 
ceive the right to operate an optical fibre- 
telecommunications system along the 
North-South Highway from PLUS. It will 
also increase its stake in Antara Steel Mills 
to 44.9% from 36.9% through its unit, Top- 
link Advisory & Management Services. The 
remaining shares in Antara will be held by 
Johor State Economic Development Corp. 

Subject to regulatory approval, 
Bumiputra Merchant Bankers general man- 
ager Yap Chee Keong says Renong’s re- 
structuring could be completed in six 
months. Analysts, meanwhile, say the re- 
vamping raises almost as many questions 
as it answers. 

The most immediate concern, analysts 
say, is how far Umno plans to go in ex- 
panding the scope of its business opera- 
tions. They say the party is clearly counting 
on strong cash flows from UEM and other 
units to defray the cost of new financing 
under its continuing reorganisation. 

Renong is estimated to have group debt 
of just under M$270 million. The company 
posted a pre-tax profit of M$679,000 in the 
financial year ended on 30 June 1990, com- 
pared with a loss of M$8.97 mllion a year 
earlier. Revenue in the year soared 470% to 
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M$31.66 million. 

Although Renong is undertaking fur- 
ther financial commitments under the re- 
structuring, some analysts say the com- 
pany’s current strong financial position 
should leave it comfortably placed to meet 
any obligations. Other analysts, however, 
say Renong may embark on the type of 
highly leveraged acquisitions that left Fleet 
M$600-650 million in debt at the end of 
1989. 

Questions also surround Faber Group, 
which has been under court supervision 


INH AMOIBH 


since 1989, when it failed to repay creditors. 
Bankers say it was left out of last year's Re- 
nong reorganisation because its M$220- 
300 million in debts would have jeopar- 
dised the plan. 

A large part of this problem was settled 
in September 1990, when Fleet Holdings, 
Flee's parent company, injected M$222 
million into Faber. Faber also cut in half the 
value of its paid-up capital by slashing the 
par value of its 353 million M$1 shares to 50 
Malaysian cents. The company also agreed 
to write off share premium and capital re- 
serves that were not backed by assets. 
These steps, supplemented by the sale of 
office properties, are believed to have 
covered the bulk of Faber's outstanding 
debts. 

But now that Faber's debts have been 
settled, analysts believe Umno will need to 
redouble efforts to keep the hotel-and- 
property company out of the red. They say 
these moves could take the form of new 
contracts, possibly involving well-advanced 
plans to redevelop commercial space 
around the Selangor Turf Club's former 
race track in Kuala Lumpur. They also say 
the Faber acquisition is further proof that 
Umno plans to use the company as a re- 
pository for its property holdings. 

Similar consolidation moves may be 
afoot concerning Umno's media holdings. 
Even though Fleet controls most of the 
country's English- and Malaysian-language 
newspapers, some analysts say publica- 
tions owned by businessmen linked to 
Umno will be sold to Renong or one of its 
subsidiaries. e 





BORROWINGS 


Banks reluctant to lend to Australian firms 


Tap turned off 


By Glenda Korporaal in Sydney 


ustralian companies, with the excep- 
A tion of a handful of blue chips, are 


suffering a severe credit squeeze as 
domestic and international institutions 
seek only the most trusted borrowers. With 
a corporate landscape littered with hum- 
bled tycoons, Australia is seeing its share 
of a shrinking international capital market 
evaporate. 

Having been saddled with a raft of non- 
performing loans, domestic banks have be- 
come reluctant to accept major exposure to 
less than top-notch borrowers. Foreign 
banks which entered the deregulated finan- 
cial sector after 1986 have sharply cut back 
their new loans to Australian companies. 
The Australian arm of Hongkong & Shang- 
hai Banking Corp., for example, has down- 
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scaled its Australian operations following 
heavy losses. 

Foreign lenders, alarmed by the high- 
profile problems of companies such as 
Bond Corp., Elders IXL and Adelaide 
Steamship, are not convinced that a now- 
tougher Australia’s corporate regulatory 
system is rigorous enough to avert further 
unpleasant surprises. Swiss bond holders, 
for instance, are nursing huge paper losses 
on their investment in Bond Corp. They 
will be in no hurry to snap up new Austra- 
lian medium and long-term debt. 

Since Australia’s country rating was 
downgraded for a second time in 1989, and 
with the onset of the recession last year, the 
major ratings agencies have taken a harsher 
look at the performance of Australian com- 
panies. In 1990, Melbourne-based Austra- 
lian Ratings, recently taken over by the 
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US agency Standard & Poor's, lowered the 
credit rating of 10% of the companies under 
its scrutiny. 

In the past few weeks, several major 
companies have seen their credit rating suf- 
fer: 

P Media empire News Corp. was down- 
graded by the US agency Moody's as it 
negotiated with its bankers to refinance 
A$7.6 billion (US$6 billion) in debt. A deal 
agreed 1 February will extend the 
maturities on the company's short and 
medium-term loans and will provide a 
short-term credit facility of US$600 million. 
The company will pay 1% more in interest 
and an extra 1% in fees to the banks. 

P The chairman of transport outfit TNT, 
Fred Millar, in January cut short an over- 
seas trip in an abortive attempt to avert 
Australian Ratings’ revision of the com- 
pany's rating to BBB-, only barely within 
investment grade. Its shares have plum- 
meted in recent weeks on concern about its 
debt level. 

> ANZ Bank, one of the country's Big 
Four, was downgraded on 15 January be- 
cause of fears about its growing portfolio of 
delinquent loans. ANZ is not alone. All the 
banks last year suffered negative re-ratings 
in line with the country downgrading. The 
largest private bank, Westpac, was down- 
graded again last year on news of its rising 
number of bad debts. 

> Australian Ratings has placed Ford Aus- 
tralia on its watchlist, meaning its rating is 
at a risk of a downward revision. 

Not all Australian companies are view- 
ed with suspicion by lending institutions. 
Firms such as retailer Coles-Myer and man- 
ufacturer Pacific Dunlop have modest gear- 
ings and strong income streams and can 
tap overseas credit markets. Resources con- 
glomerate BHP has a higher debt level as a 
result of a share buy-out, but is viewed 
as a conservative, well-managed company. 
^Australia is still not the flavour of the 
month," says another company treasurer, 
“but there are still a lot of willing lenders to 
those [companies] who have good ratings.” 

In the mid-1980s, Australia’s brasher, 
and rasher, entrepreneurs launched them- 
selves on a huge borrowing binge in the 
growing Euromarket for Australian dol- 
lars, and in other offshore centres. The 
Euromarket was attractive because com- 
panies did not have to subject their com- 
panies to an examination by the tough US 
ratings agencies. Lenders repaid the com- 
pliment. Australia, with the highest-possible 
country rating, AAA; large energy resources; 
and strong export performance, was seen 
at the time as a reassuringly safe bet. 

Now, as Eurobonds with a three-to-five- 
year maturity come due for redemption, 
the economic environment is different at 
home and abroad. Only Australian com- 
panies of the highest pedigree can expect to 
replenish capital levels by borrowing in 
the Euromarket. Lenders are increasingly 


shunning risk in favour of quality, and 
banks are constricting their credit to bolster 
capital-adequacy ratios. 

“Companies have been coming back on- 
shore or into Asia in the last 12 months,” 
says Australian Ratings’ managing director 
Geoff Patterson. Hongkong investors, in 
particular, have shown an increasing in- 
terest in Australian companies. But this 
market has been limited to short-term fund- 
ing for working capital. 

Although official interest rates fell by six 
percentage points last year, rising concern 
about credit quality has kept borrowing 
rates high for all but the most valued firms. 
Companies with credit ratings below in- 
vestment grade can pay up to 3% above a 
current prime rate of 15%, assuming they 
can find a bank prepared to lend. 

At a seminar in Sydney on 5 February, 
the chief executive of the aggressive Syd- 
ney-based company, FAI Insurances, Rod- 
ney Adler, complained that it was almost 
impossible for non-blue chip companies to 
borrow money from Australia's financial in- 
stitutions. 

Under Adler's late father Larry, FAI was 
a major borrower on the Swiss capital mar- 
kets. Although it has always met its debt- 
repayment obligations, the company is still 





Alan Bond: prominent debtor. 


suffering from its reputation for risky mar- 
ket plays. Alder accused Australian banks 
of concentrating on sorting out their own 
debts rather than taking a longer-term per- 
spective. 

“The problem today is that never before 
have there been more opportunities in Aus- 
tralia to externally grow or diversify,” said 
Adler. “The banks have shut the shop 
when it comes to anything other than resi- 
dential lending at a time when there is a 
flight to quality by the general public." He 
called on the government to tighten the 
regulation of pension funds so that they 
can only invest 30% offshore. 

At a parliamentary inquiry into the Aus- 
tralian banking sector which started in Syd- 
ney on 5 February, bank executives denied 
that they had imposed a credit squeeze to 
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recoup loans arising fron the spate of com- 
pany collapses last year. Domestic credit 
growth has slowed from an annual 25% in 
the late 1980s to less than 7% in late 1990. 

The demand for funds is being only par- 
tially met by the small, but growing, Aus- 
tralian corporate bond market. At end- 
1990, total outstandings were A$12.7 bil- 
lion, an increase of A$6.5 billion over the 
previous year. However, this source of 
funds probably accounts for less than 1076 
of corporate borrowings and is restricted to 
a handful of major companies and the 
banks. Banks issued just under A$4 billion 
of the bonds offered in 1990. 

Asset sales have become much more fre- 
quent since 1989 as companies collapse or 
try to stave off financial problems. But the 
lack of finance means there are almost no 
buyers. In some cases, banks are being 
forced to convert debt to equity in a bid to 
stave off big losses to troubled companies. 

On 4 February, Bond Research Insti- 
tute, a Japanese credit ratings agency, cut 
Australia’s sovereign debt from AA- to 
AA. Although the move does not carry the 
same weight as decisions by the big US 
agencies, it indicates continued interna- 
tional concern about the economy. The 
agency, which reduced the country's rating 
from AAA in November 1989, cited Austra- 
lia’s current-account deficit, high inflation 
and foreign debt as reasons for the down- 
grading. 

During the 1980s, the private sector was 
responsible for the largest and fastest grow- 
ing portion of Australia’s gross foreign 
debt, which rose to A$156 billion in Sep- 
tember 1990, a year-on-year rise of 6.5%. 
Private-sector gross debt accounted for 
A$88.2 billion of the total. However, the re- 
cession and the lack of takeover activity 
have drastically slowed the rate of increase 
in overseas borrowing. 

But Australia is caught in the vicious cir- 
cle in which its persistently high current-ac- 
count deficits must be financed by new bor- 
rowings, which adds to total foreign debt. 
In the fiscal year to June 1990, the net in- 
come deficit (mainly net interest payments) 
was A$16.2 billion, more than double the 
deficit on goods and services, at A$7.4 bil- 
lion. 

Madeleine Kong, senior international 
economist with the Sydney-based Com- 
monwealth Bank, says: “Although the cur- 
rent-account deficit is projected to improve 
gradually over the next year or so, the sheer 
magnitude of the borrowings required to fi- 
nance these deficits suggests that the in- 
come component of Australia’s balance of 
payments will continue to widen over the 
next few years.” 

The debt problem will continue to con- 
strain Australian policymakers in the 1990s, 
forcing whoever is in the government to 
maintain a tight hold over domestic de- 
mand — and thus corporate borrowings 
and import levels. " 
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Tokyo to raise taxes 
to meet Gulf commitment 


> The Japanese Government plans a 
supplementary budget to cover the 
additional US$9 billion it has promised to 
pay the US-led coalition fighting the Gulf 
War. Tokyo intends to cover its payment 
initially by issuing government bonds and 
then to raise taxes temporarily to repay this 
public debt. The government proposes a 
3.2% surcharge on corporate income tax; a 
doubling of petroleum tax to ¥4.08 (3.1 US 
cents) a litre, together with increases on 
natural gas and imported liquid petroleum 
gas; and a higher tobacco tax that will add 
¥10 to the cost of a packet of cigarettes. 
The tax rises, effective on 1 April, will 
apply only for one fiscal year. A bill 
authorising the measures will be submitted 
to the national diet on 20 February. It is 
expected to meet strong opposition. 


Hongkong is No. 2 market 

for Taiwanese exports 

> Hongkong has replaced Japan as 
Taiwan’s second-largest export market. 
The territory purchased Taiwanese goods 
valued at more than US$8.6 billion in 1990, 
up 23% from 1989, according to the 
Ministry of Finance in Taipei. Much of this 
trade represented trans-shipments to 
China, and gave Taiwan a trade deficit 
with China estimated at US$2.5 billion in 
1990. Taiwan’s biggest export market is the 
US. 


Malaysian securities house 
acquires Singapore stake 

» Rashid Hussain Bhd, Malaysia's largest 
broker, is to acquire 49% of Alliance 
Securities, a small Singapore securities 
house. The joint venture is the first such 
foray into Singapore by a Malaysian 
broker; in the past, such cross-border 
activity has normally originated in 
Singapore, several of whose brokers 
operate in Malaysia. 


Holiday Inn announces 
Asia-Pacific expansion 

> Holiday Inn Worldwide, the world's 
biggest hotel chain, announced in 
Hongkong on 4 February that it will spend 
up to US$300 million in the Asia-Pacific 
region during the next five years. 
Chairman and chief executive Bryan 
Langton said the Atlanta-based firm — 
which is owned by British brewer Bass 
— will build more hotels, buy minority 
stakes in properties and seek new 
management contracts. The company has 
43 hotels in the region and is building 16 
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more. The new spending is part of a US$1 
billion programme to add 50,000 rooms to 
the 317,000 that Holiday Inn now has 
worldwide. 


Steelmaker Posco opens 
additional plant 


> Pohang Iron & Steel Co. of South Korea 
on 30 January opened a new cold-rolled 
steel plant at its Kwangyang Steel Works. 
Investment in the new facility totalled 
Won 506 billion (US$704 million). The 
plant has an annual capacity of 1.3 million 
tonnes. 


Manila's trade position 
deteriorates sharply 

> The Philippines had a current-account 
deficit of US$2.43 billion for the first 11 
months of 1990, 63% up from the same 
period in 1989, The deficit on merchandise 
trade rose 5276 to US$3.71 billion, while the 
overall balance-of-payments deficit climbed 


146% to US$352 million. 
Japan's net purchases of i 
foreign securities (US$ billion) 
100 20 
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Japanese brokers buy 

back expiring warrants 

» Japan's major brokers have repurchased 
sizeable amounts of warrants which are 
nearing expiration and which investors 
have no interest in converting into shares 
because of the collapse in the Tokyo 
stockmarket. The buy-backs reportedly 
include warrants of Tateho Chemical 
Industries Co. by Nikko Securities, of 
Sumitomo Special Metal Co. by Daiwa 
Securities, and of Kumai Chemical 
Industry by Nomura Securities. The 
warrants were originally attached to bonds 
underwritten by the brokers, who are now 
shouldering some of the losses investors 
face. The Ministry of Finance, however, is 
studying whether the repurchases 
contravene securities-trading rules. 
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Hanoi, Moscow shift 
to market-priced trade 


> Vietnam and the Soviet Union on 31 
January signed an agreement on economic 
and trade relations for 1991 which will shift 
bilateral trade to a free-market format, 
Vietnamese newspapers reported. 
Vietnamese officials and Soviet diplomats 
in Hanoi have released no details of the 
agreement, but say attempts to iron out 
differences on specific details of the accord 
are continuing. Moscow had previously 
informed Hanoi that from January, 
Vietnam would have to buy Soviet goods 
such as fuel and fertiliser at world-market 
prices and pay in hard currency. 


South Korean licences 

evoke little interest 

> Only five foreign securities houses 
applied for branch licences in South Korea 
before an unofficial 5 February deadline set 
by the Ministry of Finance. Four of the 
brokers were Japanese: Daiwa, Nomura, 
Nikko and Yamaichi. The other was 
Hongkong-based Jardine Fleming. 
French-owned broker W. I. Carr applied 
on 6 February. Despite Seoul's promised 
liberalisation of its stockmarket next 
year, most Western securities firms are 
put off by high mandatory capital costs 
and doubts about how much business 
will be open to them. Foreign firms 

also remain ineligible for stock exchange 
membership and will have to execute 
trades through local brokers. The 

small field of Japanese-dominated 
applicants is seen as embarrassing to the 
authorities. 


Indonesia and China 
to resume air services 


> Indonesia and China have reached 
preliminary agreement to restore direct air 
services following their normalisation of 
diplomatic relations six months ago. 
Jakarta officials say flights are likely to 
resume in April. Indonesia's Garuda 
would fly four times a week to Peking, 
with stopovers in Canton and Shanghai. 
Air China International and China 
Southern Airlines would serve Jakarta, 
Surabaya and a third city (probably 
Denpasar) yet to be named. 


Court lifts prison term 

on Singapore businessman 

> In an appeal hearing, Singapore's High 
Court on 5 February rescinded a one-year 
jail term imposed on businessman Allan 
Ng for insider trading but ruled that a 
S$50,000 (US$29,000) fine should stand. 


BUSINESS AEF ARS 


(6) USc a 56 Ib bushel (7) US$ a tonne (8) PSS 
(11) BWD, Chittagong/Mongla, US$ a tonne 


1, Mc akg (9) S$ a 100 kg (10) US$ a barrel 


Source: Telerate, International Jute Organisation 


Economic indicators, selected Asian countries 






TOffered rate Source: Telerate, Salomon Brothers 


PRICES AND TRENDS 
dept RS ENE 
Previous 3months Year US$1 Spot Previous 3 months Year 
Last sale to 4 Feb. Latest week ago ago 4 Feb. Worth ratet weekt agot agot 
Gold London (2) 368.25 375.05 378.00 423.40 Australia dollar 1.2784 1.2783 1.2647 1.3028 
Copper New York (3) Bangladesh* taka 35.85 35.85 35.55 32.20 
Current delivery (Mar.) 106.70 104.15 115.60 97.70 Britain pound 0.5047 0.5089 0.5071 0.5914 
May delivery 105.30 Brunei dollar 1721 1.727 1.7015 1.8658 
Aluminium London (7) Burma* kyat 5.965 5.965 5.90 6.65 
Current delivery (Feb.) 1470.00 — 147500 1,945.00 1,400.00 Canada dollar 1.1593 1.1635 1.158 1.188 
Tin Kuala Lumpur (1) ^ 1472 14.81 1630 16.68 France franc 4.981 5.0545 4.986 5.702 
Cotton New York (3) Hongkong dollar 7.7968 7.795 7.797 7.8105 
Current delivery (Mar.) 79.53 78.03 7498 66.91 inm. un 18.5684 18.3638 18.044 16.9491 
May delivery 78.73 Indonesia rupiah 1,911.00 1,191.00 1,872.00 1,807.00 
: Kuala Lumpur (8) Japan yen 130.52 131.65 126.50 144.90 
Rubbe * 
Current delivery (Feb.) 23250 23050 240.00 231.00 — ps 8.05 8.05 8.05 8.05 
Apr. delivery 233 50 Malaysia dollar 2.695 2.698 2.7005 2.699 
Nepal* rupee 24.00 24.00 24.00 24.00 
te * ied k jd 410.00 410.00 410.00 — 410.00 New Zealand dollar 1.6636 1.6706 1.6268 16619 
m Oil. uala Lumpur Pakistan rupee 21.8581 21.8581 21.7782 21.3986 
agde. l Philippines peso 28.125 28.25 27.944 22.17 
Sugar — New York (3) Singapore dollar 1.721 1.727 1.7015 1.8658 
arenans (Mar.) 2n 8.32 RH cM South Korea won 71940 71840 714.80 688.00 
nho f * Sri Lanka rupee 40.057 40.018 40.04 39.7803 
Pepper ingapore Switzerland franc 1.251 1.263 1.25 1.4874 
Wheat Chicago (5) : Thailand baht 25.11 25.14 24.99 25.68 
ole delivery (Mar.) ege 255.20 265.20 375.20 West Germany mark 1.462 1.4881 1.487 1.679 
ea at UIN | Communist countries: China US$-Rmb 5.2221 HK$-Rmb 0.66995 
ize icago Soviet Union US$=Rouble 0.5518 Laos US$=Kip 700.00 
ey (Mar.) on 242.40 230.20 237.40 Vietnam US$-Dong 7,250.00 Cambodia US$=Riel 600.00 
my delivory UE "e Other: SDRi-US$144525 ECU1=US$1.40198 S$-M$1.5722 
EX ahi fob angkok (7) 328.00 295.00 275.00 310.00 ‘Official rate tMiddle rate Source: Telerate for spot rates, Deak for official rates 
Soyabeans Chicago (5) : 
Current delivery (Mar.) 567.00 571.40 592.40 559.60 Currency deposit and bond yields 
May delive 581.20 
y y New York (7) Eurocurrency and Asian currency unit deposit rates (%)t 
Cocoa — 1 6 12 10 year govt 
conker. (Mar.) ae 1,147.00 1,147.00 961.00 4 Feb. month months months months ^ bonds yeild 
Coffee New York (3) US$ 6.375 6.50 6.50 6.75 7.85 
Current delivery (Mar.) 82.30 85.95 88.70 80.64 Sterling 13.875 13.6875 13.25 12.625 10.21 
May delivery 84.85 Yen 7.875 8.0625 7.75 7.5625 6.70 
Petroleum Swiss Fr. 8.125 8.125 8.00 7.875 — 
Sumatran light Tokyo (10) 21.85 21.90 34.35 21.55 Dm 8.9375 9.125 9.1875 9.25 8.63 
Brent London (10) 21.18 20.35 31.58 20.40 A$ 11.1875 11.0625 10.8125 11.00 11.38 
c$ 10.6875 10.3125 9.75 9.5625 9.75 
(1) M$ a kg (2) US$ an oz (3) USc alb (4) M$ a tonne (5) US¢ a 60 Ib bushel ECU 9.6875 9.875 9.9375 10.125 9.53 


Australia China Hongkong India Indonesia Japan Malaysia 
Economic Growth % (real) (1) 
1990 -0.5 5 2.3 4(4) 6 5.2 6.5 
1991 2 6 3-4 3.5-4(4) 5 3.8 8 
International Reserves (5) 
Latest US$15.52b (Nov) US$26.67b (Oct) n.a. US$2.05b (Nov) US$6.07b (Nov) US$77.73b (Nov) US$8.74b (Aug) 
Year earlier US$13.78b US$15.95b n.a. US$3.70b US$4.50b US$83.74b US$6.44b 
Trade Balance (total merchandise) 
Latest 3 months +US$0.17b (Oct-Dec) — «US$3.22b (Oct-Dec) -US$0.14b (Oct-Dec)  -US$1.43b (Jul-Sept) +US$0.52b(8) (Jul-Sept)  +US$10.89b (Oct-Dec) -US$0.29b (Aug-Oct) 
Previous 3 months -US$0.34b +US$2.35b +US$0.85b -US$0.94b +US$0.70b +US$15.77b -US$0.11b 
Year earlier -US$0.83b -US$0.13b +US$1.18b -US$0.76b +US$1.59b +US$14.39b +US$0.47b 
Exports (7) 
Latest 3 months US$10.14b US$20.67b US$23.79b US$4.30b US$6.51b(8) US$80.65b US$8.03b 
% change previous 3 months 46.0 +31.3 +8.7 -0.8 +21.8 +11.9 +15.0 
% change year earlier +10.4 +27.1 +22.3 +14.9 +13.5 +15.9 +20.6 
Imports (7) 
Latest 3 months US$9.97b US$17.45b US$23.93b US$5.73b US$6.00b(8) US$69.75b US$8.32b 
% change previous 3 months +0.9 +30.2 413.8 48.6 429.0 423.9 +17.3 
% change year earlier +0.2 +6.4 +30.9 +27.0 +44.8 +26.3 +34.5 
Consumer Prices 
Base Jul 80-Jun 81=100 Oct 1989=100 Oct 84-Sept 85=100(2) 1982-100 Apr 88-Mar 89=100 1985=100 1980=100 
Latest 3 months index average 208.9 (Jul-Sept) 103.1(11) (Oct) 147.4 (Oct-Dec) 190.0 (Jul-Sept) 116.8 (Oct-Dec) 108.9 (Oct-Dec) 139.3 (Sept-Nov) 
% change previous 3 months 40.7 n.a. 42.6 44.2 41.8 M17 42.1 
% change year earlier 46.0 43.1 +10.9 +9.2 +9.9 +3.8 +3.6 
Money Supply (3) 
Latest A$200.86b(9) (Nov) ^ Rmb1,114.94b (Apr.-Jun) HK$539.67b (Dec) Rs2.40t(9) (Aug) Rps76.91t (Sept) Y490.08t (Nov) M$80.73b (Aug) 
% change previous month 112 -6.8(10) 417 «0.2 43.8 -1.2 +2.3 
% change year earlier +12.2 +10.7 +15.5 +17.5 +48.1 +9.9 +31.3 


(1) Official and other estimates of GDP (GNP in Japan) (2) Consumer Price Index A (3) M2 or currency plus bank deposits (4) To March (5) IMF definition of reserves minus gold except for Singapore (6) fob (7) cif 
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Stockmarkets 


a a a Bulls lift New York, Tokyo a a a Hongkong rally fuelled by expected interest 
rate decline u a a individual investors aid Straits bourses u u «Jakarta slides further wan 
Bangkok, Manila and Taipei all continue to surge in week ending 5 February a a u 
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*Market capitalisation-weighted index of nine Asian bourses excluding Japan, published by Asian Markets Monitor, a REVIEW newsletter, 1 Jan. 1990-100 


interest rates (%) 


Philippines 


5-7 
1.5-2.5 


US$0.81b (Nov) 
US$0.82b 


-US$1.15b (Sept-Nov) 
-US$0.97b 
-US$0.75b 


US$2.11b 
+3.4 
+6.8 


1978=100 
527.8 (Oct-Dec) 
+5.0 

+13.1 


P266.32b(9) (Aug) 
27 
228 


- (8) Including petroleum (9) M3 (10) % change over past 3 months (11) One month 


Singapore 


8-9 

5-6 

US$26.50b (Sept) 
US$19.04b 


-US$1.86b (Sept-Nov) 
-US$2.09b 
-US$1.25b 


US$15.06b 
417.2 
+26.2 


US$16.92b 
+13.3 
+28.3 


Sept 87-Aug 88=100 
106.5 (Jul-Sept) 
+0.7 

+3.0 


$$57.67b (Aug) 
41.3 
+20.1 
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South Korea 


8-9 
6.3-7 


US$16.12b (Nov) 
US$17.37b 


-US$1.71b (Oct-Dec) 
-US$0.21b 
+US$0.73b 


US$18.32b 
+8.7 
+6.7 


US$20.03b 
+17.4 
+21.8 


1985=100 
133.6 (Oct-Dec) 
+0.8 


192 

Won68.74t (Dec) 
45.5 

+17.2 
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Taiwan Thailand 

5.2 9-10 

7 5.5-7.5 
US$70.26b (Oct) US$13.21b (Nov) 
US$73.42b US$8.96b 
+US$2.45b (Nov-Jan) -US$1.86b (Jul-Sept) 
+US$4.16b -US$2.22b 
+US$3.56b -US$1.30b 
US$17.76b US$6.14b 

+1.3 +9.8 

+12.6 +18.9 

US$15.31b US$8.11b 

414.5 +3.8 

+25.3 +25.5 

1986=100 1986=100 

113.9 (Sept-Nov) 119.1 (Jul-Sept) 
+2.7 +1.0 

+4.6 314,7 

NT$6.04t (Nov) Baht 1,479.0b (Nov) 
+1.3 +0.7 

49.7 41.8 


Source: Official statistics 
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Prime Interbank Interbank Interbank 
4 Feb. lending 1 montht 3 monthst 6 monthst 
Australia 15.50 11.75 11.53125 — 11.3125 
Britain 14.00 14.00 13.875 13.40625 
Hongkong 9.50 6.0625 6.375 6.625 
Indonesia 23.50 24.00 23.00 24.00 
Japan ‘7.80 

"8.25 8.0625 8.1875 7.95313 
Malaysia 7.25 7.05 7.10 7.28 
New Zealand 15.75 11.85 11.80 11.90 
Philippines 25.00 24.75 23,25 22.50 
Singapore 7.00 4.4375 4.50 4.625 
South Korea 1116.00 -— -— — 
Taiwan 10.00 — — — 
Thailand 16.50 16.50 17.50 — 
US 9.50 6.5625 6.6875 6.6875 


"Longterm ""Shortterm ttMonetary Stabilisation Bond (1 year) 
TOffered rate Source: Telerate and Review Data 
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Li’s cheap shot 


hinese New Year is upon us. Tra- 

dition and the Hongkong cham- 

bers of commerce dictate that this 

is the time for the year’s debts to 
be settled. As people scramble for cash, at 
least two significant trends have surfaced 
in the territory. First, shopkeepers mark 
up prices to extortionate levels. Secondly, 
armed gangs swoop on the shopkeepers 
and clean them out. 

So perhaps Li Ka-shing is not without 
humour in deciding that now is the time for 
his Hutchison Whampoa to spend HK$4.13 
billion (US$530 million) to buy the roughly 
34% of Cavendish International that it does 
not already own. 

Cavendish has mutated into a shapeless 
grab-bag of assets since its birth in April 
1987 as a vehicle for Li to hold his Hong- 
kong Electric stake. Its core holding re- 
mains its 34% stake in Hongkong Electric, 
but over the years it has also found itself 
with the Hongkong Hilton, a Canadian oil 
business, and various bits of Li's property 
developments. This is what happens when 
you own too much. 

The result has been that Cavendish's 
share price has bumbled along, aimlessly, 
only prodded into life occasionally by a rise 
in the oil price or privatisation rumours. But 
it is fair to say that most privatisation 
rumours featured prices rather higher than 
Li is now offering. 

A redisposition of Cavendish's assets 
doubtless makes sense. But Shroff doubts 
the offer is being made out of a secretarial 
passion for filing assets under the right ve- 
hicle. Rather, he suspects that Li has spot- 
ted a trading opportunity that is simply too 
good to miss. 

What price is really being offered? On 
the face of it, HK$4.10 a share. If the 
scheme of arrangement goes through, 
however, shareholders will not be paid 
their final dividend of 15 HK cents. So the 
price offered is effectively HK$3.95 a share 
— a miserable 3.13% premium over the 
HK$3.83 at which the stock closed before 
the announcement. Li did not get to own 
so much of Hongkong by throwing money 
around. 

Attempts to pin a net asset value on 
Cavendish are anything but exact — how 
does one value either the Hilton Hotel, 
or Husky Oil in the present environ- 
ment? Still, no analyst has yet put his 
head above the parapet to shout any- 
thing less than HK$5 a share, with esti- 
mates soaring to the HK$6.30 mark. 
The differénce in opinion is only about 
whether Li is buying assets at a steep 


discount or at an outrageous discount. 

Nevertheless, the form of the offer 
suggests Olympian confidence that the 
shareholders will approve, and there is not 
the slightest sign that Li is in a mood to 
haggle. The scheme of arrangement is a 
quick and easy way to buy assets for a fixed 
price; Li has to get 75% of the minority 
shareholders to vote for him at a meeting to 
be held before 30 June. It is more than likely 
that Li has already sounded out the larger 
minorities. 

If you are not a shareholder in Caven- 
dish, the offer makes perfect sense. Al- 
though not yet four years old, it has 
really outlived its usefulness. Its medium- 
term earning prospects are hardly dazzling 
— by 1992, earnings from Cavendish's 
Belvedere Gardens project will all have 
been booked, no new property develop- 
ments are under way, and the only unpre- 
dictable (and therefore potentially excit- 
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ing) part of its portfolio will be Husky Oil. 

It would make sense to list Husky Oil 
in Canada. This is a possibility, since the 
Li family owns 43% of Husky publicly 
through Hutchison and Cavendish, and 
more through private vehicles. The largest 
minority shareholder in Husky — a Cana- 
dian group called Nova — is said to be 
more than happy at the thought of a list- 


ing. 

“and shareholders in Hutchison are get- 
ting a bargain. The deal will nominally 
cost Hutchison HK$4.13 billion. However, 
Cavendish is cash rich, with HK$1.1-1.6 bil- 
lion in the bank generated both from Belve- 
dere pre-sales and the HK$730 million sale 
in the last half of the fiscal year of roughly 
1% of Britain’s Cable & Wireless. The cash 
outlay for these cheap assets will not be 
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above HK$3 billion. That will raise Hutchi- | 
son's gearing from a cosy 30% to a comfort- | 
able 40%. 8 Michael Taylor 


Manila's stockmarkets have been surpris- 
ingly resilient of late. On 5 February, the 
Manila composite index rose 46.3 points to 
805.16, compared with its recent low of 
541.80 on 5 October 1990. Shroff thinks the 
markets are being fuelled by more than 
punters’ money. 

The strength of the city's two exchanges 
is partly a reaction to surges in global mar- 
kets, but it appears investors believe they 
are telegraphing an economic recovery later 
this year. Like the,crisis years of 1984-85, 
when the stockmatkets rallied a year later, 
1990 could have been the trough. 

Is this optimism justified? The many ills 
that plagued the Philippine economy in - 
1990 do appear to have been treated if not 
cured. The Aquino administration weath- 
ered the lifting of petroleum subsidies, suc- 
cessfully negotiated an IMF accord and out- 
manoeuvred the Philippine Congress by 
imposing a 9% import surcharge to raise 
revenue. 

And banks, which were already over- 
flowing from 1990 profits, are now enjoying 
a surfeit of funds from the inflow of foreign 
exchange from Filipino workers in the 
Middle East who prefer to have their 
money safe at home. The Central Bank of 
the Philippines also managed a striking 
arrangement with the banking cartel to 
break the rise in interest rates. 

The downturn in interest rates — the 
benchmark Treasury-bill rate in the 1 Feb- 
ruary auction dropped to 25.1% from its 4 
January peak of 38% — is perhaps the most 
significant development, paralleling a 
similar break in late 1985 in the surge in 
funding costs. This presaged the 1986 
stockmarket rally and a 1987-88 economic 
recovery. 

Given the free-wheeling nature of the 
Philippine economy, a number of uncer- 
tainties stand in the way of a sustained re- 
covery. Crude-oil prices must hold at the 
US$20 level, the IMF accord must open the 
tap for official-development loans and post- 
pone a foreign-exchange crisis, an agree- 
ment must be reached with the US on the 
future of its military facilities in the country 
and the Gulf War must come to a speedy 
end. 

Ironically, the Gulf War could be the 
final catalyst for the recovery, since another 
wave of Filipino workers will be needed to 
reconstruct Iraq and Kuwait after the con- 
flict. m Rigoberto Tiglao 
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The Commerzbank report 
on German business and finance 2/91 





Eastern Germany's energy industry 


More than any other sector in the 
former GDR, the energy industry faces a 
radical transformation. Policy for eastern 
Germany must become market-oriented 
which will change the relative shares of 
the various energy sources in power 
generation. While East Germany at- 
tained a high degree of autonomy in its 
electricity supply over the past decade 
through massive investments in brown 
coal plants, this emphasis on locally- 
mined lignite created grave environ- 
mental problems. 

Eastern Germany derives 85% of its 
electricity from brown coal, which not 
only has a low calorific value but also con- 
tains large amounts of sulphur and water. 
As power stations lack pollution-control 
systems, the use of brown coal causes 
serious environmental damage. More- 
over, until early 1990 when the Greifs- 
wald plant was shut down for safety 
reasons, nuclear energy accounted for 10% 
of the overall power supply. Finally, eastern 
Germany’s conventional power stations 
are for the most part outdated, and very 
few of them are equipped with desul- 
phurization or dust removal systems. 


Potential for saving energy 

But it was not only the mix of energy 
sources for power generation which dis- 
tinguished East from West Germany; its 
energy consumption was higher as well, 
ranking it third on a per capita basis 
among the world’s industrial nations — 
after Canada and the United States. The 
potential for energy savings in the ex- 
GDR is considerable, not least because 
prices were heavily subsidised in the 
past. For example, before new tariffs 
were introduced this year, a kilowatt hour 
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“A more efficient supply 
of energy will help 
stimulate investments.” 





of electricity, which cost 25 pfennigs to 
produce, was sold to private households 
for only 8 pfennigs. 

In the meantime, the three largest 
West German electricity companies, 
together with other western firms, have 
acquired stakes in the 
electricity industry of the 
former GDR. They are 
providing it with the 
strong infusion of capital 
and know-how that will 
be required to modernise 
the network in the east. 

Under the new system, 
power consumers in east- 
ern Germany will con- 
tinue to be supplied from 
local plants. And while 
brown coal will remain 
the principal fuel for elec- 
tricity generation for the 
foreseeable future, the 
number of lignite-fired plants will be 
reduced and brown coal consumption 
will be cut sharply through the use of 
more efficient technologies. 

Things are also looking up for the gas 
industry. Privatisation has brought sev- 
eral West German gas concerns into the 
industry, and negotiations are in progress 
with foreign suppliers as well. With the 
help of these new partners, the sector will 
be able to make sizeable investments 
in its distribution network and storage 
facilities, thus creating the basis for a sub- 


stantial increase in the contribution of gas 
to eastern Germany’s energy supply. 
Whereas the gas networks in the two 
parts of the country are currently being 
connected, there are technical problems 
to be solved before the two electricity 
networks can be joined. Even now, the 
West German states are still part of the 
Western European grid, while the former 
GDR remains within the Eastern Euro- 
pean network. At present, frequency dis- 
crepancies and a lack of transmission 
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lines make it impossible to connect the 
two grids. No breakthrough in this 
respect can occur before 1992. 

However, the West German utilities 
that have entered the ex-GDR's energy 
industry have already begun modernis- 
ing and restructuring the electricity net- 
work. As a result, the security of supply is 
improving, which is in turn eliminating 
one obstacle that up to now has made 
potential investors, both German and 
foreign, reluctant to commit funds to 
projects in the former GDR. 
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Socialist Republic of 
Viet Nam 


INVESTMENT OPPORTUNITIES 
E IN VIET NAM 
| HO CHI MINH CITY, 11-15 MARCH 1991 


| Viet Nam, the United Nations Industrial Development Organi- 
_| zation (UNIDO) and the United Nations Development Pro- 
— | gramme (UNDP). This is a unique opportunity to discuss over 
1-480 industrial investment projects in more than a dozen in- 
-| dustrial subsectors, including agriculture, forestry and fish- 
...| ing, mining, food and beverages, leather processing, textiles, 
..] wood processing, paper and paper processing, chemicals, 
| rubber and plastic processing, non-metallic mineral pro- 
ducts, non-ferrous basic metals, fabricated metal products, 
machinery and equipment, construction and tourism, ranging 
in value from US$ 0.5 million to US$ 1,200 million. Foreign co- 
operation is sought for various types of industrial co-opera- 
tion, including non-traditional financing arrangements. Com- 
panies interested in participating can arrange to have indi- 
vidual meetings with Vietnamese businessmen during the 
Viet Nam Forum. They are also invited to present their own 
projects for discussion. A registration fee of US$ 250 will be 
charged. For more information please contact: 


Industrial Investment Division 
DA UNIDO P.O. Box 300, 1400 Vienna, Austria 
. Tei. 21131/4830, 4819 or 4812 Telex: 135612 Fax: 2308260 


: Appointment 


| REDD BARNA (NORWEGIAN SAVE THE CHILDREN) - CAMBODIA 
D TEACHER TRAINING SPECIALIST 
pU ‘Redd Barna seeks a Teacher Training Specialist for a 3-year project for 
- FL upgrading primary teacher training in co-operation with the Cambodian Minis- 


^. Meet Vietnamese business leaders at the Investment | 
Forum for Viet Nam, organized jointly by the Government of 





| try of Education. The position will support the national programme by linking | 


|] cen ;olicy to teacher training in two peripheral training colleges. The 
| Specialist will advise and assistin improving pre-service training, establishing 
| in-service training structures and upgrading planning and supervision, 

| Qualifications: a degree in a relevant aspect of education, several years 





experience in primary teaching and teacner training, preferably ina developing | 


country, fluency in English and preferably also in French. Available March | 


1991. Project duration is 3 years but contract will be extendable annually. 
Closing date 28 February 1991. Salary US$25,000 - $33,000 plus housing and 
CLA. Contact Per Egil Wam, Redd Barna-PNH, P.O. Box 2420. Bangkok 10500, 
Thailand, i 


. Readers are recommended 
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MA in Communication S 
Policy Studies 


This taught MA course provides a broad overview of policy 
developmentin broadcasting, the press, telecommunications, - 
and information technology plus detailed analysis of sectors: 
or issues of the student's own choice. It can be taken full-time 
over one year or part-time over two years. The course is inter- 
disciplinary and includesteaching on: — ^. T LN 
* Sociological, Political and Economic analysis of - 
Communications Policy * Culture, ideology. and... 
Representation * Research Methods for Communications 
Policy * Communications and Technology * International, 
British and American Communications Policy. ^ = 

Facilities for research leading to MPhil and PhD degrees 
are available, | ano 



















Further details and application forms from; Secretary, 
Communications Policy Studies, Department of Social 
Sciences, City University, Northampton Square, London 
EC1V OHB. Tel: 071-253 4399 Ext. 4505. Please quote 
reference: CP/FE. : uuo s | 











\DMINISTRATION & PLANNING: 


i tive Development and International 
Policy Studies, Modules offered include Anti-Poverty Planning; Rural/Urban 
and Industrial Development Policy and Planning; Social. Welfare Policy: 
Planning models; Regional National and International Planning and Policy. 
Intensive Courses of 2 to 12 weeks; Part-time two years; full-time one year. 
Course suitable for those interested in aspects of regional, national and 





| international economic and social planning, policy-making and implementation 


in the developing countries. — 


For Further information and application forms. please write to: 


Professor Peter Townsend/Pe: 
Department of Social Policy 
University of Bri 

40 Berkeley Square; Bristol, 
Phone: 0272 303030: 

Fax: 0044 272 251537. 
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COURSES 


Earn a degree entirely at home. Private University 
offers distance-learning degree programme: 
BUSINESS ADMINISTRATION 
ECONOMICS 

COMPUTER SCIENCE 

LAW | 
NUMANITIES/PHILOSOPHY 
One year adult course places emphasis on 
previous experience/knowledge. Personal 
tutor provides one-to-one no-limit tuition, Afi 
tutors are highly skilled professionals eminent 
in their field. No residence required. 
Doctorate programmes availabie. 

Neil Gibson & Company. 


Dept: FERA, PO Box 3, Sudbury, Suffolk, 
England. Fax: «44/787 278478 
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We sec ng distributors to market our products directly | - 
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-| Our training is intensive both at our world headquarters and locally i in| ies 

the field. Our local managers will provide on-going supporta andassist | m 
. in conducting in-plant, technical training seminars. | 


TWO superb attached Victorian SEVEN diei fre 
holds of FIFTEEN fully modernised and furnished flats 


Rental potential circa. £230,000+ per annum. Brea 
A | value 4 2.4 pw URGENT sale required thus f pr 
































We are an exceptional organization onenng an exceptional u unlimited 
pportunity. JN 
LEASE FAX RESPONSES TO 617-279-9126 ATTN: CAROL G T MAN 








IE The combined efforts. of the Far Eastern Economic Review's 
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mation for those who do business, or have an interest, ine 

As a testimony to the publication’s editorial qualit 

cles have, over the years, be eprir if ag 
educational textbooks, newsle i ters ete throughout. d e world. E 
Should you as an editor, publisher oron be sation, edu- 
cational establishment etc wish to inqu Ir fépritit and. 
copyright charges, please address your correspondence to: 




























This space is reserved for 
| r isements 


















Editor , 
. Review Publishing Company Limited 
GPO Box 160, Hong Kong 


Tel: 8328381 Fax: 8345571 
Telex: 75297 ECWEK HX 


|. We welcome inquiries from all interested parties and assure you of our 
prompt, individual attention. 
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Samsung's springboard 


taff at Samsung Electronics’ re- 
search lab south of Seoul are 
spreading the word. The badge 
they are sporting on their company 
overalls these days reads: “Take-Off II." 

The label aims to focus everyone’s mind 
on the challenge facing the company: how 
to accomplish the leap in product develop- 
ment that will catapult Samsung into the 
first division of global electronics firms. 
How Samsung manages its task will be in- 
structive for many other South Korean en- 
terprises. 

Samsung Electronics has successfully 
specialised in manufacturing computer 
memory chips, or DRAMs. But the shift from 
development of existing designs to true in- 
novation — essential for any technology 
company aspiring to a leading-edge posi- 
tion — may test corporate philosophy as 
well as ingenuity. 

The company is tackling the goal at sev- 
eral levels: more money for research, the 
maintenance of a strategically positioned 
“listening post" in California's Silicon Val- 
ley, a substantial in-house training effort, 
and opportunities for company researchers 
and engineers to travel to seminars and 
training courses abroad. Yet Samsung is 
discovering that catching up with the lead- 
ers still is not easy. 

In the early days of its electronic busi- 
ness, Samsung received help from abroad, 
notably from Japan's Sharp. But such as- 
sistance is more difficult to obtain the more 
successful the new entrant becomes. Japan- 
ese and US companies worry that techno- 
logy transfers to firms like Samsung will ul- 
timately produce a new competitor — the 
so-called “boomerang effect.” 

South Korean companies, meanwhile, 
have a traditional dislike of joint ventures, 
fearing that foreign partners will have a 
vested interest in maintaining them in a 
secondary role. 

Before it can approach such relation- 
ships as an equal, rather than a subordi- 
nate, Samsung Electronics will have to 
demonstrate its credentials in technology. 
As an initial step, it has significantly in- 
creased its spending on R&D. Research ex- 
penditures last year amounted to more 
than 12% of semiconductor sales revenues, 
or about Won 150 billion (US$209 million). 
This is a somewhat higher share than Ja- 
panese electronics companies’ 8-10%, but 
much higher sales figures mean their abso- 
lute spending far exceeds Samsung's. 

The company employs 2,300 people, 
half of them scientists and engineers, at 
two R&D units near Seoul. To keep them in 


touch with trends in the industry, the 
South Korean company also has a design 
and marketing centre in Santa Clara, 
California. The centre, set up in 1983 before 
Samsung began its big push into semicon- 
ductor export markets, has a staff of 350, 
only 100 of whom are South Koreans. 
Many of the others are US and Taiwanese 
engineers. 

Samsung hopes this foreign talent will 
help it close the technology gap with inter- 
national rivals. So far, Samsung's chief 
competitive advantage in the semiconduc- 
tor business has been price — especially im- 
portant, because DRAMS are a so-called com- 
modity product whose price is particularly 
sensitive to market demand. 

The engineering and design problems 
associated with DRAMs are relatively 
straightforward. Each new generation of 
chips is an incremental improvement on 
the previous one, as designers find ways to 








Samsung’s Lee: ‘Koreans work harder.’ 


squeeze more storage capacity into the 
same space without overheating the chip. 

Thus DRAMs play to South Korean 
strengths at mass-producing standard pro- 
ducts. But the future lies in learning to 
make custom-designed chips in smaller 
quantities. This is why Samsung is now in- 
vesting more of its R&D resources in these 
niche products — areas such as cache 
memory devices, video RAMs and “fifo” 
chips. By the mid-1990s, Samsung hopes to 
generate half of its sales from these higher- 
margin products, compared with less than 
one-third today. 

One of the reasons Samsung's Silicon 
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Valley outpost is so essential to its climb up 
the value-added ladder is that South Korea 
is short of highly trained engineers. This 
handicap is a reflection of South Korea’s 
educational system, which is good at pro- 
viding basic skills and guaranteeing near- 
universal literacy but is weak at higher 
levels of schooling. 

Samsung Electronics, however, can 
count on two advantages: as part of South 
Korea’s biggest chaebol, the Samsung 
Group, it is able to take its pick from the 
country’s annual output of new graduates; 
and because wages remain low, it can em- 
ploy more of them. 


Most of its design engineers earn only | 


about Won 600,000 a month, about 25% 
lower than Japanese rates. And Lee Yoon 
Woo, Samsung Electronics’ senior execu- 
tive managing director in charge of re- 
search, boasts that “Korean engineers work 
harder.” 


Among Samsung's college recruits, the | 


semiconductor division is the most glamor- 


ous career choice. The group hires promis- | 


ing candidates in their first or second year 


at university and sponsors the remainder of | 


their course. Once they join the company, 
Samsung puts them through its own two- 
year training course before they are drafted 
into its current projects. 

South Korea’s weak science education 
threatens to hamper many companies' ef- 
forts to move upmarket. Some send their 
brightest recruits to study abroad; South 
Koreans comprise the second-largest num- 
ber of graduate students in the US, trailing 
only the Japanese. This is not a satisfactory 
long-term solution. Yet within the South 
Korean Government, a growing techno- 
logy bureaucracy appears to be doing little 
to help. 

Samsung/s Lee, meanwhile, knows that 
his team has to generate its own ideas 
rather than copy or import semiconductor 
designs from outside. "The world has 
changed," he says. "Patents and intellec- 
tual property are big issues." 

In what may prove to be a significant 
shift in South Korean business tactics, Lee 
hints that Samsung may seek a strategic 
alliance, probably with a US or European 
company, to share the cost of technology 
development. 

Samsung will not know the verdict on 
its current efforts for several years. But 
what the countrys premier electronics 
company faces today, other South Korean 
hi-tech firms will face tomorrow. And some 
may find the challenge tougher than they 
expected. m Mark Clifford 
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Hong Kong 


Kuala Lumpur 


Time is money. Which means saving time 
is important —— whether you're travell- 
ing on business or for leisure. That's why 
China Airlines has developed such an 
extensive network throughout the 
region. 

With our connections to 15 major Asian 
cities and convenient flight schedules, 
you spend less time in the air. Which 
gives you more time on the ground to 
do all the important things. 

And, if you're travelling to either Europe 
or North America, China Airlines flies 


TAIPEI 
Ay 


CX 


Fukuoka 


Okinawa 


Fly China Airlines — 
When Superior Networking 
Means Extra Profits. 


Y Denpasar 


you there with the same convenient, 
hassel-free service that we offer in Asia. 


Start saving money. By saving time with 
China Airlines. 


We treasure each encounter. 


e-) CHINA AIRLINES 
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LONG TERM SUPPORT FOR YOUR BUSINESS. 


The Long-Term Credit Bank of Japan offers 
advice to help your business grow. We'll 
give you constant backing, and, when 
you're ready, we'll show you how to branch 
into new areas, too. What's more, with our 
support, you'll continue to flourish. 

We were established in 1952 to ensure a 
steady flow of long-term funds for industrial 


Head Office: 2-4, Otemachi 1-chome, Chiyoda-ku, Tokyo 100. Tel: (03) 3211-5111 


growth. Today we're one of the world's top 
20 wholesale banks. This is the reward for 
our belief in following our client's business 
through from start to finish; for making 
sure your plans are successfully realized. 
We specialize in Long-Term Corporate 
Financing and Merchant Banking Services 
such as Project Finance, Mergers and 
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Acquisitions, Leasing and Investment 
Advisory Services, as well as a full range 
of additional Banking Services. We also 
have over 60 offices worldwide, which 
means we can offer you both global and 
local support. 

So, if you want to see your business grow 
bigger and stronger, why not try LTCB? 


The Long-Term Credit Bank of Japan, Limited 


Telex: J24308 


Branches: Hong Kong (5) 285670, Singapore 535-9633 Subsidiaries: LTCB Asia Limited (5) 285670, 
LTCB Australia Limited (02) 251-3544, LTCB Merchant Bank (Singapore) Limited 533-8111, 


P.T. Bank LTCB Central Asia (021) 578-2562 
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The state as moral arbiter 

By institutionalising the five “shared 

values,” [Esprit de core, T. Feb.] there is a 
administration may be 


= t a slippery slope. 
' ement i is woinied: that 









2 e said values are already "shared," 

-. why the need for state intervention? The 
parenting and other autonomous social 

rocesses will ensure that values which can 









<- filtered down. 

—.. The formal adoption of the shared 

~ values as the prescribed moral anchor for 

. Singaporeans provides the state with yet 

. another role — that of a moral arbiter. This, 
to say the least, is yet another serious en- 
croachment of the individual's sovereignty, 











and a further erosion of the individual's so- 


cial space. Values are moral choices of indi- 
viduals and ought to remain as such. In the 
first place, not everyone appreciates the no- 
tion of putting "society before self," one of 
the five shared values. And among the be- 
lievers, not all are practitioners. Whether 
the individual puts "society before self" is 
certainly a matter for him. In so far as the 
individual's acts or omissions are not con- 
. trary to the laws of the land, it is not the 
- business of the state to interfere or criticise 
his moral and social values. 
The only saving grace is that the shared 
values as adopted by the Singapore parlia- 
ment do not have the authority of law, and 
there is no legal sanction against deviators. 
Nevertheless, the state machinery is now 
armed with an ideological yardstick to mea- 
sure the conduct of its citizenry. 
London TAN WAH PIOW 


Rule of law, not politics 
The article entitled Links under stress [17 
Jan.] is misleading and unfair towards, the 
Malaysian Government. The arrest of the 

Sabah chief minister was a natural process 
of the law and had nothing to do with the 
Parti Bersatu Sabah's defection to the oppo- 
sition. Malaysia is a democratic country and 
upholds the rule of law. Anyone who com- 
mits an offence irrespective whether he is 
an ordinary citizen or one who holds high 
office, or whether he is from the opposition 
party or the ruling party has to face the con- 
sequences of being charged in court. He is 
not the first chief minister to be charged in 

. a court in Malaysia. 

. . The former chief minister of Selangor 

: who was then from the ruling party was 

-also charged for corruption a few years ago. 

7 Another cabinet minister of the federal gov- 





see is not sedie if 


rithstand the test of new circumstances be 


other words, the Malaysian Government is 
very fair. 

The arrest of the chief minister of Sabah 
and his brother by the Anti-Corruption 
Agency was after months of investigation 
and it was done long before the chief minis- 
ter's defection to the opposition. 

Jakarta SHAIR MOHAMMED NOR 
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Student insights on Gulf 

In reference to War For What? [24 Jan.], last 
autumn, Michael Rivage-Seul, an associate 
bag at Berea Christian College, Ken- 
ucky, set ipgi students t to research ea Gulf 









- ¢onfli . 2 stopping 
"another Hitler. 4 Sad m Hussein is not a 
world clas threat. He i is a regional dictator 
of a i d World country. 





He is no more or less evil to today than when 
he was the recipient of massive US backing 
against Iran in that eight-year war. His 
much touted war machine was unable to 
overwhelm Iran. 

> It is not about upholding the principle 
that larger countries must not invade small- 
er ones. The US has never subscribed to 
that ethic, as instanced by 1989 ravag- 
ing of Panama — condemned by the UN. 
®» Nor is the war about maintaining "the 
international rule of law," they found. In- 
deed, the US has a very uneven track reord 
in this area. It supports UN and World 
Court decisions only when these coincide 
with US self-interest, as, for example, it has 
supported Israel's ignoring of UN resolu- 
tions demanding an end to its 23-year occu- 
pation of West Bank and Gaza. Similarly, in 
1986, the US flatly refused to abide by the 
World Court's decisions against its actions 
against Nicaragua. 

> This conflict is not about protecting in- 
nocent people from atrocities carried out by 
brutal dictators. The US has never backed 
away from supporting leaders with the 
most abysmal human-rights records — Pin- 
cohet in Chile, Marcos in the Philippines, 
or 5amoza in Nicaragua. 

In 1988, after Saddam Hussein had used 
chemical weapons against Kurdish civi- 
lians, Congress proposed a modest sanc- 
tion, then president Reagan threatened to 
veto it on the grounds it would affect grow- 
ing US-Iraq relations. 

US Gulf policy has little to do with a 
consistent opposition to chemical weapons 
or nuclear proliferation. Over the years, the 
US has "staunchly opposed treaties control- 
ling the production of chemical weapons." 
The US has shown little if any concern 
about nations it approves of, such as Israel, 
having nuclear weapons. What's more, the 
US has consistently refused to sign any 
treaty aimed at ending the testing of nu- 
cear weapons. 
Ottawa 
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in the KiA's 4th Brigade area in 
northeastern Kachin state, Mahtu Naw, 


21 FEBRUARY 1991 





E feels it deserves qi more NY ME. a 
_ Tokyo than it receives. Political rel 


Invisible trader 40 


iiam. dubi 42 


aa = 


on official contacts with the island i j 











| are lopsided: Taiwan's S bilateral trade 
_ deficit is equivalent to a per-capita 


.. US$380, more than double the widely. do ET 


e publicised US deficit with Japan. But niil 3 2 being t 


o Taiwan swallows its collective pride and 
adopts Japanese industrial and marketin; 
- practices, it has little prospect of reducing 
~ that Sen 40 3 





who defected to the government with a 
few hundred men in January. Calling this 
a “breach of trust,” the KIA has called off 
further negotiations with the SLORC. As a 
result, fighting between the Burmese 
army and the Kachin rebels is expected to 
break out soon in Kachin state where the 
KIA's Ist, 2nd and 3rd Brigades are active. 


Grand Tour 
Japan's Prime 
Minister Toshiki 
Kaifu may visit China 
for the opening of a 
Japan-financed 
cultural centre in 
Peking in early May. 
The visit would mark 
i the oa 
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democracy student movement in 1989. 
Sources say Kaifu may also go to 
Southeast Asia around the same time, a 
trip which was postponed in January 
because of the Gulf crisis. 


Academic Advice 

Following a visit to Vietnam and 
Cambodia in January, a group of 
influential US academics have 
recommended a “mid-course correction" 
in US policy towards the two countries. 
The US should see the UN draft 
agreement for a Cambodian settlement 
not as an ultimatum that Hanoi and 
Phnom Penh must accept fully, but as a 
document which can be modified 
through negotiation, the academics told 


. the US Assistant Secretary of State 


Richard Solomon. Washington should 
also make a commitment that once the 


. agreement is signed by Hanoi and 
Phnom Penh, the US would lift its trade 
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embargo on Hanoi, remove barriers to 
financing for Vietnam and begin 
negotiations for diplomatic recognition, 
they said. 


Fuelling Speculation 


The Chinese air force has equipped four 
of its combat aircraft with air-refuelling 
kits purchased from Iran, but has yet to 
find a suitable tanker aircraft. Some 
analysts believe that a version of the Yun 
8C transport aircraft, which was first 
flight-tested last year, will be developed tc 
fulfil the role. The acquisition of a an 
air-refuelling een wil signi dcar inem 
enhance the Chine: s 





borders. Meanwhile poen are 
observing a burgeoning defence " 


seen loading weapons, includ 
fighters, at Chinese airports. 





PHILIPPINES 


Rebels weakened by arrests of key men 


Lost leaders 


By John McBeth in Manila 


he 6 February arrest of two key 

rebel leaders has strengthened 

speculation that the Reform the 

Armed Forces Movement (RAM) is 
on the ropes and no longer poses a serious 
threat to the stability of the Corazon 
Aquino government. 

Military agents picked up chief RAM 
strategist Lieut-Col Victor Batac and Young 
Officers Union (YOU) leading figure Maj. 
Abraham Purugganan within hours of each 
other in the Makati financial district only a 
day after newly appointed Armed Forces of 
the Philippines (AFP) Chief of Staff Gen. 
Rodolfo Biazon claimed the rebels can 
now be written off. Both had P1 million 
(US$35,714) rewards on their heads. 

Said one intelligence source: "I think 
they've run out of options and it [RAM] is 
starting to fall apart. The cycle that began in 
1985 is over.” 

The latest arrests follow other major 
government successes — the arrest 
on 4 October of YOU founder Capt. 
Diosdado Valeroso, who formerly 
worked with Batac in Philippine 
Constabulary (Pc) intelligence, the 
rounding up of fellow YOU leaders 
Lieuts Emile Ong and Gregorio 
Tomas in late December, and the 
17 January recapture of another 
RAM leader,  Lieut-Col Billy 
Bibit. 

Although popular support has 
never been a pre-requisite for a 
coup, intensified political activi- 
ties leading up to the 1992 elections 
may be eroding the pretext for 
armed intervention. "Their time has 
run out and I believe the support for 
them in the AFP is on the wane,” ' 
says a retired PC general who wasa ` 
military academy instructor for 
many of the rebel leaders. 

Not only has the distraction of the Gulf 
War enabled the government to make un- 
popular decisions without the threat of seri- 
ous destabilisation, but the appointment 
of dynamic new Executive Secretary Oscar 
Orbos has also contributed to the changing 
public mood. In the Philippines, perception 
is an important part of politics, even if there 
is little to cheer about in the overall eco- 
nomic landscape. 

A senior Philippine intelligence source 
agrees conditions are against the rebels, but 
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Batac, left, under arrest: cautious organiser. 


while he discounts another coup attempt 
he says the bombing of Justice Minister 
Franklin Drilon's house, foiled attacks on 
Basa airbase and a Manila oil refinery, and 
evidence that at least one key rebel hunter 
has been targeted for assassination shows 
they are still dangerous and may become 
more so as they are backed into a corner. 

Perhaps mindful of the misplaced op- 
timism that preceded the December 1989 
coup attempt, AFP deputy chief of staff for 
operations Brig.-Gen. Lisandro Abadia is 
equally cautious. "What it needs," he told 
the REVIEW, "is just a little more push." 

Fugitive RAM founder Gregorio Hona- 
san remains the symbol of the movement, 
but Batac is a particularly important prize 
because of his organisational talents and 
the role he played in the birth of YOU — a 
grouping of younger, more idealistic offi- 
cers who may yet prove to be a lot more re- 
silient than their mentors. 

A cautious, low-key figure, Batac had 
been in the underground since the 1989 re- 
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bellion. Despite reported sightings of him 
in Mindanao, where his younger brother 
was implicated in Col Alexander Noble's 
short-lived October revolt, he is believed to 
have been confined to Manila for most of 
the time by a diabetic condition. 
Purugganan was already under indict- 
ment for his role in the failed August 1987 
coup when he emerged as one of the more 
visible leaders of the 400 Scout Rangers 
who took over Makati high-rises in the final 
four days of the 1989 putsch. He and a 
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number of other rebel officers changed into 
civilian clothes and escaped when the re- 
bels surrendered to government forces. 

A decorated guerilla fighter, Purugga- 
nan joined You only last April and is said 
to have spent much of the intervening 
period working with Valeroso, YOU's ac- 
knowledged idealogue. After Valeroso was 
seized in a Quezon City safe house, Purug- 
ganan took it upon himself to issue a state- 
ment announcing YOU's intention to form a 
tactical alliance with the Communist Party 
of the Philippines (CPP). 

Valeroso and Purugganan played a 
leading role in contacts with the CPP and 
its military arm, the New People's Army, 
but sources close to the rebels say the 
disclosure of the talks was not sanctioned 
by the rest of the leadership and earned 
Purugganan a severe rebuke from Capts. 
Washington Javier, Rafael Cardeno and 
other key YOU members that edged him out 
of the decision-making process. 

The recent arrests appear to have play- 
, ed havoc with a new organisation 
* framework the rebels worked out in 

early December to improve coordi- 
nation. Although a joint executive 
committee comprising Commodore 
Domingo Calajate, Lieut-Col 
Rodolfo Tor, Cardeno, Javier and 
one or two other unidentified offi- 
cers remains intact, Bibit, Batac, Ong 
and Tomas all belonged to four-man 
core groups RAM and YOU formed at 
the same time. Bibit and Tomas 
were responsible for operations in 
their respective groups, while Batac 
and Ong had the task of handling 
propaganda. 

Although YOU in particular has 
developed a cell-like structure, de- 
signed along the same lines as the 
CPP, intelligence sources say that 
now security has become a primary 
concern, the rebels are finding it 

increasingly difficult to communicate. 

One former leader believes RAM's for- 
tunes began to go downhill following the 
1989 coup. But he says the death knell was 
probably sounded last October when the 
leadership did not follow through on its 
promise to mount other pocket rebellions 
in support of the hapless Noble. This, he 
claims, was not the first time Honasan had 
failed to live up to his word. 

Still there are puzzling aspects to the 
capture of Batac and Purugganan. Many 
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observers, for example, find it difficult to 
swallow the AFP account that a civilian ac- 
complice escaped from agents surrounding 
Purugganan’s car and, knowing he was 
being pursued, fled to the very con- 
dominium complex where Batac was found 
four hours later. 

In a situation already clouded by dis- 
information, such credibility gaps and the 
presence of government deep penetration 
agents inevitably leads to suspicions of be- 
trayal, similar to the destructive paranoia 
that has plagued the cpp. “It [Batac’s cap- 
ture] took a lot of intelligence work, but it 
wasn't as simple as that," acknowledges a 
source involved in the operation. “We just 
got lucky that day." 

The AFP claims to have "very good intel- 
ligence” that the fugitives have been pro- 
tected by prominent Manila businessmen, 
who up to now at least have provided them 
with safe houses, vehicles and financial 
support. It has also been clear for some 
time that the search for the rebel leaders 
has been hampered by sympathisers in AFP 
ranks, including officers with military aca- 
demy or other fraternal ties. 

Those attitudes may be changing, how- 
ever. AFP leaders feel the reforms they have 
instituted have been largely successful in 
putting a stop to rebel recruitment and 
removing dissatisfaction from the ranks. 
They also believe they have convinced 
most officers that in "crossing the line" the 
rebel leaders should not be treated as old 
comrades, but as a threat to national sec- 
urity just as serious as that of the CPP. 

Biazon's appointment to the top military 
post, which in his case will last only until 
his 14 April retirement date and not for the 
three years enjoyed by his predecessors, 
certainly appears to have brought a new 
energy to the hunt. Analysts say if he suc- 
ceeds in capturing more of the major 
players, as he has vowed to do, Aquino 
may even be persuaded to extend his term. 

Significantly, the officer responsible for 
much of the legwork is Biazon protege Col 
Benjamin Libarnes, the head of the Coun- 
ter-Intelligence Command (CIC), which was 
formed following the 1989 coup. Although 
CIC has other duties, one of its main tasks 
has been to monitor rebel penetration of 
AFP ranks. Libarnes served as Biazon's intel- 
ligence chief at the National Capital Region 
Defence Command after his return from a 
seven-year stint as military attache to In- 
donesia. 

If RAM is in serious trouble, it is still too 
early to assess the future of YOU, whose 
professed nationalism and ideological un- 
derpinnings make it more of a state of 
mind among younger officers than a force 
dedicated to the short-term goal of armed 
intervention. It is for this reason that, while 
the arrests of Valeroso and Purugganan 
may be setbacks, there are always others — 
above and below ground — to carry on the 
movement. s 
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Bed room 
revelation 


Did President Corazon Aquino hide 
under her Malacanang Palace bed dur- 
ing the August 1987 coup attempt? She 
says she didn't. And to prove it, she 
took the unprecedented step of going to 
court on 11 February to back up the fact 
that there is not enough room under her 
boudoir's box-like bed to slip under. 

Although her lav had appa- 
rently hoped the whole issue would 
fade away, the president is still so in- 
censed at the allegation that she is push- 
ing ahead with a criminal libel charge 
against Philippine Star columnist and cur- 
rent affairs talk-show host Luis Beltran, 
which could mean he will be doing his 
writing in future from a prison cell. 

"This particular statement gives the 
impression that the commander-in-chief 
of the armed forces is a coward," the 
grim-faced president told a packed court 
in two-and-a-half hours of testimony 
carried live on television and radio. "I 
was very angry because this was a blat- 
ant lie and I want the court to know 
[that]." 


FOREIGN 


Dressed in a peach-coloured suit, 
with a string of pearls around her neck, 
Aquino was twice reminded by the 
judge to address the prosecution and 
defence counsels as "sir," as a sign of re- 
spect to the court. Her supporters in 
the public gallery were also admonished 
when they broke into applause. 

Beltran now claims the expression 
was m hyperbole to illustrate the 
level of alarm when rebel soldiers at- 
tacked the palace. But that, and the col- 
umns he has written praising the presi- 
dent, have cut little ice with Aquino, 
even if the story has ended up in the 
humour corner of many of the world's 
newspapers. 

No one seems to be taking sides in 
this dispute, which makes it a rare case 
indeed. Defence lawyers maintain that 
hiding under the bed does not necessa- 
rily hint at cowardice and point out that 
during the July 1990 earthquake Aquino 
acknowledged she and some of her 
cabinet members had done just that. 

More recently, Philippine commen- 
tators have also taken note of reports 
that British Prime Minister John Major 
and his war ministers all dived under 
the cabinet table when the Irish Repub- 
lican Army recently lobbed mortar shells 
at No. 10 Downing St. m John McBeth 
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Japan has doubts over Gorbachov's rapprochement 


Islands of uncertainty 


By Anthony Rowley in Tokyo 


s recently as the middle of last year, 
A the logic of Soviet President Mikhail 


Gorbachov offering concessions to 
Japan over territorial issues during his sche- 
duled visit to Tokyo in April appeared im- 
peccable. The tide of glasnost which swept 
Eastern Europe seemed certain to wash up 
on Japan’s northern shores. 

As Japanese Foreign Ministry sources 
saw it, Soviet-Japan relations had become a 
priority agenda in Moscow after settlement 
of European issues. Having cemented ties 
with China during his official visit in 1989 
and later with South Korea, Gorbachov 
was all set to cap his Asia-Pacific diplomacy 
with a ground-breaking trip to Japan. 

This is still the official hope in Tokyo. 
But as events have unfolded in the Soviet 
Union in recent months, Japan’s hopes for 
a concrete resolution of what it sees as the 
critical issue of the four northern islands — 
which formed part of Japanese territory 
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until the Soviets occupied them in 1945 — 
have dimmed. 

There continues to be a good deal of 
public posturing in favour of a full restora- 
tion of the island territories. At the highest 
political level, Prime Minister Toshiki Kaifu 
reaffirmed in early February that return of 
all four islands is essential to any improve- 
ment of Japan-Soviet relations. 

But the question no longer is simply 
whether the Soviet leader will be willing to 
hand back the islands, or at least initiate 
meaningful negotiations to that end, in re- 
turn for Japanese economic assistance. 
Tokyo seriously doubts now whether Gor- 
bachov or the Soviet central government 
has the power to deal with Japan on the 
issue. 

This is not just a matter of separatist ten- 
dencies in several Soviet republics and of 
the possibly dangerous precedent which 
Moscow might see in making territorial 
concessions to Japan. It is more a question 
of precisely which part of the disintegrating 
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- Masashi Nishihara, professor at | 
the National Defence Academy in 
Tokyo, points out that the four is- | 
lands — Etorofu, Kunashiri, Shiko- 
tan and Habomai which lie betwe 
Japan's northernmost island of Hok- 
kaido and the Kurile chain — form 
part of the Russian Republic. 

As if to emphasise this point, the 
president of the Russian Republic, 
Boris Yeltsin, declared in Moscow 
on 8 February that his republic 
would oppose returning the islands 
to Japan, or any other steps which 
t ten the territorial integrity of 











According to Nishihara, it will re- 
quire a national referendum in the 
‘Russian Republic to approve a re- 
turn of the islands to Japan. Meanwhile, he 
‘says, they are administered by the Soviet 

-Unions Sakhalin province, which would 

. like to do a direct deal with Tokyo on the is- 

- .. landsin return for economic assistance. 

|^ Staking his daim to have a say on the 

issue, Sakhalins Governor Valentin P. 

_ Fedorov proposed during a recent visit to 

Tokyo that there should be a partial return 
v0 of the northern islands to Japan. This harks 
back to the offer which the Soviet Union 

.. made in 1956 to return the smaller islands 
of Shikotan and. Hobomai, an offer Japan 
rejected. 

|n the midst of this confusion, it is pos- 
-sible that Gorbachov might try to sidestep 

the territorial issue during his visit to Tokyo 

_ . on 16-19 April. If so, he is likely to go back 

po empty-handed since the Japanese Foreign 

_ Ministry is adamant that no formal peace 

|»... treaty can be signed between Japan and the 
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During his trip to Tokyo in April, even if 
c Soviet President Mikhail Gorbachov 
| strikes a bargain on the islands dispute 

. and satisfies Tokyo that he is able to de- 
` liver on the promises he makes, the Ja- 
: `- panese Government faces an up-hill task 
in persuading local business to do its 
. share in bolstering bilateral economic ties. 
.. “Japanese business circles are reluctant 
to promote economic cooperation with 
the Soviets," an official of the principal 
employers organisation Keidanren told 

REVIEW. From a business point of 
view, ‘the non-convertibility of the Soviet 
rouble ais structural genis of jaa 

s dir i ie to » the Keidanren. 
the Keidanren and Soviet Gov- 
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Bessmertnykh and Japan's Foreign Minister Nakayama: 
glasnost and hope fades. 


Soviet Union until the matter of the islands 
is resolved. 

And, until a peace treaty is completed 

— to supersede the 1956 joint declaration, 
which the two countries made in lieu of a 
full treaty — Japanese Government agen- 
cies will not press the country's already re- 
luctant business sector to step up as yet 
limited economic cooperation with the 
Soviet Union. 

If Gorbachov is willing and able to make 
concessions to Tokyo on the territorial issue 
this could unlock substantial financial as- 
sistance and lead Japan's Ministry of Inter- 
national Trade and Industry to issue ad- 
ministrative guidance to business to assist 
in a meaningful way with developing the 
Soviet Far East. 

Aside from the issues of autonomy and 
sovereignty, return of the northern islands 
would pose other problems for Moscow. 


RELATIONS 2 


io yen for roubles 


ernment agencies set up a joint business 
cooperation committee in 1965, Japan was 
eager to help develop Siberain natural re- 
sources such as oil, gas, coking coal, cop- 
per and precious metals. 

But after successive energy crises, 
Japan greatly improved the energy effi- 
ciency of its economy and also found al- 
ternative sources of raw material supplies 
from sources such as Australia and China. 

Moreover, Japanese businessmen now 
prefer to deal on spot markets for energy 
and other resources, rather than commit 
themselves to long-term supply contracts. 
World prices for oil and gas make it un- 
economical to develop Siberian energy re- 
serves at present. 

Soviet hopes for Japanese cooperation 
in exploiting offshore oil and gas reserves 
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g: An official of the Japan Association 
for aa with the Soviet Union 
| E alis t Countries of Europe 





veloping tourism in the Soviet Far 
East and as a centre of the local fish- 
ing industry. They also offer impor- 
tant port facilities, as well as provid- 
ing a location for strategic Soviet mi- 
litary installations. 

Faced with the particular prob- 
lems over the northern islands — 
and the more general dangers of 
being out of Moscow for several 
days at a time of great domestic in- 
stability — observers believe Gor- 
bachov might yet cancel his sche- 
duled April visit. 

Soviet Foreign Minister Alexander 
Bessmertnykh's planned trip to Tokyo in 
March, ahead of Gorbochov, is likely to 
provide insights into what his president 
can offer. But Nishihara says the Soviet 
leader is a tactician who will want to leave 
himself room for manoeuvre until the 
eleventh hour. 

Japanese Foreign Ministry sources say 
they will not lose hope of a breakthrough 
over the islands issue until the final mo- 
ments of Gorbachov's visit. The poker 
stakes are high and Japanese diplomats ex- 
pect the Soviet leader will try to force Japan 
to reveal its full hand on economic cooper- 
ation before delivering any concessions on 
the territorial issue. 

But if he reverts to the long-argued 
Soviet line that there is no issue to be 
resolved — since the islands belong to the 
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in Sakhalin and Yakutsk — discovered by 
joint Soviet, Japanese and US exploration 
companies in the 1970s — could be hos- 
tage to these changes in Japan’s economic 
structure. 

Japan-Soviet economic cooperation has 
been limited to projects including oil and 
gas in Sakhalin for domestic consump- 
tion, though it has also embraced coking 
coal and forestry projects in Siberia. 

According to the Keidanren, another 
barrier to cooperation is the fact that Euro- 
pean and US entrepreneurs have access to 
the Moscow area with its relatively de- 
veloped infrastructures for joint ventures 
with the Soviets. 

Japan by contrast finds a natural geo- 
graphic partner in Siberia where infra- 
structure is ill-developed and physical ac- 
cess is limited. This is one reason why 
both Germany and the US have each es- 
tablished over 100 joint-venture manufac- 
turing plants in the Soviet Union in the 
past few years, compared with the 33 
Japan has Nod since 1984. 















Soviet Union — or to lure Japan into eco- 
nomic cooperation as a prelude to im- 
proved relations under which other issues 
can be resolved it will be a “dialogue with- 
out a meeting point,” a Japanese official 
source told the REVIEW. 

The idea of de-linking a Japan-Soviet 
peace treaty from the northern islands issue 
is also vehemently opposed by the Japan- 
ese Foreign Ministry. The ministry har- 
bours suspicions that the working party on 
the conclusion of a peace treaty, set up after 
former Soviet foreign minister Eduard 
Shevardnardze's 1988 visit to Japan to “lis- 
ten to Japan’s views,” may represent an at- 
tempt to undermine the hard line on link- 
age. 

P The most that Gorbachov may do, it is 
feared, is to revert to the 1956 offer of 
returning the two smaller islands. This offer 
was effectively withdrawn in 1960 after 
Japan revised its security arrangements 
with the US and the Soviets unilaterally is- 
sued a statement calling for removal of US 
bases from Japan. This statement has never 
been officially withdrawn. 

Foreign Ministry sources say Japan 
could never prejudice the security of its 
four major islands — Honshu, Hokkaido, 
Kyushu and Shikoku — in return for a deal 
on the four minor islands if Moscow were 
to try and make territorial concessions de- 
pendent upon the US military presence. 

Nishihara believes that the minimum 
acceptable offer Gorbachov can bring to 
Tokyo in April is a 1956-plus formula. This 
would involve restoring the offer to return 
the two smaller islands, plus a recognition 
of Japanese sovereignty over the others and 
an agrement to negotiate a date for their re- 
turn. x 





























The Soviet Union is anxious to import 
apanese industrial and construction 
nachinery as well as consumer goods, ac- 
ording to the Keidanren. But unlike 
‘rance and Germany, where the Soviets 
we able to achieve a trade surplus through 
ports of oil and gas, they usually have a 
leficit in their trade with Japan. 

The Supreme Soviet last year passed a 
aw decreeing convertibility of the rouble. 
apanese businessmen say this will take 
everal years to achieve and in the mean- 
ime they do not wish to accept roubles in 
'ayment for capital or consumer goods. 
hey also complain of severe problems in 
ecuring foreign currency payments from 
4oscow in return for Japanese goods. 
The view of Japanese business lobbies 
5 that even if a Soviet initiative on the is- 
ands were to open the door to major 
lows of Japanese concessional loans and 
xim Bank finance for the Soviets, cooper- 
tion between the two countries would 
till lack an economic rationale in all but a 
elatively few areas. — ai Anthony Rowley 
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BURMA 


Army tightens grip while promising change 


Bans and bribes 


By Bertil Lintner in Bangkok 


aking advantage of the distraction 

provided by the Gulf War, Burma’s 

ruling State Law and Order Restora- 
tion Council (SLORC) has arrested some of 
the few opposition figures who remain at 
large, banned some political parties and, in 
its own inimitable style, mixed repression 
with vague promises of a possible liberalisa- 
tion in the future. 

An editorial in the government-control- 
led Working People’s Daily on 8 February 
made the surprising promise that the SLORC 
would relinquish power after approving 
a new constitution drawn up by politi- 
cal and other representatives. But the 
newspaper failed to indicate how, or to 
whom, the transfer would be made. In the 
meantime, the government continues to 
harass potential opponents 
while bribing others to toe 
the line. 

The Party for National 
Democracy (PND) was ban- 
ned on 20 December 1990 
because its chairman, Sein 
Win, had fled to the Thai 
border and set up a parallel 
government together with 
almost a dozen MPs elected 
from the main opposition 
party, the National League 
for Democracy (NLD). On 
1 February, the SLORC-ap- 
proved elections commis- 
sion also deregistered the 
Anti-Fascist People's Free- 
dom League (AFPFL) and ar- 
rested its secretary-general, Cho Cho Kyaw 
Nyein. 

Unlike the PND, the AFPFL, which had 
borrowed its name from Burma’s first poli- 
tical party set up after World War II, had 
not won any seats in the May 1990 election. 
But Cho Cho Kyaw Nyein, the daughter of 
a powerful politician of the original AFPFL in 
the 1950s, was accused of having links with 
"outlawed rebel groups" — a possible refer- 
ence to her contacts with dissident students 
in the border areas. She is now in Ran- 
goon's Insein Jail. 

On 4 February the League for Demo- 
cracy and Peace (LDP), the party of Burma's 
last democratically elected prime minister, 
U Nu, was also banned. Like the AFPFL, the 
LDP won no seats in last year's election. But 
U Nu's son U Aung, a US citizen, has been 
active organising armed resistance along 
the Thai border since the pro-democracy 
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Exiled Sein Win. 


uprising in 1988, which could explain the 
action taken by Rangoon. 

The fourth party to be banned was the 
Mandalay-based National Politics Front for 
Youth (NPFY), which won three seats in 
May 1990. Its parent party, the National 
Politics Front, was banned in September 
1989 — officially for maintaining links with 
the now defunct Communist Party of 
Burma. The same reason was cited for the 
ban of the NPFY. 

The banning of these political parties is 
largely symbolic, since all open political ac- 
tivity was effectively curtailed when the 
SLORC began its latest crackdown in Sep- 
tember last year (REVIEW, 13 Sept. '90). Far 
more important are the continuing arrests 
of Buddhist monks and other dissidents, 
and the state-controlled press reports al- 
most daily accounts of senior SLORC officials 
. presenting colour TV sets 

3 and other gifts to senior 
Í monks who remain loyal to 
the military regime. 

"The last hope was pin- 
ned on the monks," a dip- 
lomat said. "No Burmese 
thought that the military 
would dare turn against 
the best-respected segment 
of Burmese society. But 
monasteries have been 
raided, hundreds of monks 
have been arrested or dis- 
robed, including some very 
senior monks, and other 
abbots have been bribed 
into submission. That was 
when the opposition against 
the SLORC finally ran out of steam. To- 
day, all overt political ctivity in Burma is 
dead.” 

In late January a small group of Thai 
journalists were invited by the SLORC to wit- 
ness a drug-burning ceremony in Burma's 
northeastern Shan state and to interview 
the acting NLD leaders, chairman Aung 
Shwe and secretary Lwin. However, in an 
unusually strong editorial, the Thai Eng- 
lish-language Bangkok Post newspaper said 
on 6 February: "The statements given by 
the two NLD leaders, apparently prepared 
and devoid of any direct criticism against 
the ruling regime, left the distinct impres- 
sion that for a long time to come there 
would probably be no room for an opposi- 
tion role. [The opposition and other dissi- 
dents] either toe the government line or 
find themselves ending up in detention 
cells for real or imagined offences." hd 
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Indian Government 
shuffle imminent 


> Indian Prime Minister Chandra Shekar 
said he will expand and shuffle his 
ministry before parliament resumes on 21 
February to debate the budget. He is 
expected to use the opportunity to placate 
Deputy Prime Minister Devi Lal, who has 
been showing signs of restiveness amid 
speculation that former prime minister 
Rajiv Gandhi was trying to form a coalition 
around his Congress party and return to 
power through a vote of no-confidence in 
Chandra Shekar. New Delhi press reports 
said Gandhi has now backed off this idea 
and will give Congress support to Chandra 
Shekar's minority government through the 
budget session. Chandra Shekar's decision 
to call an all-party conference on the 
controversial issue of India granting 

` refuelling rights for US air force transports 
en route to the Gulf also helped defuse 
political tension between himself and 
Gandhi. 


Peking finally dislodges 


Guangdong governor 

»> Long-time Guangdong Governor Ye 
Xuanping is believed to have finally agreed 
to leave his post and take up a senior 
government appointment in Peking. The 
move, expected to be formally announced 
at a provincial party congress in March, is 
part of a broader shuffle of local cadres that 
included the replacement of provincial 
party head Lin Ruo by his deputy Xie Fei 
in January. The central leadership has tried 
_ to prise Ye out of Guangdong since 1989 as 
part of its efforts to curb the power of 
reformist leaders in coastal provinces who 
owed their political allegiance to disgraced 
party chief Zhao Ziyang. Ye has recently 
spoken out against Peking's efforts to 
impose tighter central control over 
increasingly autonomous provinces. 


Seoul legislators face 
corruption charges 

> Three South Korean legislators were 
arrested on bribery charges on 11 
February, and five others are to be 
summoned for questioning by state 
prosecutors on possible corruption 
charges. National Assembly 
representatives Lee Jai Keun and Lee Don 
Man from the opposition Party for Peace 
and Democracy, and Park Jin Ku from the 
ruling Democratic Liberal Party, were 
arrested on charges of illegally accepting 
money from trade and automobile 
industries. The other five yet to be 
summoned are suspected of illegally 
lobbying on behalf of the Hanbo Housing 
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Co., a private housing developer accused 
of tax evasion. Chang Pyong Jo, one of 
President Roh Tae Woo's secretaries, has 
already resigned for reportedly putting 
pressure on the Seoul city government to 
authorise a housing construction project in 
an area restricted from development. 
South Korea's first local council polls in 30 
years may be postponed from March to 
April or May because of official concern 
over an electoral backlash stemming from 
the spate of financial scandals. 


Malaysia opens first Asean 


consulate in Ho Chi Minh City 


» Malaysia has become the first Asean 
member to open a consulate in Ho Chi 
Minh City, often viewed as the commercial 
capital of Vietnam. Direct flights between 
Ho Chi Minh City and Kuala Lumpur 
resumed last year and Malaysian 
businessmen have markedly stepped 

up their activities in Vietnam in recent 
months. 


Social indicators 
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Emergency shuts down 
Japan nuclear plant 


> A nuclear reactor at Japan's Mihama 
power station in central Fukui prefecture 
was shut down due to a radiation leak on 
9 February, the first time an accident has 
caused a nuclear power station to stop 
operating in the country. The plant was 
shut down after an abnormally high level 
of radioactivity was monitored, reportedly 
escaping from damaged tubes in the 
reactor's steam generator. Operator Kansai 
Electric Power Co. responded to the leak 
by flooding the plant's reactor, an 
emergency procedure used to cool the 
nuclear fuel rods. No radiation has been 
detected outside the power station, though 
the utility company said it did not know 
when operations could resume. 
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Indonesia boosts northern 
‘triangle’ concept 
> Indonesian Trade 
Minister Arifin 

Siregar said he hoped 
the northern 

Sumatran capital of 
Medan could help 
stimulate “triangular” 
trade between 
Sumatra, northern 
Malaysia and 

southern Thailand. 
Speaking at a trade fair in Medan in early 
February, Siregar said the new triangle 
could become a trade centre for Indonesia’s 
western provinces. It was the first official 
recognition from Indonesia of the second 
growth triangle concept, though Foreign 
Minister Ali Alatas covered the issue 
during recent talks with Thai officials in 
Bangkok. Jakarta already supports 
Singapore’s growth triangle proposal 
involving Malaysia’s Johor state, Singapore 
and Riau province in southern Sumatra, 
and on 7 February agreed with Singapore 
to form a joint body for the development 
of Riau. 
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Siregar. 


Indonesia executes 
Muslim hijacker 


> The reported execution of a convicted 
Muslim extremist in the Indonesian city of 
Bandung on 8 February is being interpreted 
by diplomats as a warning to those who 
may be contemplating terrorist acts as a 
result of the Gulf War. Human-rights 
sources in Jakarta and Bandung say Azhar 
Muhammad Safar, 47, was executed 

by a firing squad. A member of a banned 
organisation, the Islamic Revolutionary 
Council, Azhar was convicted for his part 
in the 1981 hijacking of a domestic airliner 
to Bangkok. Azhar had been waiting on 
death row since 1982. His death sentence 
was last upheld in January. 


New bid to reconcile 


Cambodian factions 


> Thai Prime Minister Chatichai 
Choonhavan met Prince Norodom 
Ranariddh, representing his father Prince 
Norodom Sihanouk, on 11 February as 
part of an initiative to persuade the four 
warring Cambodian factions to meet under 
the banner of their country's supreme 
national council (SNC) in Jakarta. Chatichai 
was due to meet leaders of the three other 
factions later in the week. The plan is for 
the SNC to meet officials of Indonesia and 
France, who co-chair the Paris International 
Conference on Cambodia, to further 
discuss a draft UN peace settlement. 
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IN AUTOMOTIVE ENGINEERING 
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WHEN OUR COMPETITORS LOOK AT 


In the rigorous world of rally championships, it’s man and machin 
against a punishing selection of the most torturous and demandins 
roads in the world. It’s the leading edge. Where a minor mechanic: 
problem is the loss of a major placing and all hope of succes 
Where the latest technology in the world is tried, tested and proves 
Or proven to be lacking. Little wonder then that the 1990 Worls 
Rally Driver's Championship was won by Carlos Sainz in a Toyots 
Because his job is to try Toyota's new technology, testing it to th 
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nit again and again until it is proven. Like Toyota’s advanced multi- 
lve engines. These compact, highly efficient powerhouses are 
mous for their high power output, instant response and smooth 
wer delivery. And as Carlos will delight in telling you, their prov- 
| reliability. You'll find them not only in the 1990 World Rally 
aampion's car, but in every car Toyota makes. Because at Toyota, 
> give all our customers the benefits of our leading edge technol- 
ty. And we'll continue to work with the best in the world to prove it! 

















“Man versus The Mountains...” 


ELBRUS(5,642" ii 
TAIN IN EURO- 


NGHEST ER 1990 


a SEPTEMB 
“No mountain is too big... EPSON’s Challenging Spirit At Its Peak” 


Last October in Hong Kong EPSON's celebrations reached a cheering anniversary year. It was up to the team member Vernon Tejas 


climax when a series of splendid events was held to mark our to bring out EPSON's challenging spirit to become the first man to 


tenth anniversary. But more than that. Thousands of miles away on paraglide from the mountain's Eastern summit. 
the other side of the world, EPSON's cheers also reached the Congratulations to the team, the first local team to reach the top. 


We're proud to the team's peak achievement. And back here in 


At 5,642 meters Mount El'bruz is the highest mountain in Western 
Europe. The name means'place of happiness'and that's certainly 
what the Hongkong team felt when they conquered its summit 


in October last vear. At EPSON Hong Kong we are delighted 
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Hong Kong, we at EPSON are proud, too of our commitment 
to serve the territory for over a decade. Now celebrating 
our tenth anniversary upon the peak of El'bruz, EPSON is 


preparing for another new bright decade with Hong Kong. 
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New decades of advances. 





to have sponsored the team on its successful attempt in our 
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olitical developments in Bang- 
ladesh since the assassination of 
its founding president Sheikh 
Mujibur Rahman in 1975 have re- 
volved around the question of restoration 
of democracy. The ouster of president 
H. M. Ershad by a people's movement last 
December is a major gain, but it will not au- 
tomatically usher in either democracy or 
political stability. 

Since independence in late 1971, Bang- 





. ladesh has mostly been ruled by authorita- 


rian regimes. Even Mujib, despite his mas- 
sive popular following, made no serious at- 
tempt to establish democratic values in the 
country or his own party, the Awami 
League. For Mujib, like his successors, poli- 
tics meant acquiring power over his adver- 
saries and providing patronage to his sup- 
porters. Policies and issues had little to do 
with politics. 

The ascension of Gen. Ziaur Rahman to 
the presidency in the late 1970s signified 
the passage to military. Zia consolidated his 
power by systematically eliminating politi- 
cal leaders and rival military officers. His 
later attempt to civilianise the political 
system by forming his own party, the 
Bangladesh Nationalist Party (BNP), was 
probably seen by some officers as a threat 
to their own power and perks and led to 
Zia's assassination in 1981. 

The easy usurpation of the presidency 
by Gen. Ershad in 1983 showed how pre- 
carious the position of civilians had be- 
come. Ershad's nine-year rule alternated 
between martial law or emergency and a 
cautious flirtation with democratic trap- 
pings. The last parliamentary polls in-1988 
were massively rigged to ensure the victory 
of Ershad’s Jatiya Party. Ershad built a for- 
midable network through patronage, espe- 
cially in rural areas and in the army. 

The prospects for democracy now de- 
pend largely on the political parties up- 
holding democratic practices and uniting 
against authoritarian elements in society. 
Bangladeshi parties, like others in the Third 
World, are highly fragmented and lack 
intra-party democracy. 

The mass-based Awami League, which 
played a historic role in the independence 
struggle, is currently. plagued by fac- 
tionalism. Awami League stalwarts, such 
as former foreign minister Kamal Hossain 
and Abdul Mannan, have often criticised 
the current party leader Sheikh Hasina — 
| Mujib's daughter — and voiced disatisfac- 


| tion with decision-making in the party. 


nile the party has constructed an efficient 
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network throughout the country, it lacks 


organisational discipline. 

Both the BNP and Jatiya Party are artifical 
creations of their military founders and lack 
grassroots support. The BNP draws its 
sustenance from the memory of its founder 
and freedom-fighter, Zia, and the popular- 
ity of his widow, Khaleda, the party's cur- 
rent president, for her consistent anti-Er- 
shad stand. The Jatiya Party, which con- 
sists mostly of political turncoats, survived 
essentially because of its links with the Er- 
shad government. Both these parties again 
suffer internal schisms and lack of internal 
democracy. 

The several leftist parties, which on their 
own were never strong contenders for 
power, are in total disarray 
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In the past year or so dis- 
like of Ershad brought these 
parties together, but. now 
they have little in common 
on which to build any elec- 
toral understanding. The 
left-of-centre alliance led by 
the Awami League has ad- 
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markets. With such conflict- 
ing agenda, stable govern- 
ments will not be easy to 
form. 

For two decades the story of Bangladesh 
has been a cycle of poverty, natural disas- 
ters, political violence and corruption. No 
wonder the people now demand an hon- 
est and efficient administration which will 
break this cycle. For the majority of the 
rural poor, survival is more important than 
civil liberties. For democracy to be mean- 
ingful to the common man of Bangladesh, 
the elected government will have to ad- 
dress itself to the basic socio-economic and 
demographic problems facing the country. 

Then there is the role of the army in any 
future political arrangement. Will the coun- 
try's armed forces, having tasted power 
and privileges for the past 15 years, accept 
a subordinate role to civilian authority? Al- 
though the army was the major beneficiary 
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MALAYSIA 1 


Finance portfolio changes hands after seven years 


Filling Daim’s shoes 


By Doug Tsuruoka and Suhaini Aznam 
in Kuala Lumpur 


t was a seven-year stewardship of the 

Malaysian economy that was as prob- 

lematic as it was eventful. And it came 

to an end after weeks of persistent 
rumours. Prime Minister Datuk Seri Maha- 
thir Mohamad announced on 9 February 
that he had “relented” and accepted the 
resignation of Finance Minister Datuk Daim 
Zainuddin and had appointed current Edu- 
cation Minister Datuk Seri Anwar Ibrahim 
to succeed Daim. The cabinet reshuffle 
takes effect on 15 March. 

The REVIEW understands that Daim had 
voiced his intention to step down from the 
Finance Ministry even before the National 
Fronts victory in last October's general 
elections and had reiterated his stand to 
Mahathir around the time that he tabled 
the 1991 budget before parliament in mid- 
December. 

Sources close to the ruling party also say 
that Daim and Anwar have been at logger- 
heads at the cabinet level, where Daim's 
combative style clashed frequently with 
Anwar's criticism of the finance minister's 
policies. Others deny this and say the two 
men enjoyed a close relationship, despite 
any passing differences. Whatever the case, 
Anwar, is long said to have wanted a stint 
at the Finance Ministry before moving on to 
the more important post of deputy prime 
minister, and perhaps, even the prime 
ministership. 

Daim is said to have been anxious to 
leave office while the economy is still in re- 
latively good shape. His decision may have 
been hastened by the Gulf War, which 
could pose long-term complications for Ma- 
laysia’s economy. Close associates also con- 
fide that Daim has been under increasing 
pressure from his wife and other family to 
attend to his personal business interests. 

Mahathir was caught off guard by 
Daim’s insistence but apparently relented 
after a dignified interval designed to make 
it appear that it was the prime minister, and 
not Daim, who was deciding whether there 
should be a change in the finance portfolio. 
Much of Mahathirs reluctance to allow 
Daim to step down is attributed to Datuk 
Abdullah Ahmad Badawi's unexpected 
success in winning a spot as vice-president 
at the general assembly meeting of the 
United Malays National Organisation 
(Umno) in late November. 
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Anwar, 43, came into the party in 1981 
as Umno's answer to the opposition Parti 
Islam's religious revival among Muslim 
youths. Energetic and vocal, he soon ac- 
quired the reputation of being Mahathir's 
blue-eyed boy. In recent years he has 
toughened up and, helped by occasional 
rumours of his having fallen out with Ma- 
hathir, emerged as more of his own per- 
son. Anwar, however, is still very much 
within Mahathir's inner circle, and the fact 
of having won the highest votes among 
three Umno vice-presidents in 1990, makes 
him something of a front-runner. 

Anwar’s main hurdle now is the ex- 
pected economic downturn later this year. 
Although Anwar stood in for Daim as fi- 


~ —-— 


Daim: insisted on resignation. 


nance minister whenever he was abroad, 
Anwar lacks any real business experience 
himself. His appointment came after 
months of flurried rumours about a profes- 
sional from the banking sector being 
brought in. Thus Anwar's stewardship of 
the country's economy will largely deter- 
mine his own future as there will be a limit 
to the extent that he can cite the convenient 
defence of an imported recession. 
Rumours had been circulating that In- 
ternational Trade and Industry Minister 
Datuk Seri Rafidah Aziz or candidates out- 
side the cabinet were under consideration 
as successors to Daim. But Anwar's success 
in winning the finance spot is said to reflect 
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the substantial political clout he has amass- 
ed in the party since assuming the impor- 
tant post of education minister. 

Anwar also brings with him an exten- 
sive patronage train which, coupled with 
his lack of experience in economic matters, 
leads some to question whether he will be 
as effective as Daim. 

When asked recently about his attitude 
towards the party's involvement in busi- 
ness should he replace Daim, Anwar re- 
portedly replied that he disagreed with the 
party's active role in business and would 
move to sever such ties. 

Scepticism over Anwar’s appointment 
was addressed, and deflected, by Mahathir 
himself. Admitting that it was a difficult 
time for a new finance minister to take of- 
fice, Mahathir, however, said that he could 
not keep Daim any longer since he had 
asked many times to step down. 

The replacement of Daim by Anwar 
provided the catalyst for a cabinet reshuffle 
which could have implications for the even- 
tual succession to Mahathir. In the reshuf- 
fle, Anwar's long-time rival, Datuk Abdul- 
lah Ahmad Badawi, was brought back to 
cabinet as foreign minister — a post carry- 
ing more prestige than power in domestic 
terms. The foreign minister has no powers 
of patronage and, given the agenda of 
meetings abroad, is effectively deprived of 
vital frequent and direct contact with the 
Umno rank and file. 

Abdullah, 52, was defence minister until 
he backed the rival camp to Mahathir's in 
the run-up to divisive party elections in 
1987. When his faction lost, Abdullah was 
dropped. But Abdullah remained popular 
within Umno and in the 1990 Umno elec- 
tions comfortably retained his post as one 
of three elected party vice-presidents — de- 
spite being out of cabinet and having no 
favours to distribute. Mahathir almost has 
no choice but to reinstate him as minister, 
though, given his portfolio, Abdullah will 
again have to woo party delegates without 
having much to give in return. 

Meanwhile, outgoing Foreign Minister 
Datuk Abu Hassan Omar's transfer to 
Domestic Trade and Consumer Affairs 
Ministry effectively puts him on the side- 
lines. The portfolio is just four months 
old, having been created out of the old 
trade and industry ministry but with the 
major plums of office going to the Ministry 
of International Trade. 

Abu Hassan's predecssor, Datuk Sulei- 
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man Daud's promotion to the Education 
Ministry would have been significant had 
he been an Umno member. But as a 
Sarawak minister, observers see his move 
as merely an attempt to neutralise the 
portfolio — especially after Anwar had stir- 
red the hornet's nest by announcing a re- 
vamp of the Education Act two years ago. 
Education, with its implications on minor- 
ity languages and vernacular schools, is a 
politically sensitive area in multi-racial 
Malaysia. It is also considered compulsory 
experience for all future prime ministers. 

The most noteworthy absence of move- 
ment was that of Datuk Seri Sanusi Junid, 
who remained in agriculture. By being left 
out of the shuffle, Mahathir seems to be 
making Sanusi mark time while Anwar and 
Abdullah are given an opportunity to score 
points in their new posts. It would, how- 
ever, be premature to discount Sanusi, who 
may yet emerge the victor if Anwar fails to 
make the grade in finance. 


hat is clear is that Anwar and 

Abdullah's appointments have 

narrowed the gap between 

them and Mahathir's logical 
successor, Deputy Prime Minister Abdul 
Ghafar Baba. Ghafar, 65, is the same age as 
Mahathir with the same history of heart at- 
tacks and by-passes. Whether or not he 
ever ascends to prime minister depends en- 
tirely on Mahathir's own retirement plans, 
if any, for Mahathir shows little sign of 
wanting to resign. 

But while long-term political forces have 
undoubtedly been set in motion by the 
cabinet reshuffle most of the immediate 
analytical concern focuses on the Finance 
Ministry itself. Now that Anwar has been 
tapped, experts say the most pressing ques- 
tion is whether the government's attitude 
towards spending and the fiscal discipline 
imposed by Daim during his tenure will be 
retained. 

Even Daim's harshest critics acknow- 
ledge that his stringent spending cutbacks 
beginning in 1986 and his rigorous policy of 
handing over debt-ridden state industries 
to the private sector, were instrumental in 
getting the economy back on the right track 
following the 1985-86 recession. 

Daim's own assessment of his perform- 
ance is characteristically cautious. In a post- 
retirement statement to the REVIEW he said 
he had worked hard “to place the economy 
on a better footing and ensure a better life 
for all Malaysians. I've also tried hard to im- 
prove efficiency and discipline in the public 
and private sector." 

In the near term, most analysts say 
Daim's departure does not signal any sud- 
den change in the manner in which 
Malaysia's economy is run, or how the 
party manages its corporate assets. The fur- 
rows of such policies run too deep and will 
take time for even a successor like Anwar to 
eradicate. Daim's exit, moreover, by no 
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Anwar: at loggerheads with Daim. 


means signals an end to his close involve- 
ment in business or overseeing the party's 
assets. Analysts say his behind-the-scenes 
presence seems assured by his continuing 
role as Umno party treasurer. 

To what degree he will be able to exert 
such influence remains to be seen. But even 
if he is successful in exercising his influence 
from behind the scenes, analysts say there 
are long-term dangers confronting eco- 
nomic policy now that Daim has officially 
handed over the reins as finance minister. 

The Treasury's current forecast of 8% 
GDP growth in 1991 has been pegged to a 
projected oil price of US$22 per barrel, 
suggesting to experts that the official fore- 
casts could be upstaged by the new realities 


3 of the Gulf War. Malaysia's deteriorating 


current-accounts position and inflationary 
worries suggest that it is preferable to have 
a seasoned economic specialist rather than 
a political neophyte at the Finance Minis- 
try's helm. 

At the same time, there are indications 
that Anwar's stint at the Finance Ministry 
may not be as protracted as Daim's, and 
that Mahathir will eventually opt to appoint 
an economic specialist to the spot once 
Anwar is appointed to a higher position. 
One name currently being circulated as a 
possible successor to Anwar is that of 
Kamal Salih, executive director of the 
Malaysian Institute of Economic Research. 
Kamal, who also served on the National 
Economic Consultative Council, which 
drew up recommendations for a successor 
policy to Malaysia’s New Economic Plan 
which expired last December, is highly re- 
spected by public and private-sector offi- 
cials in Malaysia. 

Others note that Daim’s departure or 
Anwar's lack of business expertise is of little 
consequence. They point out that Daim, 
who hails from Mahathir's home state of 
Kedah, was himself a relative unknown 
who had earned little distinction in the 
business world until his political clout 
catapulted him to a succession of high gov- 
ernment positions. Under this view, both 
the Malaysian economy and its infrastruc- 
ture of companies and financial institutions 
have already reached a level of maturity 
where the intercession of key figures like 
Daim is no longer needed. LI 





MALAYSIA 2 


Tycoon-turned-politician casts a long shadow 


Maverick minister 


By Doug Tsuruoka in Kuala Lumpur 


atuk Daim Zainuddin was an un- 

likely choice to become the finance 

minister of Malaysia. He is a late en- 
trant to the political arena and his outspo- 
ken manner clashed with the traditionally 
subtle style of cabinet colleagues and made 
many enemies during his seven years at 
the Finance Ministry. 

His non-comformist ways also set him 
apart from the more polished members in 
the cabinet. Daim raised eyebrows shortly 
after his appointment by wearing blue 
jeans and sandals to weekly cabinet meet- 
ings, until peer pressure forced him to 
switch to batik shirts. "He is more used to 
running his own company and doing what 
he pleases," recalls one long-time acquain- 
tance. 

Daim took over as finance minister from 
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Tunku Razaleigh Hamzah in 1984. Earlier 
he had served as a magistrate and public 
prosecutor before surfacing as a successful 
property developer. 

A native of Prime Minister Datuk Seri 
Mahathir Mohamad's home state of Kedah, 
Daim began his political ascent after he par- 
layed his close relationship to the prime 
minister to penetrate the inner circles of 
Malaysia's political-business world. His first 
important public post was chairman of the 
state-owned property arm, Peremba, be- 
tween 1979-84. In 1982 he was also ap- 
pointed group chairman of Fleet, an invest- 
ment arm of the United Malays National 
Organisation (Umno), the country's domin- 
ant political party. 

But his earlier business ventures, which 
have left him with personal holdings prob- 
ably exceeding M$500 million (US$186 
million) became the focus of controversy 
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soon after he took over as finance minister. 
The companies partly or fully under his 
control at the time included UEP, a housing- 
estate developer; Raleigh, then a diversified 
bicycle maker; Roxy Electric Industries, an 
appliance maker. | 

Daim quickly traded these initial in- 
terests for stakes in still larger companies 
such as Faber Merlin, Malaysian French 
Bank and United Malayan Banking Corp. 
(UMBC). Critics said later that Daim had 
been allowed to amass such holdings due 
to his political connections. In 1984, in the 
most glaring case involving suspected con- 
flict of interest, Daim bought a 40.7% stake 
in UMBC from Multi-Purpose Holdings, the 
investment arm of the Malaysian Chinese 
Association. The deal with UMBC went 
through after he had become finance minis- 
ter. 

Despite such disturbing revelations, 
Daim also emerged early on as the “Mr 
Fixit’ of the national economy. It was 
under Daim that Malaysia radically altered 
its policy of fostering state-led economic 
growth and embarked on an ambitious pro- 
gramme to privatise major state-owned in- 
dustries. 

This was no easy task, since 
Malaysia was soon in the throes of 
the 1985-86 recession sparked off by 
the plunge in commodity prices. 
Daim weathered this challenge, 
emerging as a parsimonious ad- 
ministrator, who whittled down the 
mountain of public debt. One of 
his first acts was to reduce govern- 
ment borrowings to roughly half 
their 1982 level. By 1987 he had 
also managed to slash public spend- 
ing to 9.7% of GNP, compared 
with the nearly 22% five years ear- 
lier. 

Daim progressively reduced the F 
country’s foreign debt to M$41.8 bil- . 
lion in 1989 from more than M$50 
billion in 1984. He also forced way- 
ward banks to institute stricter lending 
policies and introduce new accounting pro- 
cedures to address the growing number of 
bank failures. 

The decision to privatise industry also 
required a change in the thinking that un- 
derlay Malaysia’s 20-year-old New Eco- 
nomic Policy (NEP). This master blueprint 
for economic development, which was first 
mooted in 1970 and ran its course in De- 
cember last year, initially emphasised the 
use of the public sector to bring about a 
more equitable distribution of wealth 
among the country’s three main ethnic 
groups. During the first 10 years of the NEP, 
this was done through the purchase of 
stakes in major private companies by gov- 
ernment investment corporations such as 
Permodalan Nasional (PNB). 

But under Daim the focus shifted to sell- 
ing stakes in such state companies to the 
public and to the indigenous bumiputras in 


18 


particular. Privatising state companies im- 
proved their management and profitability, 
while at the same time reducing the gov- 
ernment's debts. Daim also pressed Maha- 
thir to soften many of the NEP’s more 
nationalistic tenets — allowing more for- 
eign and non-bumiputra investors to fill the 
vacuum created by the government's re- 
treat from business. The subsequent 
change in investment laws led to a surge in 
foreign and domestic investment which 
fuelled economic recovery. Malaysian GDP, 
which had contracted by 1.1% in 1985 
began growing and reached a rate of 9.4% 
last year. 

All this represents a sea change in the 
management of the economy, for which 
Daim deserves credit. He also exits office 
having earned the distinction of a hard- 
driving technocrat, who resisted pressures 
by rival ministers who wanted to alter fiscal 
policy for political expediency. During na- 
tional elections in 1986 and Umno general 
assembly elections in 1987 Daim fought off 
attempts to roll back his programme of gov- 
ernment spending cuts. 

But the accusations involving his alleged 
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Mahathir and Daim: ‘Mr Fixit’ of economy. 


business ties continued unabated through- 
out his years in office, and such rumours 
are not likely to die soon. Daim told the 
REVIEW last year that he had sold his assets 
since becoming finance minister. He claims 
not to employ proxies or nominees to carry 
out his business dealings. 

Critics claim, however, that Daim still 
oversees a network of interests through his 
family-held companies and has groomed a 
close coterie of bumiputra executives since 
his days at Peremba to carry out personal 
and party business dealings. Daim denies 
the charges and insists that his former pro- 
teges are acting on their own as private 
businessmen. 

Daim's alleged role in managing Umno's 
corporate assets has also been the subject of 
controversy. Daim has reputedly been the 
mastermind behind the party's businesses 
and is said to have had the ultimate say in 
a series of mergers and reverse takeovers 


FAR EASTERN ECONOMIC REVIEW 








that dominated the local financial scene last 
year. In the most celebrated instance, Re- 
nong, a little-known property company 
with over M$2 billion in issued capital was 
designated as the new holding company for 
nine listed companies — including: United 
Engineers Malaysia (UEM), the exclusive 
contract vendor for the M$5.7 billion North- 
South Highway Project; a media conglomer- 
ate which controls most of the country's 
English and Malay newspapers; and 
Hatibudi Nominees, a huge investment 
holding company. 

Critics also note that Daim's method of 
financing Umno's business involvements 
provides a stark contrast to his fastidious 
ways as finance minister. It was under 
Daim, they say, that Fleet and other party- 
owned companies embarked on a series of 
highly leveraged share swaps that eventu- 
ally drove them deeply into debt. The stra- 
tegy had the effect of doubling Fleet's size 
by the end of the 1980s, but it pushed the 
poorly managed conglomerate more than 
M$600 million into the red. 

Even harsher criticism has been levelled 
at the way in which Daim’s privatisation 

programme, and, by implication 
2 Umno's control of the government, 
= has been manipulated to enrich the 
Umno-related companies. Key gov- 
ernment contracts under the privati- 
sation scheme are alleged to have 
been doled out to Umno-controlled 
companies for alleged patronage 
purposes. Analysts say the most 
grievous instance of this was when 
UEM won the privatisation contract 
to build the lucrative national high- 
way project, without serious public 
tenders being called. Another in- 
stance was when the licence to oper- 
ate TV3, the country's only commer- 
cial television station, was awarded 
to the Umno-owned Fleet group. 
The controversial nature of 
Daim’s stint as finance minister has 
raised speculation about his next move. 
Daim recently said that he wants to retire 
and has no plans to take over the helm of 
any private-sector company after he steps 
down. His only interest appears to be a 
possible university post which could round 
out his career as a public servant and busi- 
nessman. 

But conflicting rumours are already cir- 
culating that he will soon take over the 
chairmanship of either PNB, Roxy Electric 
Industries, or Renong. Daim rebuffs all 
such speculation. 

Some analysts contend that Daim has al- 
ready reached a level of influence where it 
is not necessary for him to actively assume 
the chairmanship of any company. His 
close personal relationship with Mahathir 
is intact and he is well situated to continue 
running many aspects of the nation’s 
business from his continuing position as 
Umnos's treasurer. 
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a North Korea, nothing at all is left 
.to chance. Kim Jong Il, North Korea’s 


"Dear Leader" and the son of President - 


Kim Il Sung — who is known as "Great 
Leader — tums 50 on 16 February. Yet 
Pyongyang's propaganda machine will 
not start celebrating the start of the Dear 
Leader's sixth decade until February 1992, 
when he will actually be 51. 

The reason is simple: the Great Leader 
will be 80 next year, and North Korea 
long ago decided that it was more conve- 
nient — and more impressive for image 
building purposes — to have father and 
son reach the start of a new decade in the 
same year. 

Reference to the younger Kim's real 
birthdate have long ago disappeared from 
official Pyongyang publications. Almost the 
only surviving trace is a reference to 16 Feb- 
ruary 1941, the day of Kim Jong Il birth, is 
in Speak in Korean, a phrase book for for- 
eigners published in 1975 which the official 
propaganda machine evidently overlooked. 

Kim's Jong U's rise to eminence has re- 
sulted in not only his birthday but his place 
of birth being changed to fit the official 
leadership myth. In reality, Kim Jong ll was 
born in Soviet Siberian city of Khabarovsk 
where his father was exiled for five years as 
a result of Japanese successes against his 
small guerilla band. But the official version 
of his birthplace substitutes something al- 
together more romantically patriotic. 

.  .This year's s official North Korean New 
Year's greeting card depicts a sentimental 
scene. in; a a dearing amid snow-covered 









pines stands a little log cabin. On the crag 
behind, red letters — in fact each 18 m high 
— prodaim: “Jong Il Peak.” Other ver- 


sions have a star overhead. Evidently, Kim 


Il Sung’s partly Christian background has 
not been wholly forgotten. This ersatz 
Bethlehem cattle stall lies in the foothills of 
Mt Paekdu, Korea's highest and most 
sacred mountain. Nearby there have been 
discovered in recent years — though 
strangely no earlier — slogans allegedly 
carved on the trees half a century before by 
Kim Il Sung's partisan band. 

Not only do these slogans praise the 
Great Leader, but some even commemo- 
rate the birth of a "star" at Mt Paekdu. This 
seems remarkable if the reference is indeed 
to Kim Jong Il. The Dear Leader was only 
three years old at the time of Korea's liber- 
ation from Japanese rule in 1945, and must 
therefore have displayed his star quality 
quite early. More remarkably still, in the 
deadpan account of one Pyongyang source, 
some of these slogans look as fresh as 
if they had: been “carved only yester- 
day." 

The pains taken to build a legend about 
Kim's birth stand in stark contrast, and 
often contradiction, to the little that is 
known of the man himself. Kim Jong Hs 
childhood was both unsettled and marred 
by tragedy. Born outside Korea, he had to 
leave again — this time for China — at the 
age of nine for two years because of the 
Korean War. By this time his six-year-old 
younger brother had died in a drowning 
accident in 1947 and his mother, Kim Jong 
Suk had died in childbirth in 1949, aged 29. 

Kim Jong Suk had been à guerilla in her 
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own right, and the rise of her son ha 
her also become a cuit figure — to the 
ment of Kim Il Sung’s second and 
wife, Kim Song Ae. The stem herci 
myth bears little resemblance to the 
and generous figure remembered by : 
generals in Pyongyang in the late 
They knew her as Vera and could à 
rely on her to produce a good meak = 

Many of Kim Il Sung's dead relat 
— father, mother, brother, uncle 








































son, poe no t bine d 
known about th 
Pyongyang, 











s eed, in former times, he 
have been a grandfather — his own g 
father sired the Great Leader at t 
age of 17 — but it is not known 
has any children. Although Kim IF 
told a japanese visitor in 1978 that f 
joyed playing with his grandc sid: 
could have been talking about thi 
of Kim Jong II's seldom mentioned si 
Kim Kyong Hui. 

More certain, and more pertirk 
real chances of pulling off a dynasti 
sion, is the fact that Kim Jong Il has hal- 
brothers. His stepmother Kim Song Ae — 
relations between the two are not thought 
to be close -- has four children. In one ac) 
count they are named as Kyong I, Pyong 
Il, Song Il and Yong Ja — the last two are — 
females. Pyong H is currently North Korea's 
ambassador to Bulgaria, having been with: - 
drawn from the same post in Hungary in 
1989. : 

Aside from general doubts as to the via- 
bility of North Korea after Kim Il Sung, the | 
questions concerning his son focus on three — 
areas; his character, ability and power In 
no case are the answers clear-cut, nor t 
omens encouraging. Indeed, the fact 
Kim Jong 1l is so little exposed is 
itself, Despite his high domestic 
has only made one ord 
uide to China in 195; 3. He 1 
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rael the Dear gnis asac 
boor with a penchant for excess. 1 
outside world sees is a man in his la 
with a bouffant hairstyle and Cuban 
boots, both presi amably of his own d 
ing. Moreover, and in North Korea ur 
ly, Kim Jong I has dared disp 
boredom at some interminable 
sions while being filmed for tel 
One certain characteristic i 
passion for the arts. While an. 
seres of booklets bearing K 
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name cast the Dear Leader in the predicta- 
ble role of interpreter of his father’s wisdom 
in general, the areas where he comes alive 
are in bulkier tomes with titles like On the 
Art of the Cinema (published 1989), followed 
by On the Art of Opera (1990). 

The younger Kim’s enthusiasm for 
art and drama is confirmed by those who 
have known him, notably a South Korean 
couple who were kidnapped on his orders 
and made several films for North Korea in 
the early 1980s before escaping in 1986. If 
they are to be believed, Kim has thousands 
of foreign movies on video and is intimately 
familiar with the Seoul pop music scene. 

Such attributes on their own offer few 
clues as to his political ability. Yet most ac- 
counts agree that, despite having held no 
official government post until being made 
Deputy Chairman of the Military Commis- 
sion in May last year, Kim Jong Il has been 
in charge of day-to-day affairs of state since 
at least the mid-1980s. 

Some analysts find it hard to believe the 
Dear Leader could have got that far by 
nepotism alone. Others stress two enabling 
factors: not only the powerful paternal 
hand, pushing and protecting, but also a 
generation of younger men who have come 
to power in the 1980s who enjoy a mutually 
supportive relationship with Kim Jong Il. 


Hyong Muk; Foreign Minister Kim 

Yong Nam; Yun Gi Bok, who over- 
sees dealings with Seoul; leading ideologist 
Hwang Chang Yop and others. Mostly 
older than Kim Jong Il but younger than 
the surviving veterans of Kim Il Sung's 
Kapsan faction of ex-guerillas, these are 
sometimes portrayed as technocrats and 
would-be reformers. 

Whatever his political bias, Kim Jong Il 
is likely to have to struggle for his inheri- 
tance when his father dies. Here there are 
at least three possible scenarios. One is that 
factional rivalries will break out along gen- 
erational, personal, nepotistic and ideologi- 
cal lines, culminating in the establishment 
of a military regime. Much in Korean his- 
tory, especially where a crown prince had 
weaknesses, renders such an outcome plau- 
sible. 

Two factors could influence the choice 
of scenario. First, though it may offend 
Western sensibilities and seem especially 
bizarre ih a communist context, hereditary 
succession in a republic is far from unique 
in modern Asia. Taiwan, India and poten- 
tially Singapore are all cases in point. How- 
ever, second, any successful succession 
requires two preconditions: an able indi- 
vidual and a stable system. Among Kim 
Jong Il's many qualities, according to one 
Pyongyang brochure, is a special solicitude 
for acrobats. If the Dear Leader is to survive 
the uncertain years ahead as he enters his 
sixth decade, he had better have — 
some of their skills. 


T his group includes Premier Yon 
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Support for pro—North Korean group wanes 


Rusting links 


By Mark Clifford in Tokyo 
T he pro-Pyongyang Chosun Soren 


group of Korean residents in Japan 

is straining under the pressures fac- 
ing communism following the rapid col- 
lapse of its ideological influence in Eastern 
Europe and beyond. 

The most dramatic manifestation of the 
group's internal divisions was demonstrat- 
ed last May, when a number of former 
Soren members launched a campaign to 
oust North Korea's leader Kim Il Sung, 
something that would have been unthink- 
able before the virtual collapse of com- 
munism in Eastern Europe. Less spectacu- 
lar, but probably more damaging to Soren's 
long-term future, are the difficulties the 
group is experiencing in attracting new 
members and maintaining the waning en- 
thusiasm of its traditional 
supporters. The younger 
generation, in particular, is 
simply not interested in 
politics as the zeal which 
animated earlier genera- 
tions of Japan-based Ko- 
reans evaporates. 

Apathy is so great that 
the usual study session to 
discuss Kim's annual New 
Year message has been 
cancelled this year. Fur- 
ther, a lecturer at a Soren 
session last autumn who 
spoke about North Korean 
"democracy" was greeted 
with derisive laughter, 
while attendance at Soren- 
sponsored demonstrations 
in Tokyo’s Hibiya Park has become increas- 
ingly sparse. 

Senior members of the anti-Kim group 
include former Soren deputy director Ha 
Soo Do, former financial director Song To 
Kyung and Kim Young Sung, previously a 
director of public relations. All left Soren 
during the early 1970s’ purge against 
reformers, but observers in Tokyo say the 
fact they are willing to publicly oppose Kim 
indicates Soren’s weakening grip on Ko- 
rean residents in Japan. 

“In the past Soren could destroy this 
[type of] organisation,” says Chong Ik Wu, 
an editorial writer for the pro-Seoul Tong-il 
newspaper. "But now they cannot. They 
have lost power and morale is decreasing." 

Soren's power would be even weaker 
were it not for concern among Koreans re- 
sident in Japan about relatives still living in 
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Kim: support dwindles. 


North Korea, and for this reason Pyon 
Chin Il, editor of the independent Tokyo- 
based Korea Report, cautions against reading 
too much into the nascent opposition to 
Kim among Japan's Korean community. 
Many potential supporters are afraid to join 
the anti-Kim movement because of concern 
that their relatives might be mistreated as a 
result. 

About 100,000 Korean residents of Japan 
moved to North Korea as a result of a dec- 
ade-long repatriation movement which 
began in 1957, taking some 2-3,000 Japan- 
ese spouses with them. Relatives remaining 
in Japan are encouraged not to take South 
Korean citizenship and to donate sizeable 
sums of money to North Korea. 

Of the 700,000 Koreans now living in 
Japan, some 400,000 have South Korean 
citizenship. Among the remaining 300,000 
, about 50,000 are Soren ac- 

* tivists who provide unpaid 
M labour to the group's 
support structure, while 
another 150,000 are sym- 
pathisers who provide 
funds. The remainder are 
politically neutral. 

Soren has an extensive 
network in Japan, includ- 
ing 48 district branch of- 
fices and more than 150 
elementary, middle and 
high schools — some of 
which the group is now 
having difficulty filling. Its 
credit union has nearly 100 
branches with deposits to- 
talling some ¥3 trillion 
(US$22.7 billion). The or- 
ganisation also owns a large number of 
properties, with total assets estimated at be- 
tween ¥8-15 trillion. 

Soren’s fund-raising network is a wel- 
come boost for the ailing North Korean 
economy. Fund-raising drives, which are 
usually run once or twice a year, typically 
raise ¥20 billion from Japan’s Korean com- 
munity. Visits to North Korea provide even 
more money. Each year, 25-30,000 Soren 
members visit the North to see relatives, 
Pyon said. He estimated these visitors 
contributed about ¥500,000 each to North 
Korea’s economy in the form of spending 
on hotels, meals, tours and gifts of cash and 
goods to their relatives, or between ¥12.5- 
15 billion a year. That estimate may be con- 
servative, said Chong, who thinks the vi- 
sitors’ annual contribution could be three 
times higher. E 
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JAPAN 2 


Kanemaru humiliation bodes well for Takeshita 


Machine backfires 


By Louise do Rosario in Tokyo 


i former prime minister Noboru 
Takeshita could be poised for a strong 
political comeback following a serious 
election setback suffered by his arch-rival, 
Liberal Democratic Party (LDP) strongman, 
Shin Kanemaru. 

Kanemaru has dominated the Japanese 
political scene since replacing Takeshita 
nearly two years ago as chairman of the 
LDP’s largest factional grouping (the group 
is still known as the Takeshita faction 
though Takeshita holds no official position 
within it). But Kanemaru’s position as the 
LDP’s kingmaker may not survive the defeat 
of a protege in the 3 February governorship 
election in Yamanashi prefecture, his politi- 
cal stronghold. 

Pre-election polls indicated a landslide 
majority for Kanemaru's no- 
minee, Sumio Ozawa, who 
also enjoyed the support of the 
Social Democratic Party of 
Japan, the larger of the two 
socialist parties. But resentment 
against land speculation by 
Kanemaru and his local hench- 
men resulted in a narrow, 4,000 
vote, win for Ken Amano, an 
independent who fought on an 
anti-Kanemaru platform. Blat- 
ant carving up of contracts for a 
new magnetic railway project 
may also have helped to swing 
the balance. 

Analysts said Kanemaru 
might still have won if he and 
his election advisers had not 
been over-confident that their 
formidable election machine would deliver 
an easy victory. Kanemaru's supporters, 
however, accused Kunio Tanabe, an LDP 
lower house MP who lost a gubernatorial 
election to a Kanemaru nominee 12 years 
ago, of being the evil genius behind 
Ozawa's defeat. 

Tanabe was motivated by personal re- 
venge to mount a mudslinging campaign 
against Kanemaru with Amano as a figure 
head candidate, the Kanemaru camp al- 
leged. Kanemaru himself said he regretted 
that people misunderstood his "real inten- 
tions" and were misled by "slanders" made 
against him. 

The defeat is the first of its kind in recent 
memory for a politician as important as 
Kanemaru, notes Michitoshi Takabatake, a 
politics professor at Rikkyo University who 
believes the result amounts to a vote of no- 
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confidence in Kanemaru himself. The 
Tokyo press predicted his imminent decline 
following the shattering of the myth of a 
mighty Kanemaru. 

"To many people, Yamanashi is Kane- 
maru, and Kanemaru is Yamanashi," said 
Akira Nakamura, a politics professor at 
Meiji University. "Critics will say if he can- 
not control his own constituency, how can 
he run national politics?" 

Kanemaru has neither shaven his head 
nor resigned from politics as he vowed 
to do in the event of an election defeat. 
Nonetheless, there are serious doubts over 
his political influence and this may trigger a 
shift in the balance of power among the 
party's factional bosses with Takeshita 
emerging as the main beneficiary. 

Takeshita and Kanemaru are known as 
the godfathers of the biggest faction inside 
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Kanemaru: the kingmaker fails in Yamanashi. 


the LDP. But relations between the two men 
became increasingly uneasy from spring 
1989 onwards when Takeshita was forced 
to resign as prime minister following his 
implication in the Recruit insider-trading 
scandal. 

Takeshita failed to consult Kanemaru in 
the choice of his own successor as prime 
minister but was in turn overshadowed in 
September 1989 when Kanemaru became 
the kingmaker of the cabinet headed by 
current Prime Minister Toshiki Kaifu. 

Since then, Kanemaru has been argu- 
ably the most influential LDP politician, pro- 
viding support to the cabinet despite 
numerous forecasts that Kaifu would not 
last. 

Kanemaru’s latest setback may lead 
young aspiring politicians, such as LDP sec- 
retary-general Ichiro Ozawa to shift their 
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loyalty more to Takeshita. 

If a power struggle between Takeshita 
and Kanemaru is in the making, it will 
probably be carried out discreetly and 
gradually because the two are not die-hard 
enemies. 

Their children are married to each other 
and they live in the same area. On Kane- 
maru’s return from Yamanashi, Takeshita 
reportedly paid him many visits, express- 
ing his sympathy. 

Rivalry between the two is nonetheless 
fierce. Kanemaru is known to want to pro- 
mote younger members as leaders, while 
Takeshita believes his own political leader- 
ship is still needed. 

For months there has been specula- 
tion that Takeshita believes the time may 
be ripe for him to make a comeback, given 
waning resentment over the Recruit scan- 
dal. 

His actual comeback may still take time 
but Takeshita could emerge as a front run- 
ning candidate for party leadership in the 
autumn of 1991 when Kaifu's own two- 
year term as LDP president expires. 

Although the Yamanashi election re- 
sult came as a shock critics say there were 
signs as early as last autumn that Kane- 
Q Maru’s power was starting to 
I% decline. The first sign of weak- 
? ness came during a visit to 
North Korea in September 

when Kanemaru betrayed a 
lack of diplomatic grasp by 
making too many promises 
to Pyongyang, commitments 
which the government later 
said it would not honour. 
On other issues, too, Kane- 
maru made statements that 
were either later nullified or 
were regarded as badly timed. 
At the advanced age of 76, 
it may be too late for Kane- 
maru to re-build his support 
base in Yamanashi. Even if he 
succeeds in repairing the dam- 
age done to his personal stand- 
ing, the Yamanashi incident will encourage 
other local political forces to revolt against 
the centre. 

In metropolitan Tokyo, for example, 
local LDP politicians are sticking to their 
decision to back incumbent governor 
Shunichi Suzuki to run in the governor's 
election in April, despite party headquar- 
ters’ orders not to do so. Other candidates 
at local elections in April may also copy 
Amano’s successful strategy, protraying 
themselves as “underdogs” defying the 
powerful centre. 

Opposition parties, meanwhile, may be- 
come less inclined to cooperate with the 
LDP by backing joint candidates in local elec- 
tions. In Yamanashi the opposition’s iden- 
tity was blurred in a campaign that was 
dominated by rivalries and resentments 
within the ruling party. + 
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- was tempted to begin this column 
obs childhood reminiscences of 













































] led in a shelter att ie boton of the gar- 
en; of collecting bits of shrapnel, spent 
:unds and twisted bits of fuselage the next 
vorning; of the house being bombed out; 
f evacuation to Wales; of my father being 
-hurled through (another) house by the blast 
-of a V1 Doodlebug and just missing being 
killed by the V2 rocket which turned Lon- 
-don’s Smithfield Market into a vast under- 
round tomb. But, as my own family have 
ften reminded me, such stories are boring. 
And they would have only been a defence 
mechanism, establishing some credentials 
before expressing some mild astonishment 
at the way the world goes to war today. 

Y do not wish to go in for any British 
tiff-upper-lip nonsense, but it seems to me 
'we made a lot less fuss about it. I may be 
viewing the past through the blinkered 
eyes of childhood, and I do remember peo- 
le being scared. But they lived through 
all with a mostly cheerful stoicism. We 
travelled by train or car whenever we 
juld, though roads and railways were 
rime targets. I cannot recall any panic. 


Today there is panic, blind panic. The so- 
far-unrealised threat of terrorism is empty- 
1g hotels and aircraft. The newspapers can 
barely deal with anything but the ever-in- 
> asing fall-out of the Gulf confrontation 
- the prospects of escalating casualties, of 
en ical or germ warfare, of even more 
sive oil spills, of the nuclear option, of 
Nar Ill. These possibilities are so 
ng Pong they must have been 
ed before the coalition began its mas- 
iid-up in Kuwait). that they have 
ed everyone's attention. More con- 
possibilities — how to respond to the 
akdown of socialism or to Gorbachov's 
ipts to reimpose it on the Baltic states 
have been sidelined, while those with 
ething to hide take advantage of the 
on (China continues to shovel al- 
sidents into jail, while Taiwan re- 
assassins who killed on its orders). 








triotic American has always been 
airly tearful business, but people are 
moting. all over the place. The boys and 
ils are sending. messages back to their 
loved ones via local television stations; 
 dewy-eyed wives are recounting the pres- 
ures on their marriages, their anxieties 
bout their husbands and the difficulties of 
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Traveller’s Tales 


coping with the kids; mothers keen about 
their sons; schoolchildren tie Old Glory 
pennants on their school fences; psychia- 
trists comment that the kids are dealing 
with their problems well so far but, when 
the ground war starts, that they will proba- 
bly need emotional therapy to help them 
through the trauma; grieving relatives of 
the Americans killed by the end of last 
week make front-page photographs. 

Pole-axed by such emotion (sentimen- 
tality?) I sometimes have to pinch myself to 
recall that the men and women in the Gulf 
are members of a volunteer, professional 
army and that when they chose the career 
they must have known that there was a 
reasonable chance that, one day, they 
would be called upon to perform the job 
they would be trained to do. 


| got one thing badly wrong a few weeks 
ago when I commented that, in letting hun- 
dreds of media men cover the war, the co- 
alition had learned nothing from Vietnam. 
Oh yes they have — and even more from 
the suffocating censorship clamped down 
by the British Defence Ministry during the 
Falklands campaign. However, the unsatis- 
factory bits and pieces (often contradictory) 
which the censors are letting out of the 

"pooled" reports are creating unhealthy 
doubt and incredulity. And, frustrated by 
the off-limits rules, the media are over-dra- 
matising what they can cover. An air- 
raid siren in Saudi Arabia or Israel is treated 
like the Final Trump and the explosion of a 
Scud missile like Armageddon. 


! remain unimpressed by modern military 
technology, except of course for the Patriot 
and some other “smart” missiles. The 
Scud, judging by the limited damage it 
causes and its obvious inaccuracy, seems 
to this layman less impressive than the 
old V2s. The "surgical precision" of the 


"smart" weapons is less impressive as "col- . 


lateral damage" (one of the worst military 
euphemisms) spreads. After three-and-a- 
half weeks of the greatest bombardment in 
history, after more than 60,000 almost un- 
opposed sorties, Iraq and its armies are still 
going concerns, with more than 80% of its 
tanks, artillery and armour intact and only 
50% of its vital north-south bridges de- 
stroyed. Those losses seem modest after 
the early hype. 

But the hype continues, with forecasts 
of less then 6,000 US casualties, though 
armies of half-a-million each seemed doom- 
ed to dash. Perhaps the coalition forces 
can bring off an armoured Blitzkrieg and 
cut the lragis in Kuwait off, but Saddam 
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has been able to keep the allies off-balance 


so far. I don't know what all the early hype | 


did for morale. I do think Churchill was 
probably fortunate in being unable to 
promise the British anything but "blood, 
sweat and tears." The confident expecta- 
tions between last August and the start of 
hostilities last month that Saddam would 
back down, or that one of his buddies 
would assassinate him, or that his armies 
would revolt or that they would be de- 
feated in a short, sharp hi-tech assault have 
been disappointed. 


The US consensus seems to be weakening. 


Is this a just war? the intellectuals are ask- 


ing. The professional commentators con- 
tinue to demonstrate that patriotism is the 
last refuge of a scoundrel. "I support the 
troops," writes one columnist, scorning col- 
leagues who claim they support the troops 
by wanting to bring them home (all are 


agreed on that — it all depends on whether | 
they've kicked Saddam's butt before they - 
return). “I’m pro-troops; I’m pro-America; | 
Im not pro-war,” say the latter, con- | 
templating the US ham-strung to Israel and | 


powerless within a Middle East with Sad- 
dam either as a dead Islamic martyr or as a 
surviving hero of a jihad. 

They point out that sanctions weren't 
given a chance. Sanctions have worked 
elsewhere, though slowly. It took 40 years 
to bring South Africa round, 25 years for 
China (though the change was temporary). 
Why less than five months for Iraq? Both 
sides in the debate seem embarrassed by 
the "punk patriots" of the my-country- 
right-or-wrong school. These who protess- 
ed themselves shocked by the possibility of 
Iraq using chemical or germ warfare are 
seriously advocating today that the US use 
tactical nuclear weapons. Such elements go 
on rationalising the war in Vietnam. 


For myself as a stranger in America's midst, 
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it seems to me that the US, like Britain long | 
since, has lost the imperial will. Some of it | 


is still there, for President Bush in an un- 
guarded moment said that if all goes well, 
the US will be able to have its way in the 
Middle East. But Bush is increasingly look- 


ing like a weak but clever man who sees ail | 
the angles, but who is desperately trying to 
look like a strong leader who doesn't. And | 


it is increasingly evident that the US is un- 


wiling to pay any high cost in financial | 
terms 


On top of that, in à war whose lag a 
does not convince the huge majority, free 
debate is debilitating. The US i is being sap- 


ped by its greatest. x d " 
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A UPS Parcel Has Started To Clear Customs. 


4 nid 
aM. ips 
a 
r 
—522221 4S / 
x a "Eo. f a 
P o . ie 1 

* 
4e 

n 


men ced nta 





Bi Its Cleared For Take-Off. 


By the time your express parcel or document takes off to its international destination, 
the process of customs clearance has already begun 
Before it arrives, our local customs experts will know when to expect it 
and what it contains. In fact, everything they need to know to minimize delays. 
Thanks to our Electronic Customs Pre-Alert system. 

The UPS network connects you with over 180 countries and territories worldwide. 
With your package monitored throughout its journey by our electronic tracking system 
Electronic Customs Pre-Alert. Electronic tracking. 

A commitment to on-time deliveries, at competitive rates. 


Quite simply, at UPS, we aim to deliver a better package. 
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United Parcel Service 


As sure as taking it there yourself. 
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For further information call Australia: UPS/Rohlig Express * Tel. 2/6630774 or 008/252485 Brunei: UPS/Jayapuri (B) Sdn. Bhd + Tel. 2/42401 or 43689 China, Peoples Republic of: UPS; 


Sihotrans * Tel. Beijing 1/4993901, Guangzhou 20/861171, Shanghai 21/3213862 Hong Kong: UPS Tel. 7353535 India: UPS/Elbee * Tel. 22/6124449 Indonesia: UPS/PT Global * Tel 21/ 
3803267 Japan: UPS/Yamato Co., Ltd. + Tel. 03/542-6421 Korea: UPS/Korea Airfreight Ltd. + Tel. 2/6934419 Macau: UPS * Tel 7353535 Malaysia: UPS * Tel 3/2552566 New Zealand 
UPS/Fli-Way Transport Ltd. * Tel. 9/2754009 Papua New Guinea: UPS/RLC Air Cargo * Tel. 251511 Philippines: UPS/Delbros Inc + Tel. 2/8321565 to 69 Singapore: LIPS * Tel 5425151 
Sri Lanka: UPS/IML (PVT) Ltd. * Tel. 1/28793, 434287 Taiwan: UPS * Tel. 2/5975998 Thailand: UPS * Tel. 2/5114881 or 5112190 or 5111679 or 5114351 

® Trademark and service mark of United Parcel Service of America, Inc., of U S.A. 
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THE MEKONG 1 


Ambitious plans to tap river’s potential rest on aid and compromise 


The common stream 


By Murray Hiebert in Bangkok 


nce a year, the Cambodian king 

used to organise an elaborate fes- 

tival on the banks of the Tonle 

Sap lake and order the waters to 
reverse their flow. Not long afterwards, in 
one of the most unusual phenomena of 
the Mekong River system, the tributary 
“obeyed.” Excess water from the Mekong 
— swollen by melting snow from the 
Himalayas and monsoon rains — flowed 
into Tonle Sap, doubling its size and dump- 
ing thousands of tonnes of fertile silt onto 
its shores. 

The Tonle Sap's role as the Mekong's 
natural regulator during the rainy season 
continues, even though two decades of war 
and social upheaval have ended the Cam- 
bodian monarchy and the festival marking 
the reversal of the river. 

But today, with the superpower patrons 
of the four warring Cambodian factions ac- 
tively involved in peace talks, engineers 
and officials in the four lower basin coun- 
tries — Laos, Thailand, Cambodia and 
Vietnam — and international agencies 
hope the ageing mainstream development 
plans can soon be dusted off. 

"Ihe Mekong is a rich resource in an 
area where people are still among the 
poorest in the world," said C. Jan Kamp, 
who until recently headed the UN-spon- 
sored interim Mekong Committee in 
Bangkok. "The political situation has 
improved and relations among coun- 
tries along the river are better. As eco- 
nomic development increases in the area, 
we will see an increasing demand for 
water. Kamp adds, however, that the 
current generation of projects are 
less ambitious than their predeces- 
sors. Years of war have given scien- 
tists time to study the impact of 
dams on people, forests and wild- 
life 


The Mekong, the world's 12th- 
longest river, has its source 5,000 m 
above sea level on the Tibetan 
plateau. From there it cuts a turbu- 
lent course through China before en- 
tering Burma, Laos, northeastern 
Thailand, Cambodia and southern 
Vietnam. At its mouth, the river 
pours some 475 billion m3 of water a 
year into the South China Sea. But 
the rivers water flow fluctuates 
dramatically, with most areas of the 
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lower Mekong basin facing an annual 
drought between March-April. The liveli- 
hood of the 52 million people in the region 
— over 80% of them farmers — depends 
almost entirely on the monsoon rains 
that feed the lower Mekong, roughly 
nine-tenths of which fall between May- 
October. 

The four nations along the lower Me- 
kong face widely different problems and 
opportunities. Laos has an immense water 
supply, but because much of the country is 
mountainous it has only about 800,000 ha 
of arable land of which only about 1% is ir- 
rigated. The river’s most important asset for 
Laos is hydropower, with around 50% of 
the lower Mekong’s hydroelectric potential 
located in the country. However, because 
of Laos’ small population and low level of 
economic development, the country can 
consume only a fraction of its capacity. 

Northeastern Thailand has 8.5 million 
ha of arable land — roughly half the coun- 
try's total — but a limited water supply, 
which allows only 500,000 ha to be irri- 
gated. "The single factor making the north- 
east the poorest part of the country is the 
shortage of water," said Lert Chuntana- 
parb from the forestry faculty of Bang- 
kok's Kasetsart University. The frequent 
droughts and floods in the region are im- 
portant factors that drive many farmers to 
migrate to Bangkok in search of jobs. In ad- 
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dition, Thailand's electricity needs for the 
most developed economy on the lower 
Mekong are increasing by 12-1676 a year, 
and are expected to grow from 5,444 MW 
in 1988 to 11,066 MW in 1996. 

Because of war and revolution, the 
amount of irrigated land in Cambodia — 
which opted out of the Mekong Committee 
during the period of Khmer Rouge rule and 
then was excluded following Vietnam's in- 
vasion in 1978 — has fallen by 80% in the 
past two decades. Productivity today, even 
in areas not ravaged by the fighting, is 
hampered by flooding, poor drainage, fre- 
quent dry spells during the monsoons and 
lack of water in the dry season. Despite 
northern Cambodia's enormous hydroelec- 
tric potential, the country's urban areas still 
depend entirely on fuel-driven generators 
for power. 

In Vietnam's Mekong delta — which 
produces nearly half the country's rice — 
1.6 million ha are plagued by saltwater in- 
trusion from the sea, while another 1.5 mil- 
lion ha suffer from acid soils. Vietnamese 
officials say the delta needs 2-3,000 m? of 
water per second — guaranteed by up- 
stream reservoirs in neighbouring countries 
— to flush out acidic water, counter saline 
intrusion and irrigate the delta's fertile 
fields during the dry season. It currently 
uses between 1,600-2,000 m? per second for 
dry season irrigation. 

Thanks to Vietnam's recent agricultural 
reforms and the construction of small-scale 
irrigation projects in the Mekong delta, rice 
production has jumped from 4.5 million 
tonnes in 1980 to about 10 million tonnes in 
1990 and has turned Vietnam into the 
world's third-largest rice exporter after 
Thailand and the US. Southern Viet- 
nam’s electricity needs are expected 
to increase from 626 MW in 1986 to 
1,175 MW by 2000. 

As a transport artery, the Me- 
kong is navigable from its mouth 
to roughly the Lao-Cambodian bor- 
der, where further navigation is im- 
peded by the Khone Falls. As a re- 
sult, navigation is divided into two 
systems: one below the falls in Cam- 
bodia and Vietnam and the other in 
Laos above the falls. Vietnam has a 
fairly well developed river transport 
network in the delta which carries 
roughly 6-7 million tonnes per year. 
Ships of up to 2,000 dwt can travel 
as far the Cambodian capital Phnom 
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Penh. The Mekong and Tonle Sap are also 
important for transport within Cambodia, 
though they have been reduced in recent 
decades because a lack of dredging equip- 
ment means sandbars near Phnom Penh 
and at the mouth of Tonle Sap cannot be 
cleared. There are no estimates available for 
the amount of volume currently carried on 
these waterways. 

. Because Thailand has developed its road 
network, it makes little use of the Mekong 
for transport. The river, however, plays an 
important part in Laos' transport system, 
carrying an estimated 4,000 tonnes per 
year. In addition, roughly two-thirds of 
Laos' foreign trade, estimated 
at about 150,000 tonnes a year, 
crosses the Mekong from Thai- 
land. 

The lower Mekong’s im- 
mense development potential 
prompted the UN in 1957 to 
establish the Committee for 
the Coordination of Investiga- 
tions of the Lower Mekong 
Basin. By 1970, the commit- 
tee's engineers had developed 
a grandiose scheme under 
which a cascade of seven dams 
would store 142 billion m? of 
water which could be released 
during the dry season, irrigate 
4.3 million ha of rice fields 
and produce 24,200 MW of 
electricity. These plans re- 
main only blueprints on en- 
gineers’ drawing boards, as 
more than four decades of 
war in one or more of the In- 
dochinese countries has 
blocked the construction of a 
single dam across the 
mainstream of the Mekong. 

As a result, the committee 
has been forced to focus on 
smaller tributary projects in in- 
dividual countries, collect hy- 
drological data, monitor water 
quality and conduct environ- 
mental impact studies. The 
only hydropower dam built 
under the committee’s spon- 
sorship is at Nam Ngum in 
Laos, which exports about 
two-thirds of its 150 MW output across the 
border to Thailand. At the same time, Thai- 
land obtained its own funding since the 
mid-1960s to build four hydroelectric dams 
on tributaries of the Mekong in the coun- 
try’s northeast. 

Deforestation due to slash-and-burn 
sarming and commercial logging sharply 
reduced the potential of the lower Mekong 
basin during the three decades since the 
committee was founded. The region's 
forest cover has been reduced from around 
50% in 1970 to about 27% in 1985, lowering 
the absorptive capacity of the watershed 
and causing serious soil erosion. Silting has 
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reduced the storage capacity and electrical 
output of existing dams in Thailand and 
Laos, and has lowered fish production in 
the northern parts of both countries as well 
as around Cambodia's Tonle Sap lake. 
Kamp says that during the years of 
war in Indochina the Mekong Committee 
scaled. down its once grandiose plans to 
meet the current economic realities and in- 
creasing environmental concerns. ^We are 
still going with the Pa Mong dam as the 
first project, but we realise that population 
resettlement may be too big a problem," he 
said, referring to a mainstream dam plan- 
ned some 40 km west of Vientiane, the Lao 
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capital. “It is inconceivable that we would 
start the project without worrying about 
the environment.” 

The original design called for a 250-m- 
high dam which would produce 4,800 MW 
of electricity, irrigate 1.6 million ha in Laos 
and Thailand and provide an increased 
water flow downstream during the dry sea- 
son. But the dam would inundate some 
3,700 km? of land and force the resettlement 
of roughly 250,000 people. The revised 
scheme calls for a 210-m high dam that 
would flood about 600 km? while displacing 
roughly 60,000 people in Laos and Thai- 
land. 
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Thailand, which would get more than 
75% of the electricity generated, is keen on 
the dam but Laos is dragging its feet. Lao 
Officials have ruled out construction of big 
projects on the Mekong, insisting work 
should begin on smaller tributary projects 
first. Erik Skoglund, the Mekong Commit- 
tee’s senior environmentalist, doubts the Pa 
Mong dam will ever be built. “The resettle- 
ment business is a major problem. No 
donor in the world will allocate funds for Pa 
Mong with this problem,” he said. 

A second committee priority is the Nam 
Theun 2 hydropower dam, planned for a 
Mekong tributary in central Laos’ Kham- 
mouane province. The dam 
would have a capacity to pro- 
duce 600 MW of electricity, 
would flood about 700 km? of 
forest, irrigate 1,000 ha of 
farmland and increase the 
rivers low flow by about 
20 m? per second, according 
to Mekong Committee offi- | 
cials 
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During a visit to Laos in 
November 1990, Thai Prime 
Minister Chatichai Choonha- 
van, who faces growing 
domestic opposition to the 
construction of such large 
dams as the Nam Choan 
in Thailand’s Kanchanaburi 
province, lobbied Lao Pre- 
mier Kaysone Phomvihane 
to set up a joint venture to 
build the dam. Chatichai 
argued that the dam would 
provide foreign exchange to 
the Lao Government, while 
meeting part of Thailand’s 
growing energy needs. 

While, relations between 
Thailand and Laos have im- 
proved dramatically since the 
stormy period following the 
communist victories in In- 
dochina, environmental con- 
South cerns may stall this dam. “If 
China we construct a big dam there, 
Sea it will destroy a lot of forest 
and fauna in an area that con- 
tains untouched pine forests,” 
said Somphong Mongkhon- 
vilay, a senior Lao official working at 
the Mekong Committee headquarters in 
Bangkok. 

Lao officials fear that road-building 
which would accompany construction of 
the dam could also lead to increased com- 
merical logging in the region of the dam. 
Nearly 90% of the 1,600 square km area 
around the dam is still covered by forest, of 
which almost 25% are commercially valu- 
able pine forests, according to a recent 
World Bank-financed study by Australia's 
Snowy Mountain Engineering Corp. Ltd. 
Further, the Geneva-based International 
Union for Conservation of Nature, which 
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helped Laos draft a policy on protected 
areas, calls the region around the dam a 
“highly threatened area” because of poten- 
tial risks to endangered wildlife. 

Lao officials are also concerned about 
the possible salination of water in the dam's 
reservoir from local underground salt de- 
posits. Water experts believe large reser- 
voirs and irrigation canals can cause under- 
ground salt deposits to dissolve and be 
rapidly leached to the surface. Commercial 
salt processing in northeastern Thailand 
has lead to widespread contamination of 
rivers and rice fields, leading to conflict be- 
tween salt miners and farmers in recent 
years. 

Many Thai hydrology specialists and en- 
vironmentalists ise that e 
dams built in Thailand and Laos have been 
profitable electricity producers, but argue 
these schemes have not been cost effective 
for agriculture. “Their impact on agriculture 
is not as good as expected,” says Sanguan 
Patamatamkul, director of the water re- 
sources and environment institute at Khon 
Kaen University in northeastern Thailand. 

Sanguan said most farmers working irri- 
gated land in northeastern Thailand grow 
only one rice crop a year, instead of the two 
or three common in other parts of the coun- 
try, and hire themselves out to cut sugar 
cane in central Thailand during the dry sea- 
son. He suggests water usage in existing 
water management projects in northeastern 
Thailand should be improved before new 
irrigation projects are initiated. One of the 
most successful irrigation projects in Thai- 
land has been the Huay Mong pumping 
project on the Mekong in Nong Khai pro- 
vince, which irrigates 10,800 ha of land for 
growing tomatoes to produce paste for ex- 
port. Tomato production in the area in- 
creased from 73,500 tonnes in 1989 to 
86,700 in 1990. 

However, most of the other large-scale 
river basin projects in northeastern Thai- 
land have produced mixed results. A 
Mekong Committee study of Nam Pong in 
Khon Kaen province conducted in 1979 
found that the dam produced 65 gWh of 
electricity and irrigated 5,000 ha of land, 
raising rice output by 21,000 tonnes a year 
and fish production by 2,000 tonnes. On 
the other hand, the dam and its reservoir 
forced the resettlement of 2,750 families, 
many of whom turned to slash-and-burn 
farming on nearby hillsides, causing wide- 
spread deforestation and erosion. Each 
year some 2 million tonnes of sediment 
pour into the dam’s reservoir, seriously 
shortening its lifespan. 

Some Thai environmentalists argue that 
large-scale hydroelectric dams, such as the 
ones planned for Pa Mong and Nam Theun 
2, have a negative impact on the basin’s ag- 
riculture. “Big dams change the ecosystem 
too much,” says Suraphol Sudara of the 
Siam Environment Club. “They stop the 
flood sediment, cutting nutrients to the 





lower part of the river,” he added. 

This view was echoed by Cambodia’s 
Vice-Premier Kong Somol, who is also in 
charge of the country’s economic develop- 
ment. Somol said Thailand should consult 
its downstream neighbours before embark- 
ing on any major projects on the Mekong, 
noting “if the Thai’s divert water, then 
people downstream can’t grow rice and 
fish won't have a place to lay eggs in Tonle 
Sap.” 

Many water experts believe the Mekong 
Committee needs to go further in broaden- 
ing its mandate to fit the economic realities 
of the 1990s. “The Mekong Committee 
could play a more useful role if it looked to 
managing the river rather than building big 
projects,” Suraphol says. “They could still 
do some construction projects, but they 
have to understand the social system before 
changing it,” suggesting in the past local 
farmers were often not consulted before 
construction projects were started. “The 


benefits to the people can be small com- 
pared to what they’re losing,” Suraphol 
added. 

Thai and Vietnamese officials also say it 
is important for the committee to begin 
cooperating with China — the source of 
20% of the Mekong’s water — in order to 
exchange technical information about the 
upper river region. Peking has said in the 
past it would not consider joining the 
Mekong Committee until the Cambodian 
conflict was resolved. Committee officials 
believe China has completed, or is about to 
complete, its first dam on the river’s upper 
mainstream. The Manwan dam — located 
on the border between Yunxian and 
Jingdong counties in Yunnan province — 
has a capacity of 1,250 MW and a reliable 
output of 352 MW and is intended to sup- 
ply electricty to Kunming city. China may 
also be planning other schemes which 
could affect the water flow in the lower part 
of the river, the officials said. s 
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Cambodia seeks foreign aid for irrigation projects 


Fertile imagination 


By Murray Hiebert in Phnom Penh 


arnessing the Mekong River will be 
H one of Cambodia's top priorities for 


foreign donors if current diplomatic 
efforts bring an end to two decades of war 
and revolution in this beleaguered land. 
"When peace comes, our major priority 
will be to promote food self-sufficiency,” 
said Vice-Premier Kong Somol, a US-edu- 
cated agronomist in charge of economic de- 
velopment in Cambodia. "To achieve that 
we need a good system of irrigation." 
Before Cambodia was engulfed in the 
Indochina War during 1970, it exported up 
to 300,000 tonnes of rice a year. But the up- 
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heaval since then has forced thousands of 
farmers to abandon their lands in western 
Cambodia and damaged many of the coun- 
trys most effective irrigation schemes. 
Today, less than 7% of Cambodia’s rice 
fields are irrigated, forcing the country to 
rely on foreign aid for some of its food 
supplies. 

Somol said the Phnom Penh govern- 
ment's first priority will be to resume work 
on the Prek Thnot project, initiated by the 
Bangkok-based Mekong Committee in the 
late 1960s but halted by Khmer Rouge 
guerillas in 1973. The US$100 million 
scheme, which would irrigate some 70,000 
ha in impoverished Kompong Speu and 
three neighbouring southern provinces, 
would get its water from the Prek Thnot 
River — a Mekong tributary with its source 
in the Cardamom Mountains. 

The project would also provide Phnom 
Penh with 18 MW of electricity, a little over 
half of the city’s present consumption of 30 
MW produced with generators using im- 
ported fuel. “Prek Thnot would change the 
face of people living in the area,” Somol 
said. “More water would mean the people 
would grow two crops instead of one. 
More [draught] animals would mean more 
fertiliser to improve the soil.” 

Anticipating an influx of foreign assist- 
ance to Cambodia following a peace settle- 
ment, Australian Catholic Relief, a private 
aid organisation, has commissioned several 
Australian, Swedish and Japanese com- 
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panies to begin reappraising the project. 
The main dam, a diversion weir and sev- 
eral canals were under construction when 
the project was abandoned. 

But other foreign relief organisations 
working on small-scale irrigation projects 
in Cambodia question whether construc- 
tion on the project should resume. One of 
their concerns is whether the country, 
which lost most of its educated class during 
the brutal Khmer Rouge rule in the late 
1970s, has enough managers and techni- 
cians to run the project. "The number of 
people in the technical ministries is very 
small,” one European aid worker said. “If 
you start big projects, the best people will 
be drained off, leaving no one for day-to- 
day work on other projects." 

Other relief workers said the soil in the 
project area is some of the poorest in Cam- 
bodia. "If you provide water to poor soil, 
you have to provide a lot of fertiliser and 


pesticides, which Cambodia has no money 
to import" one aid official said. He 
suggested Prek Thnot should be develop- 
ed for electricity production and that the 
money for irrigation schemes should be 
spent in the more fertile western provinces 
after they become more secure. 

Somol said Phnom Penh also hopes to 
rehabilitate the Mekong's navigation poten- 
tial. A build-up of silt at Phnom Penh's port 
means that vessels — which carry most of 
the capitals foreign trade down the 
Mekong through southern Vietnam — 
often have to be unloaded in the middle of 
the river during the dry season. 

The government recently purchased a 
small dredger, which it plans to use to re- 
move silt from Phnom Penh's port for the 
first time since the Khmer Rouge victory 
in 1975. Phnom Penh would also like to 
dredge Tonle Sap, which suffers from 
large-scale silting caused by massive de- 





THE MEKONG 3 


Conflicting needs threaten cooperation over river use 


Muddy waters 


By Murray Hiebert in Bangkok and Hanoi 


he prospect that a peace settlement 
f in Cambodia could end five decades 


of almost uninterrupted warfare on 
the Indochinese peninsula and allow large- 
scale development of the Mekong River 
basin threatens to spark the first conflict 
over water use between countries which 
have widely differing needs from the river. 

Vietnamese officials have said a Thai 
plan to pump massive amounts of water 
from the mainstream to irrigate thousands 
of hectares in northeastern Thailand 
threatens major salt water intrusion from 
the South China Sea into the fertile fields 
of Vietnam’s southern delta. Thailand and 
Laos currently use about only 5% of the 
Mekong’s lower flow, while Vietnam is 
thought to use around 25%. 

“There’s never been competition for the 
river in the past, but there may be in the 
future,” said C. Jan Kamp, who recently 
stepped down as head of the UN’s interim 
Mekong Committee headquarters in 
Bangkok. Kamp pointed out that the in- 
terests of the four countries in the lower 
Mekong basin could clash as they seek to 
develop their individual economies in the 
post-Cambodia period. 

The Thai plan, known as Kong Mun 
Chi after two rivers that feed into the 
Mekong, would divert water from the 
mainstream into a small tributary east of 
Nong Khai and down a 200-km canal to the 
Lam Pao reservoir. From there, the water 
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Thai plan affects Mekong Delta flow. 


would be released into the Chi and Mun 
rivers, before flowing back into the Mekong 
east of the Thai city of Ubon Ratchathani. 
Along the way, the water would irrigate 
some of the poorest areas of Thailand’s 
northeast, boosting incomes and reducing 
unemployment, said Prathes Sutabutr, 
deputy secretary-general of Thailand’s Na- 
tional Energy Administration. 

Vietnamese officials fear the project 
would reduce the Mekong’s flow, particu- 
larly during the dry season, causing hun- 
dreds of thousands of hectares of low-lying 
rice fields to be flooded with salt water from 
the sea and leaving too little water to flush 
out fields plagued with acidic water. Al- 
ready 1.6 million ha in the delta are affected 
by salt water intrusion, while another 1.5 
million ha suffer from acid soil. 
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forestation in the watershed, Somol 
said. "If we don't dig it out, we're going 
to get floods [in the rainy season] from 
Phnom Penh down to south Vietnam," he 
said. 

Because of the country’s other mam- 
moth post-war reconstruction needs, Cam- 
bodia has no plans to resurrect two other 
large schemes designed by the Mekong 
Committee for northern Cambodia in the 
late 1960s, Somol said. One of these is 
Stung Treng, which would have provided 
large amounts for water to prevent saline 
intrusion in southern Vietnam during the 
dry season. In 1970, the committee esti- 
mated Strung Treng would cost US$1.7 bil- 
lion, store 46 billion m? of water, irrigate 1.3 
million ha and generate 7,200 MW of elec- 
tricity. Nearby Sambor would store 2 billion 
m? off water, irrigate 34,000 ha and produce 
3,250 MW of electricity at an estimated cost 
of US$690 million. al 


Some Vietnamese officials and Mekong 
Committee technicians believe the Thai's 
plan to pump up to 300-400 m? of water per 
second, about one-third of the Mekong’s 
dry season flow. Prathes insists these fears 
are unjustified, particularly because the 
project is still under study. "We'll take only 
2% to 3% of the flow, or less than 100 m? 
per second," he said. “Well only take 
water in the rainy season and won't touch 
it in the dry period." 

"Vietnam fully objects to Kong Mun 
Chi" said Nguyen Nhan Quang, who 
heads Vietnam's national Mekong commit- 
tee. "Thailand should put the project into 
the Mekong Committee programme. It is 
the function of the committee to look at the 
interests and needs of all countries and find 
a way to compromise." 

Thailand, which has been under in- 
creasing pressure from Vietnam and the 
Mekong Committee in recent months, fi- 
nally agreed in late November 1990 to allow 
the committee to begin a water balance 
study of the river. But Bangkok has so far 
refused to show its neighbours plans for 
Kong Mun Chi as required under a declara- 
tion of principles to which Thailand, Viet- 
nam, Cambodia and Laos agreed in early 
1975, prior to the communist victories in In- 
dochina. 

Under the joint principles, any country 
planning to begin a mainstream project 
must give the other countries in the basin 
"a detailed study on all possible detrimental 
effects, including short and long-term 
ecological impacts" prior to construction. 
The principles also state that a project must 
"make available a rate of flow downstream 
not less than the average monthly flow dur- 
ing the previous dry periods." But Mekong 
Committee officials point out that the joint 
declaration is only a "spirit of intention," 
with no means of forcing member countries 
to comply. B 
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sexual violence as symptom of political and economic exploitation. 






By Rigoberto Tiglao in Manila 


he crime of rape is so firmly em- 


bedded in Philippine history that 
even the country's mestizo ethnic 
, mix reflects generations of — often 
involuntary — liasons between native sub- 
-jects and colonial masters. Yet, only lately 
~ has sexual violence become a subject of so- 
- cial and political activism. It is hard to tell 
. Whether this is due an increase in rapes 
or a lifting of taboos on discussion of the 
topic. 

In the Philippines, as in its erstwhile col- 





..... onial ruler the US, sexual crimes are notori- 
ously under-reported. Police inefficiency is 


just part of the reason. Even more intracti- 
ble is the reluctance of rape victims them- 


: - = selves to file complaints in a Catholic cul- 
-~ <- ture where the loss of virginity — even 


through violence — is considered the 
woman's fault. 
Statistics are scarce and unreliable. A 


|... National Bureau of Investigation report es- 
". - timates about 1,300 rapes a year nation- 


wide, up just 18% in the past decade. 
Former Armed Forces chief of staff Gen. 
Renato de Villa places the total higher: at an 
average of four rapes a day in 1989, on the 
basis of police reports. 

The increase in rapes is all the more 
ironic since it coincides with the reign of the 
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Country Band, a fledgling music group 
here, has set a record of sorts for its found- 
er, 45-year-old Tran Tien, one of Viet- 
nam's most popular musicians. The band 
has managed to survive since December 
1990. That is already considerably longer 
than Tien's earlier music group lasted; it 
was shut down by the government in 
1987 after only three preformances. 

In Ho Chi Minh City, at least, there is 
a growing audience for music like Country 
Band's — mostly romantic love songs with 
a subtle message of protest. That is why 
Tien, like a number of other northern- 
born artists. who now flourish in the 
erstwhile Saigon, has chosen to migrate 
.. southwards since the end of Vietnam's 
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country's first-ever woman head of state. 
Yet, last year, President Corazon Aquino 
herself called for constitutional restoration 
of the death penalty after she had person- 
ally gone to a northern village to condole 
with the parents of two girls, aged nine 
and seven, who had been raped and 
bludgeoned to death. 

Filipina domestic servants, in particular, 
are targets of sexual violence both at home 
and abroad. Women account for an esti- 
mated 35% of the country's nearly 1 million 
overseas workers (legal and illegal). Persis- 
tent reports reach here of Filipina domestics 
abused by employers in Japan, Singapore 
and Hongkong. TV newscasts repeatedly 
run on-the-spot footage of alleged rape 
victims debarking from their home-bound 
flights in a catatonic state. 

But so far, just one group — the 
Women's Crisis Centre here — specialises 
in helping rape victims. With a full-time 
staff of only eight, it provides direct coun- 
selling and medical assistance. Since it was 
set up in February 1989, the group has been 
swamped with tragic cases: battered wives, 
mothers desperate to shield their daughters 
from incestuous rape, teenagers driven to 
nervous breakdown by rapes, parents of 
victims seeking justice. 

Says the Centre's director, Raquel Edra- 
lin, rape "has always been a rampant, 
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Singing between the lines 


war against the US in 1975. 
“I came south because I thought I 
would be freer,” Tien says. But even Ho 


Chi Minh City was not ready for his first 


group, Black and White, which he had put 
together in 1986, not long after 
Communist Party had launched reforms 
to move towards a market economy and 
grant greater freedom to artists. 

Reform or no reform, however, Black 
and White quickly found itself in conflict 
with officialdom thanks to its performance 
of a humorous piece called “Rock About a 
Clock.” The song’s lyrics point out how 


the scraggly second hand of a dock works r 


hardest, while the stubby little hour hand 
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though hidden, crime in the country.” For: 
better or for worse, though, sexual violence 
now receives unprecedented media atten- 

tion. In the post-Marcos resurgence of 

press freedom, tabloids routinely banner 

sensationalised sex crimes. Even television 

stations now rely upon "police blotter" rape 

stories to boost viewer ratings. 

Media exposure may have heightened 
awareness of the problem, but it is also 
blamed for desensitizing — and, in some 
cases, even provoking — Filipinos to sex 
crimes. At least one admitted rapist claimed 
to have lost control after watching X-rated 
video tapes over beers with friends. 

Pulp novels, films and TV soap operas 
often start with a rape scene which gal- 
vanises vengeful projects. Such stories have 
worthy precedents: even national hero Jose 
Rizal used a rape survivor as protagonist in 
his novel Noli Me Tangere. 

Real-life rape survivors, however, have 
a far less glamorous time of it in the Philip- 
pine justice system. They are grilled by po- 
lice and judges to prove, first, that sexual 
intercourse occurred and, second, that they 
had not somehow "asked for it." Says Ed- 
ralin, “rape victims are considered guilty 
until proven innocent." 

Women's Crisis Centre founder Hilda 
Narciso is a case in point. Seven years ago 
she was raped by soldiers who had illegally 





tion from people when they want to 
tell the time. "No one asks about the 
second hand," Tien says. "People only 
notice the second hand when the clock is 
broken." 

Many people, Tien admits, interpreted 
the "hour hand" as reference to govern- 
ment officials, while the "second hand" 
represented ordinary people. So after the 
third night of performing to enthusiastic 
audiences in Ho Chi Minh City, Black and 
White was banned. 

^| was dose to going to jail,” Tien 
says. He rushed back to Hanoi, where he 
met party chief Nguyen Van Linh, who 
protected him. Nevertheless, "I was also 
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detained her as a subversive. To this day, 
she says, she has been unable to prosecute, 
despite the support of political activist 
groups and religious organisations. 

“What I went through,” Narciso says, 
“was an extreme form of everything wrong 
in our society: the militarisation, the 
glorification of machismo, and the vio- 
lence that attends it.” As this sort of 
social analysis would suggest, many of 


- the feminist organisations now most articu- 


late in the campaign against sexual vio- 
lence have their roots in the anti-Marcos 
leftwing student movements of previous 
decades. 


he seminal group in the 1970s, 

Makibaka (an acronym for “Free 

Movement of New Women”) had 

evolved, by the 1980s, into a rural- 
based underground organisation under the 
communist-led National Democratic Front 
(NDF). The Women’s Crisis Centre was ini- 
tially set up to assist women activists ar- 
rested and sexually assaulted by Marcos’ 
minions. Another women’s group, Gabriela, 
mostly backs the NDF's political program- 
me, while the Kalayaan study and research 
organisation, more feminist in orientation, 
was organised by leftwing women alumnae 
of Marcos’ jails. 

Although she did set up a National 
Commission on Women in 1986, President 
Aquino herself has not been active on 
women's issues. Rather, she has left 
feminist advocacy to two women senators, 
Leticia Ramos Shahani and Santanina 
Rasul, and Congresswoman Anna Dom- 
inique Coseteng (hostess of a television 
programme, “Womanwatch”). 

The two senators have sponsored a bill 
— still unpassed, nearly a year-and-a-half 
after its introduction — to amend the 


nost heyday of late 1988. He signed a con- 
tract to play in a “Rock for Democracy” 
tour for six months, but he left after 
three months because “I was cold and 
missed my country.” Still, Tien thinks his 
popularity in the Soviet Union — for dec- 
ades, Hanoi's closest ally — brought him 
increased recognition and protection back 
home. 

Tien first began writing songs in 1962 
when he was a 17-year-old soldier in Laos 
fighting in the North Vietnamese army 
against the US-backed Vientiane regime. 
One time he was abandoned by his unit 
when he was given up for as-good-as- 
dead from malaria. He managed to sur- 
vive with help from friends. Another time 
he was critically wounded in the shoulder 
while crossing a minefield. 

After this injury, Tien was released 
from the army and admitted to the Music 
Institute in Hanoi. He graduated in 1962 
with one degree in popular singing and a 
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On the march against machismo. 


Philippine law on rape, a holdover from 
Spanish colonial penal codes. The current 
law interprets rape as a mere "sexual of- 
fense" instead of as a crime of violence. 

Lax laws are not the only colonial legacy 
that troubles Philippine feminists. The 
country's history is replete with centuries 
of rape: by Spanish friars of native con- 
verts, by Chinese merchants of indigenous 
servants, by landlords of their tenants' 
daughters and so on. During the Japanese 
occupation, young women had to feign 
menstruation by daubing their underwear 
with chicken blood to discourage rape by 
the Emperor's troops. And the "sexploita- 
tion" ghettoes surrounding US bases in the 
Philippines still fuel the fires of anti- 
Americanism. 


second in composing for symphony or- 
chestra. After graduation, Tien began 
working as a journalist for Radio Hanoi, 
the government radio station, but he was 
not allowed to perform his songs in pub- 
lic. 

"Hanoi at that time hated popular 
music," he says. "It was state policy." 
When his music was officially banned in 
1979, Tien decided to move south. 

Unlike most popular singers in Viet- 
nam, who favour blue jeans and T-shirts, 
Tien often wears the olive green uniform 
of the Vietnamese army during his per- 
formances. Many of his songs depict the 
suffering of soldiers and raise questions 
about the results of Vietnam's "liberation 
wars" against France and the US. 

"Footprint of a Crutch on the Beach" 
describes an ocean wave washing away 
the small round holes left in the sand by a 
wounded soldier's crutch. "I wanted to 
remind people that everything the sol- 
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diers gave [the country] during the war 
has come to nothing — like a footprint on 
the beach," he explains. 


deep disappointment of a soldier who re- 
turns home at the end of the war only to 
find that his girlfriend has left "like a bird 
which sings about the spring." Tien's fans 
say this song reflects the disappointment 
of many war veterans that the victorious 
Communist Party has forgotten many of 
the ideals for which the soldiers had strug- 
gled for decades. 


of war, he denies that he is against war, as 
such. "In reality war has to take place, but 
people hate war," he says. “It is the ar- 
tist’s duty to talk about peace, charity and 
humanity . . . The Vietnamese are always 
proud of their victory over the US, but 
they have forgotten to provide necessities 
for ordinary life, such as rice, water — and 
roses." 


Colonialism has left the Philippines with 
a male-dominated power structure and a 
Latino-type culture of machismo. To this 
day, married women still cannot legally 
enter into contracts by themselves without 
the consent of their husbands, according to 
Sen. Ernesto Maceda (who has proposed a 
bill to correct this anomoly) And the 
Catholic Church continues to block liberali- 
sation of divorce laws and birth control. 

That leaves women tied inescapably to 
abusive husbands, trapped in child-bearing 
and rearing and locked into economic de- 
pendency on males. And even when wo- 
men are able to enter the workforce, the 
country's stunted capitalist development 
shunts them into low-wage piecework em- 
ployment in such industries as semicon- 
ductors and garments, where their dexter- 
ity and docility are much prized. Or else, 
they are forced into prostitution at home or 
abroad. 

Male rapists, themselves, may be vic- 
tims of the exploitative economic system, 
some leftist thinkers argue. For an im- 
poverished Filipino living without hope in 
urban slums, sexual assault can be a de- 
ranged exercise of the only power left to 
him. While legal and medical support for 
rape victims is crucial in the short term, ul- 
timately the only way out of the vicious 
cycle of sexual aggression is through “poli- 
tical organisation," some feminists claim. 

"What we mean," Edralin explains, "are 
networks developed by victims and femi- 
nists to raise consciousness of the problem 
and to change the structures." 

Ironically, the debacle of the Aquino 
presidency might have actually set back the 
empowerment of women. “After Cory, this 
country will not elect a woman president in 
a century," business tycoon Enrique Zobel 
predicts. e 


“Goodbye, Swift Bird” describes the 


Although Tien sings about the futility 


m Murray Hiebert 
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BOOKS 


Japanese pride and prejudice 


The Japan that Can Say No by Shintaro 
Ishihara. Simon & Schuster, New York. 
US$18.95. 


“Vile” and “error-filled” was what the 
now world-famous Shintaro Ishihara, the 
maverick rightwing politician from Japan, 
called the unauthorised, first English rendi- 
tion of his America-bashing book. Ishihara 
blamed the American “misunderstanding” 
of his points on the translation, which was 
commissioned by the US Department of 
Defence (DoD) and which 
shocked ^ and infuriated 
American policymakers. 

Different as it is, the au- 
thorised Simon and Schuster 
edition will still shock and in- 
cense the Americans. 

The original was co-au- 
thored by Sony chairman 
Akio Morita. Morita refused 
to stand by the things he had 
said in the Japanese original 
and to repeat them to the in- 
ternational readership of the 
new edition. But all of Ishi- 
hara's essays from the original 
are here, in part one; intact 
are the pieces glorifying Ja- 
panese defence technology 
and excoriating the economic and moral de- 
cline of the US. 

The omission of Morita's contribution is 
a pity, since he is the less fanatic of the two 
authors and Americans might well benefit 
from some of his criticisms of their loss of 
interest in manufacturing, their stratified 
management system or their short-term 
views in business. 

Part two has been "developed" from 
articles originally written for Japanese 
magazines. It is decidedly less jarring and 
more communicative in style and, on ba- 
lance, more conciliatory in substance to- 
wards the US than part one: there is even a 
chapter entitled “Saying Yes to America.” 
Part two achieves a sort of balance also by 
being more critical of Japanese who alleged- 
ly grovel before foreigners (Tokyo Foreign 
Ministry officials, for example), much as 
America’s Japan-bashers dodge that tag by 
focusing their ire on Americans who sup- 
posedly sell their country to Japan. 

The explanation for the contrast be- 
tween parts one and two is that the original 
book by Ishihara and Morita was not so 
much written for readers as narrated for lis- 
teners. Like too many other hastily pub- 
lished books in Japan, it stood in the tradi- 
tion of the classic katarimono, or narratives, 
which were often accompanied by stirring 
string instruments and were designed to 


evoke visceral, not cerebral, responses. 
Katarimono was popular entertainment, not 
a quest for knowledge. 

The original book was no doubt also in- 
fluenced by the pervasive manga, or comic- 
book, culture of contemporary Japan. 
Young Japanese adults are so averse to the 
written word that serious subjects such as 
international economics have to be pre- 
sented in manga form to be palatable. The 
trouble with this genre is that conclusions 
are presented as truths, with little attempt 
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at explanation or persuasion. 

It should perhaps be stressed that some 
of the conclusions reached by Morita and 
even Ishihara are valid, or at least arguable. 
It is just that they are seldom reached in a 
way that can be examined or disputed by 
others. Ishihara makes a great virtue of 
straight talk but confuses this with rude- 
ness and extravagant assertion. 

Ishihara says, for example: "Japan now 
has a decisive technological advantage. I 
believe that Ronald Reagan, Mikhail Gor- 
bachev, and their advisers realised the ab- 
surdity of the situation — that the accuracy 
of their nuclear arsenals depended on Ja- 
panese [computer] chips — and agreed to 
call off the arms race." 

A regular Japanese reader of manga fan- 
tasies is not fazed by such a pronounce- 
ment, but an intelligence officer at DoD 
may be forgiven if he reacts with alarm. 

Did the Americans overreact to the ori- 
ginal book? Yes and no. Yes, in that the Ja- 
panese public ignored the book until it be- 
came a sensation in Washington — largely 
because of the exaggerated American self- 
doubt which replaced the complacency of 
the years past. In fact, Ishihara's boasts 
about Japanese computer chips directly re- 
flected American fears expressed in a DoD 
study on "Semiconductor Dependency." 

But American alarm at Ishihara's book is 
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justified in as much as he is an influential 
member of the ruling Japanese political 
party. Americans, and Asians, are right to 
worry about Ishihara's obsession with race. 
Ishihara is convinced that US animosity 
towards Japan is based on an inexorable 
Caucasian racism against all non-whites. 
(Morita knows better, saying that the bi- 
lateral friction is more a communications 
problem than a racial one, and that 
America is a complex society in which non- 
whites have a place in the sun.) 

Ishihara does not doubt the superiority 
of the Japanese race. In Asia, countries 
which came under American rule (such as 
the Philippines) are faltering, while those 
touched by Japan (South Korea, Taiwan 
and Singapore) are thriving, he says. For a 
Japanese-language sequel to 
the Ishihara-Morita book (one 
entitled Nonetheless, a Japan 
that Can Say No, Ishihara 
found two new co-authors, 
one of whom goes into the 
fashionable discourse on the 
decline of Western civilisation 
and the rise of the Japanese. 
The same co-author goes on 
to declare that the 1937 Nank- 
ing Massacre by the Imperial 
Japanese Army was a Chinese 
fabrication. 

Ishihara’s quest for Ja- 
pan’s autonomy in defence is 
another cause for concern. He 
wants to see a new Japan-US 
condominium, or “G-2,” lead- 
ing the world, but Japan must be an inde- 
pendent and equal partner, not a junior 
partner as now, he stresses. Ishihara shares 
his views with the minority “Gaullist ” 
school in the Japanese defence debate — a 
school which is not only anti-Soviet but also 
doubts the US’ commitment to Japan and 
hence advocates independent defence. 
Gaullist ideologues appear to be winning 
adherents among “techno-nationalists” as a 
result of increasing US-Japan friction in 
areas of defence technology and strategic 
investment. 

On the Left, a knee-jerk neutralism re- 
mains powerful in Japan and may even be 
ascendant, as the latest developments re- 
lated to the Gulf crisis have shown. This 
neutralism eschews moral judgments in in- 
ternational affairs, avoids conflict and only 
attempts to preserve Japan’s own prosper- 
ity and safety. | 

While Gaullists and neutralists in Japan 
are at opposite ends of the political spec- 
trum and will not easily form a coalition, 
their ascendancy can overshadow the 
mainstream defence thinking that Japan 
should maintain a strong alliance relation- 
ship with the US — which is a course pre- 
ferred by most of Asia. The mainstream, 
however, is not doing a good job of justify- 
ing itself; nor is it prevailing over the Right 
and Left. m Susumu Awanohara 
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Soviet sterility in the heart of Samarkand. 


Guided tour 


Apples in the Snow: A Journey to Samarkand 
by ey Moorhouse. Hodder & Stoughton. 
£12.95 (LIS$25.60). 


Imagine the successful travel writer, a 
shelf of books to his name, returning home 
from yet another exotic trip into remote re- 
gions. He sits down at his desk, opens his 
notebooks, and suddenly finds himself de- 
void of inspiration. He didn't enjoy the trip, 
he doesn't want to write about it. Yet there 
are publishers waiting and commitments to 
be met, so he picks up his pen. 

Unfortunately, that is the impression 
one gets from reading the latest work by 
Geoffrey Moorhouse. A guest of the Rus- 
sians, he travelled for several months in 
early 1989 through the Soviet Central Asian 
republics of Turkmenia, Uzbekistan, Tad- 
jikistan, Kirghizia and Kazakhstan. He vis- 
ited Merv, Bukhara, Samarkand, Tashkent 
— a litany of place names to send shivers 
down the spine of anyone with the 
slightest trace of wanderlust in their blood. 
Yet this slim volume, not even 200 pages 
long, is a disappointment. 

The problem may have been his status 
of guest. In the Soviet Union, as in all 
closed societies, a guest must have a mind- 
er. Whatever the minder's official title — 
interpreter, tour guide, or driver perhaps 
— his or her constant presence can rob a 
journey of some of the essentials for fine 
travel writing. Rare are the opportunities to 
linger and observe, to change itinerary on a 
whim, or to chat openly with individuals 
met by chance. And it is just such oppor- 
tunities that sparked the most enthralling 
passages in Moorhouse's To the Frontier, the 
record of a journey through Pakistan. 

Another problem may be that Moor- 
house is not so steeped in the history and 
cultures of Central Asia as he is in those of 
the Indian subcontinent. Historical digres- 
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sions — such as the long one on Genghiz 
Khan and his bloody times — seem to sit 
more awkwardly in the text than do the 
many historical interludes in To the Frontier. 

Whatever the reasons, Apples in the Snow 
is a bland offering, only occasionally perked 
up by Moorhouse's skills of astute observa- 
tion of people: the scene in a Dushanbe res- 
taurant, for example, where Russian sol- 
diers just back from Afghanistan watch 
Tadzhik girls dancing with their pimp; or 
the occasion in Tashkent when Vladik, 
Moorhouse's minder, attempts to negotiate 
with an uncooperative Uzbek official. 

Both incidents illustrate the ethnic ten- 
sions which now seem likely to tear the 
Soviet empire apart. Moorhouse, so famil- 
iar with Islamic cultures elsewhere, is al- 
ways alert to the uneasy relationship be- 
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tween the local Muslim peoples and their 
Slavic neighbours. 

He also encountered some of the lesser- 
known ethnic groups of the region, in par- 
ticular members of the German community 
living on the Kazakhstan steppe. Their an- 
cestors had answered Peter the Great's call 
for skilled labour and had settled in west- 
ern Russia. More than two centuries later, 
Stalin forced the community east after the 
outbreak of war with Germany. Today, 
there are enough German speakers in the 
region to support a daily German-language 
paper in Alma-Ata. 

Besides ethnicity, the other central 
theme of the book is that of the changes 
being brought about by reform. It is a fami- 
liar story of the 1980s and has been told of 
China, Vietnam and Eastern Europe. It is 
the story of the incongruities, sometimes 
ironic, sometimes comic, that are generated 
as communist structures erode: disco 
dances under the stern gaze of a Lenin por- 
trait, for example, or a beauty countest con- 
ducted with a bizarre mixture of earnest- 
ness and decadence. 

Not that incongruity is anything new to 
Central Asia. It has a history of savage con- 
quest and indiscriminate slaughter, yet its 
architects and artisans often reached the 
pinnacle of man's quest for perfection. The 
Kalan Tower, one of the many architectural 
masterpieces Moorhouse visited and ad- 
mired, is, perhaps, an appropriate symbol: 
when Genghiz Khan entered Bukhara, he 
stopped amid the butchery and destruction 
to wonder at this splended construction. 
Then he ordered his troops to raze every 
building in the city, but to spare the tower 
itself. m Theresa Munford 





Outsiders 


Unofficial China: Popular Culture and 
Thought in the People’s Republic of China 
edited by Perry Link, Richard Madsen and Paul 
G. Pickowicz. Westview Press, Boulder, 
Colorado, US$36.50. 


There is a vast underbelly to Chinese 
life. You can pretend it isn’t there, but you 
can never eradicate it. It is the most vital 
and abiding, if not always the most appeal- 
ing, aspect of Chinese life. 

The glimpses we have seen of this 
“other China” make a tantalising composite 
that ranges from the benign (popular festi- 
vals) to the malevolent (gangs and drug cul- 
ture). Now that “civil society” is the new 
buzz-word among sinologists, much of the 
material in this book should provide useful 
leads to just what that means. 

Perry Link’s work on underground fic- 
tion is particularly useful in light of the re- 
surgence of samizdat publishing. Deborah 
Davis’ study of personal home space is also 
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worthwhile, as is Ellen Johnston Laing’s 
analysis of the hierarchy of home furnish- 
ings. Paul Pickowicz, the author of one of 
the rougher pieces, reads the official cinema 
as somehow giving us an insight into dissi- 
dent views. Ironically he chooses a film by 
Xie Jin, among others, to illustrate his 
point. Xie is China’s leading film appa- 
ratchik, having made movies for the party 
through thick and thin — including the 
Cultural Revolution. 

Zhang Xinxin’s impressionistic essay on 
divorce is of some interest, but like much of 
her writing elsewhere, her prose is con- 
fused and scatty. The near-literal transla- 
tion from Chinese also makes it a painful 
read. R. David Arkush’s paper on North 
Chinese peasant operas in the earlier part 
of this century, while revealing, seems 
out of place in a collection on post-1949 
China. 

Any future analysis of the unofficial 
world of China might usefully consider the 
development of “parallel society” in East- 
ern Europe during the 1970s and 1980s, a 
subject on which a number of interesting 
works are available. 8 Geremie Barmé 
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PROJECTS 


Asian contractors assess damage from Gulf conflict 


Casualties of war 


By Michael Westlake in Hongkong with 
Review Correspondents 


ith nearly 60,000 air strikes 
against Iraq and Kuwait by 
US-led forces since the Gulf 
War started on 16 January, 
companies from South Korea, Japan, China 
and Taiwan with projects in the war zone 
are wearily trying to assess their losses. 

In addition, they are looking at their 
prospects of being paid for work completed 
before the outbreak of war, and at the pos- 
sibility of lucrative new contracts to rebuild 
shattered infrastructure after the conflict is 
resolved. 

Some of the companies are doing so 
with a strong sense of deja vu, having been 
through similar calculations regarding their 
projects destroyed or damaged in the Iran- 
Iraq War. At that time, many 
South Korean companies were 
reluctant to hasten back to Iraq 
for a stake in the construction 
boom that followed the end of 
the fighting, and those that did 
are less sure this time. 

Part of their uncertainty is 
being generated by the feeling 
that this second war shows 
that the Gulf area is too un- 
stable to be considered for 
serious further investment of 
corporate resources. In the 800 
case of South Korea, there © 
is some irritation among busi- — . 
nessmen about the govern- 
ment having thrown in its po- 
litical lot with the US and its al- 
lies in the war, thus jeopardis- 
ing the companies' future rela- 
tions with Iraq. 

But there are also worries 
that Iraq, with what bankers estimate as 
USS80 billion in overseas debts, might need 
anything from three-to-10 years to pay for 
projects. And several companies at times 
have found contract payments either hard 
or even impossible to obtain in Iraq, Kuwait 
and Saudi Arabia. 

The reasons for these oil-rich countries' 
allegedly poor records of settlement vary: 
Saudi Arabia's is said to lack of a proper 
accounting system; Kuwait is described as 
being "too demanding," refusing payment 
on dubious grounds of poor workmanship; 
and Iraq has an apparent dislike of paying 
cash, using oil instead or asking companies 


to provide their own project financing. 

South Korean construction companies, 
who have the heaviest involvement in the 
Gulf War area, feel that the Soviet Union of- 
fers better prospects, and are ambivalent 
about undertaking further projects in the 
Gulf. 

If they bid for work in the Middle East, 
they say, it will be on the back of guaran- 
tees from the US Government or aid in- 
stitutions such as the Asian Development 
Bank or the World Bank. And they are un- 
likely to want to take the lead in projects, 
preferring to bid for subcontract work ar- 
ranged by large US companies such as 
Bechtel, which are expected to win project- 
management contracts in Kuwait because 
of the immense leverage the US war effort 
has created over that state. 

With the US air war concentrating on 
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demolishing infrastructure useful to Presi- 
dent Saddam Hussein’s military, lraq's 
roads, bridges, oil pipelines, refineries, fac- 
tories and airfields will soak up an enor- 
mous amount of money in any rebuilding 
programme. No estimates have yet been 
made as to the total sum which could be in- 
volved — quite apart from humanitarian 
aid which will be needed to feed, house 
and revitalise a war-shattered population. 
US Secretary of State James Baker has 
suggested the creation of a Middle East 
Reconstruction and Development Bank to 
help finance Iraqi and Kuwaiti efforts to 
rebuild their countries. This proposal has 
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caught the attention of at least one South 
Korean company, Dong Ah Construction 
Industries, which has said it would be in- 
terested in work in Iraq if payment was in 
cash. 

The attitude is similar with regard to 
Kuwait, some of whose exiles in Washing- 
ton have formed a group to plan recon- 
struction efforts and seek proposals from 
potential contractors. Despite plans to 
spend billions of dollars after the war, cor- 
porate reactions have been wary. 

For instance, in late 1990 the group con- 
tacted South Korean firm Daelim Industrial 
Co. to see if it wanted a role in any rebuild- 
ing programme, but Daelim replied that it 
was too early to make a decision. Daelim's 
caution was prompted by a US$100 million 
loss it made on building Kuwait's Doha 
West power station in 1979-83, caused by 
disputes between Kuwaiti offi- 
cials and the company. 

Saudi Arabia's ambassador 
to Japan, Fawzi bin Shobokshi, 
has suggested that, "after the 
war is over, it is expected that 
Japan will help and assist in 
the reconstruction of Kuwait 
and any other Gulf Coopera- 
tion Coundl countries that 
have suffered any damage." 
But Tokyo is sensitive to the 
possibility of a diplomatic 
backlash if it is seen to 
"capitalis" on the war by 
snaring large rebuilding con- 
tracts. 

An official at the Middle 
East project division at the 
Institute for Developing Eco- 
nomies (IDE) in Tokyo said 
Japan would be expected to 
contribute substantial sums to 
post-war reconstruction in the Gulf, partly 
at the behest of the US. But he added that 
this would not result in " big business" for 
Japanese companies. 

Another researcher at the institute sug- 
gested that if the damage to infrastruc- 
ture and other installations was relatively 
low, Japanese companies could expect to 
secure contracts without any controversy. If 
damage was substantial, and massive pub- 
lic-works contracts were up for tender, the 
main countries in the anti-Iraq coalition 
would expect to be at the front of the 


queue. 
In any case, according to the IDE, Japan- 
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ese contracting firms are more 
interested in the countries of 
Southeast Asia than in the rela- yes 
tively unstable countries of the 
Middle East. 

Between 1973-90, the Mid- 
dle East accounted for 8876 of 
South Korean overseas con- 
struction work, worth a total 
of US$93.3 billion. Iraq and 
Kuwait accounted for US$6.4 
billion and US$3 billion respec- 
tively. When the war started, 
projects worth US$840 million 
in Iraq and US$180 million 
in Kuwait were uncompleted, 
in both cases involving Hyun- 
dai Engineering and Construc- 
tion. 

South Korea's Ssangyong 
Economic Research Institute 
says South Korean companies 
had recorded actual losses 
of US$416 million in the war 
zone up to 15 January, with 
the prospect of losing more 
than US$1 billion if the war 
is prolonged. The losses 
are from promissory notes 
which Iraq defaulted upon or 
which are likely to be in de- 
fault. 

Hyundai says it is owed 
US$800 million by Iraq alone. It 
has given up hope of recover- 
ing US$300 million in promissory notes, but 
believes it can recoup the remaining 
US$500 million by accepting oil as a barter 
payment. 

Hyundai built seven projects in Iraq 
in 1982-89 involving an oil pipeline, roads, 
a railway, housing, a “Medical City” and 
electricity plants worth a total of US$3.1 
billion. In Kuwait, Hyundai built roads, 
housing and sewerage projects worth 
US$420 million in 1984-89. 

But, say sources, the potential losses 
from defaulted payments and unrecovera- 
ble or damaged equipment are US$1.33 bil- 
lion in Iraq and US$160 million in Kuwait. 
Most exposed is Hyundai with US$1.24 
billion, followed by Samsung with 
US$80 million, Hanyung with 
US$70 million, Chongwoo with 
US$50 million and Namkwang with 
US$20 million. 

Japanese construction contracts 
in Iraq and Kuwait enjoyed a 
surge of activity in 1989-90, with 
heavy involvement in the early 
1980s having tapered off for sever- 
al years before rising sharply 
once more. Contracts were signed 
with Kuwait worth US$1 billion in 
1989 and US$158 million in 1990, 
with Iraq far behind at US$58 mil- 
lion in 1989 and US$76 million in | 
1990. | 

The total still owed to Japanese 
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Japanese hostages leave Iraq: reconstruction role. 


Opportunity knocks: repairing refineries 
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companies is reported to be ¥52.5 billion 
(US$400 million), of which Mitsubishi 
Heavy Industries is owed ¥50 billion by 
Iraq, Toyo Engineering *2 billion by Iraq 
and JGC Corp. ¥500 million by Kuwait. 

Most exposed among Japanese com- 
panies is Chiyoda Corp., for which the 
Middle East accounted for 24% of its out- 
standing orders by the end of September 
1990, though no figures were available. An 
oil refinery project north of the Iraqi capital 
Baghdad was worth ¥26 billion; its fate is 
not known. 

Mitsubishi had been building the sec- 
ond pair of four power plants in Kulaya, 
Saudi Arabia, which were worth about ¥90 
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billion, and eight power plants 
worth *€150 billion in Kuwait. 
Work has stopped on all of 
them. 

Tokyo Engineering Corp. 
(TEC), one of the country's 
leading plant engineering com- 
panies, in 1989 restarted work 
under a separate ¥3 billion 
contract on an Iraqi gas-storage 
ia terminal, the construction of 
EX which had been halted by 
the Iran-Iraq War. A spokes- 
TERN man for TEC said that if the 
i sh remaining part of the con- 
= tract was not settled, the com- 
pany would claim from the 
government's export insurance 
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scheme. 
China's top four overseas 
construction firms estimate 


they have lost US$1.17 billion 
since the Gulf crisis began in 
August last year. The China 
State Construction Engineer- 
ing Corp. said it had lost 
US$856 million, the China 
Road and Bridge Engineering 
Co. US$109 million, China In- 
ternational Water and Electri- 
city Corp. US$30 million and 
China Metallurgical Construc- 
tion Corp. more than US$10 
million. 

These losses comprised 
payments Iraq and Kuwait had not made 
for completed projects, lost deposits in local 
banks, abandoned plant and the costs of re- 
patriating workers. There were also losses 
on projects in Africa because Kuwaiti and 
other Arab funding had been halted. 

But officials said the companies were 
likely to head back to the Gulf to start work 
again as soon as it was safe to do so. Work 
on some projects in Saudi Arabia is still 
continuing. 

Taiwan's two state-run construction 
firms fear their projects in the war 
zone may suffer damage. In particular, 
a six-lane elevated roadway to Ku- 
waits airport had been 80% complet- 
ed by BES Engineering Corp. 
in a contract worth US$77.8 mil- 
lion. 

Also, Ret-Ser Engineering 
Agency had half-finished a two-lane 
road worth US$46 million in Jordan 
near the Iraqi border before 16 Janu- 
ary, with US$10 million of the con- 
tract outstanding. 

Both companies say there is 
potentially a lot of business to 
be carried out after the war. But 
private Taiwan companies are con- 
spicuous by their absence in the 
Middle East because it is a sharply 
competitive market, and there is 
more money to be made closer to 
home. ^ 
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BANKING 


Vietnam havers over role of foreign banks 


Tentative embrace 


By Murray Hiebert in Ho Chi Minh City 
and Hanoi 
ietnam is still holding foreign banks 
i / at arm's length despite the opening 
in January of Indovina Bank, the 
first partially foreign-owned financial in- 
stitution allowed to operate in the country. 
Although Hanoi hopes large Western 
banks will play a key role in pulling the 
country out of its economic stagnation, 
their applications for licences are being held 
up to allow Vietnam's much-criticised 
domestic banks to solidify their position. 

"Indovina was a political reward for In- 
donesia," one Vietnamese economist says, 
pointing out that the bank's application to 
begin business, which had been stalled for 
two years, was approved during Indone- 
sian President Suharto's visit to Hanoi in 
November. Vietnamese officials admit that 
Indovina, a 50:50 joint venture between 
Vietnam's Industrial & Commercial Bank 
and the relatively small Bank Summa of In- 
donesia, was granted the first foreign bank- 
ing licence because Hanoi views Indonesia 
as its closest friend in non-communist 
Southeast Asia. 

Indovina's licence restricts it to foreign- 
currency operations and financing foreign 
trade activity. The bank is not allowed to 
become involved in domestic financial op- 
erations using Vietnamese currency. 

These restrictions could prove a sticking 
point for other applicants. "Other banks 
wouldn't like an agreement like [the one] 
Indovina received," says an official at one 
of the half-dozen representative offices of 
foreign banks in Ho Chi Minh City. “We 
need to be involved in the local market; in 
exchange we will bring money, financing 
and customers to Vietnam." 

Most Vietnamese bankers and econo- 
mists, however, doubt that Hanoi will 
allow full-service foreign banks to open 
before Vietnam's own banks improve their 
service and their image. “At first, foreign 
banks should operate in foreign currency 
only," says Nguyen Cong Hai, of the State 
Bank of Vietnam. The central bank has 
been assigned the task of drafting regula- 
tions to govern the operation of foreign 
banks. "Once our banking system is im- 
proved, we can expand the functions of for- 
eign banks," Hai adds. 

Hanoi launched a series of reforms two 
years ago to overhaul the archaic domestic 
banking system. Many Vietnamese remain 
distrustful of banks, however, and deposits 
amount to only about Dong 350 billion 





(US$48 million), according to estimates by 
foreign banking officials. Trust in the finan- 
cial sector plummeted last year when hun- 
dreds of largely unregulated credit coopera- 
tives, which functioned like pyramid sche- 
mes, collapsed. 

Many Vietnamese bankers fear their 
survival would be threatened if Hanoi 
agreed to allow foreign banks to operate in 
the domestic market at this time. To im- 
prove their service, says State Bank's Hai, 
Vietnamese banks will have to retrain their 
senior staff, many of whom studied bank- 
ing in the Soviet Union before Vietnam 
began introducing free-market reforms in 
1986. Banks will also have to improve their 
efficiency by investing in modern equip- 
ment, including computers, he adds. 

Besides debating the role allowed for- 
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Hanoi's Indovina: political reward. 


eign banks in the domestic economy, Hai 
says the government is also discussing 
which foreign banks should be allowed to 
open first and what conditions should be 
set on their operations. "The first priority 
must be on big banks with a long relation- 
ship with Vietnam," Hai says, suggesting 
that the applications of those banks which 
already have representative offices in Viet- 
nam will be given first consideration. 
These include five French banks — Ban- 
que Francaise du Commerce Exterieur 
(BFCE) Banque Nationale de Paris (BNP), 
Societe Generale, Credit Lyonnais and In- 
dosuez — along with Britain's Standard 
Chartered Bank and the Thai Military Bank. 
But other Vietnamese officials have told for- 
eign bankers that they think Hanoi should 
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first admit one large bank each from Japan, 
the US, Germany and France to facilitate 
Vietnam's integration into the world eco- 
nomy. 

Hai, who stresses that the final draft of 
the regulations is still under discussion and 
will not be approved until March at the ear- 
liest, says some Vietnamese officials are 
arguing that Hanoi should require a 
minimum prescribed capital of US$20-50 
million for foreign banks — compared with 
the figure of US$10 million set for Indovina 
— in order to limit the number of applica- 
tions. 

However, foreign bankers believe such 
a high figure would discourage most West- 
ern financial institutions from opening in 
Vietnam. "A bank should expect a mini- 
mum of 15% return on its investment," one 
Western banker says, adding: "I don't 
think the numbers would add up if Viet- 
nam demands US$30 million in capital and 
doesn't allow us a role in the domestic mar- 
ket." 

Although the activities of foreign banks 
with representative offices in Vietnam are 
still limited, they have begun to play an im- 
portant role in the country's financial sec- 
tor. "Many foreign companies feel nervous 
about Vietnamese letters of credit, so they 
ask us for silent confirmation," one Euro- 
pean banker says, pointing out that Viet- 
namese banks have a reputation for fre- 
quently defaulting or making late payments 
on their letters of credit. 

The foreign banks also organise study 
tours and seminars to train Vietnamese 
bankers in international financial practices 
and in some cases have arranged financing 
for foreign trade and investment projects. 
Indosuez worked out funding for the re- 
construction of the Thong Nhat Hotel in 
Hanoi, while BNP and BFCE provided a loan 
to Alcatel, the French telecommunications 
company which is installing digital tele- 
phone switchboards in Hanoi and Ho Chi 
Minh City. 

BFCE last year arranged with Vietnam's 
Bank of Foreign Trade (Vietcom Bank) to 
accept Visa credit card payments in Ho Chi 
Minh City and is playing a leading role in 
putting together a bridging loan by a con- 
sortium of commercial banks to help Viet- 
nam repay its debt to the IMF of roughly 
US$146 million, which has put it in default 
to the fund. The attempt is being held up 
because the US and Japan blocked the loan 
at the IMF's board meeting last October to 
try to pressure Hanoi on a settlement of the 
Cambodia conflict. 

Vietnamese economists say foreign 
banks also have an important psychological 
impact on the Vietnamese economy. "The 
representative offices make business life 
livelier and more secure," says an eco- 
nomist in Ho Chi Minh City. "People see 
the names of the foreign banks in the news- 
papers or on TV and this gives them a great- 
er sense of safety." E 
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BUDGETS 


Manila impasse ts boost for Aquino policies 


Virtuous inertia 


By Rigoberto Tiglao in Manila 
n a bizarre twist, political deadlock 
IE the Philippines may enable the 
government to reduce sharply its 
budget in 1991 to 3.7% of GNP, compared 
with a deficit equivalent to 5.2% of GNP in 
1990. 

For the first time in the country's post- 
war history, legislators failed to pass a 
budget bill before it went into its Christmas 
recess. The 1987 constitution stipulates that 
if an appropriations law is not passed for a 
particular year, allocations set for the pre- 
vious year remain in effect until a budget is 
passed. 

The P138.8 billion (US$4.9 billion) 
budget for fiscal 1991, which began on 
1 January, was passed by the House of 
Representatives on 14 December, but has 
yet to be put to a vote in the Senate. With 
the 1990 general appropriations bill 
amounting to P132.4 billion, and with an 
average inflation rate last year of 12.7?6, this 
represents an effective 7% cut in the 1991 
budget. 

Passage of the budget in the Senate re- 
mains problematic, as many of its 23 mem- 
bers are growing increasingly critical of 
President Corazon Aquino's economic 
policies. Moreover, many senators are gear- 
ing up for the 1992 presidential elections, 
which could make the forthcoming Senate 
hearings on the budget bill a platform for 
political grandstanding. 

The main point of contention involves 
the governments economic-stabilisation 
plan with the IMF, which would bind the 
Philippines to a set of tough eco- 
nomic-austerity measures in return 
for a new credit facility amounting to 
SDR 264.2 million (US$375.3 mil 
lion). The IMF programme includes 
the stipulation that a limit be placed 
on the size of deficit of the Oil Price 
Stablisation Fund (OPSF), which 
reimburses petroleum companies for 
losses on domestic oil-subsidy pro- 
grammes. Manila pledged to the IMF 
that the oPsr 1991 budget would in- 
clude funds to reduce that deficit by 
P5 billion. 

This contradicts the appropria- 
tions bill passed by the House of 
Representatives in December, which 
allocated nothing for the OPsF. In the 
rush to pass a 1991 budget before 
adjournment on 14 December, the 
House ignored the government's 
request for a P5.1 billion alloca- 
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Aquino: problems in the Senate. 


tion. Instead, the House agreed to fund 
a P7.25 billion emergency relief allowance 
for government employees while holding 
to the government's demand for an over- 
all P25 billion cut in appropriations for 
1991. 

For a 1991 appropriations bill to be 
enacted which would include the P5 billion 
for the OPSF, the Senate must pass its ver- 
sion of the bill with the opsF allocation and 
then ask the House of Representatives to 
agree to a unified "conference" bill. It is un- 
certain whether the Senate will agree to the 
new funding, which could lead to an im- 
passe over the 1991 budget. 

A majority of the Senate is vigorously 
opposed to the Aquino administration's 
decision in December to raise the prices 
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of local petroleum products, arguing that 
the oil companies can absorb the costs 
of the subsidy programme because of 
falling world oil prices. Philippine oil 
companies purchase roughly 90% of their 
oil for domestic consumption on world 
markets. The Senate believes that re- 
quested extra funds for the OPSF could be 
used for other, more important, budgetary 
applications. 

Aquino’s officials are not in the least 
concerned that the 1991 budget was not 
passed. The 1990 budget law has automati- 
cally taken effect under constitutional pro- 
visions, which had allocated 25 billion for 
the petroleum price standby fund. 

Moreover, a landmark decision by the 
Supreme Court on 22 November upheld 
the president's power to veto particular 
items passed by Congress and to restore 
parts of the government budget excluded 
by legislators. This gives the government 
the power to include the P5 billion subsidy 
even if the 1991 budget is eventually pass- 
ed 


This court decision, argued a dissenting 
judge, represents a "carte blanche" which 
will allow the president to shift funds from 
one department or agency to another. Sen. 
Aquilino Pimentel, a possible presidential 
contender in 1992, says the ruling "opens 
the door to the wholesale juggling of funds 
[by the executive department]." 

The absence of a 1991 budget gives vast 
discretionary powers to the Aquino admin- 
istration, particularly to its Budget Depart- 
ment. With no dear-cut procedures on how 
the old budget takes effect, the department 
can allocate resources almost as it pleases. 

This was highlighted recently by the 
Defence Department's request for P33.4 
million for its anti-insurgency campaign, 
which was approved under the 1990 
budget. The Budget Department instead 
asked that the president release P8.35 mil- 
lion, equivalent to the first three months' 
tranche of the 1990 allocation. 

Further, due to automatic or con- 
tinuing budget allocations that, 
under Philippine law, cannot be 
changed, Congress now has author- 
ity to decide only about half of the 
government's annual expenditures. 
Out of the total P269.1 billion ex- 
penditures the House actually ap- 
proved in December, P123.3 billion 
is continuing or automatic appropri- 
ations. The biggest chunk of this, 
amounting to P107 billion, or 40% of 
total expenditures, is for debt service 
(P71.4 billion for domestic and 
P35.6 billion for foreign interest and 
principal payments). 

This increasing power of the 
presidency in matters related to the 
budget helps to explain the noncha- 
lance exhibited by Congress and 
Malacanang Palace over the lack of a 
1991 budget. E) 
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ECONOMIC RELATIONS 1 


Taiwan fears and admires Japanese business 


The sumo neighbour 


By Julian Baum in Taipei and 
Louise do Rosario in Tokyo 


Japan represents both 
a bright promise and 
a solemn threat to 
Taiwan. With the ab- 
sorption of Japanese 
technology, manage- 
ment and marketing ex- 
pertise, Taiwan could 
dose the gap with its 
second-largest trading 
partner and biggest 
foreign investor. But 
by aligning itself too 
dosely to Japan, Tai- 
wan could remain a 
second-rate manufacturer and a dumping 
ground for Japanese goods. 

In reality, Taiwan lies somewhere be- 
tween these extremes. Many Taiwan offi- 
cials and economists, however, worry that 
their country is moving too quickly towards 
the second scenario, especially in the ab- 
sence of effective policies to counter Japan- 
ese corporate planning. Between 1952-90, 
Japanese investment in Taiwan amounted 
to US$3.7 billion, a third of the total. As 
a result, numerous Japanese factories 
and stores exist in Taiwan, while Taiwan 














companies are hardly noticeable in Japan. 

Economists say Taiwan should exploit 
more effectively its extensive commercial 
contacts with Japan. But this may not be 
easy. According to one analyst, up to 60% 
of Taiwan's trade with Japan is already 
handled by the top Japanese trading com- 
panies in Taiwan. 

Also fuelling worries in Taiwan is the 
fact that two decades after Japan shifted its 
diplomatic allegiance to China, official rela- 
tions between Tokyo and Taipei are still on 
ice. Contacts between the governments are 
made between Taiwan's Association for 
East Asian Relations in Tokyo and Japan's 
Interchange Association in Taipei, which 
represent each country's interests in the ab- 
sence of diplomatic relations. (Taiwan also 
maintains its former consular offices in 
Osaka, Fukuoka and Yokohama as branch 
offices of the association. The Osaka and 
Fukuoka offices are authorised to issue 
visas.) 

Japan stiffly enforces its ban on official 
contacts with Taiwan in deference to Pe- 
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Taiwan goods fail to impress 
Japanese buyer: 42. 


king. By contrast, the US, Taiwan’s largest 
trading partner has no official ties with 
Taipei, but has found more effective ways 
to keep channels open with the island. Of- 
ficials in Taipei are sometimes denied visas 
to travel to Japan, while only low-level Ja- 
panese officials are allowed to travel to 
Taiwan. 

Private cooperation is also limited. Last 
year, Japan’s Ministry of Finance permitted 
three Japanese banks to open representa- 
tive offices in Taiwan in a minor relaxation 
of financial relations. But Tokyo allows only 
one bank, Dai-Ichi Kangyo, to offer com- 
mercial services in Taiwan. As a result, 
hundreds of millions of US dollars in bank- 
ing business is conducted out of the back- 
rooms of Taiwan financial institutions by 
Japanese representatives disguised as 
trainees. 

And only one major Japanese publica- 
tion, the Sankei Shimbun, has a correspon- 
dent in Taipei since Japanese news agencies 
are unwilling to open bureaus in the capital 
out of fear of losing press privileges in 
China. The result is limited coverage of 
Taiwan in Japan's news media, despite 
strong Japanese interest in the country. In 
1990, 1 million Japanese visitors accounted 
for half of Taiwan's tourist trade. 

Taiwan officials say the strained com- 
munications between Taipei and Tokyo 
have allowed problems to accumulate. The 
officials also complain that meetings be- 
tween the Association for East Asian Rela- 
tions and the Interchange Association are 
two infrequent to keep relations smooth be- 
tween the countries. 

The cancellation last year of 72-hour 
visa-free transit for Taiwan travellers to 





Invisible trader 


Taiwan is Japan's fourth-largest trading partner, but its presence 
in the country is barely visible. In contrast to the rapid expan- 
sion of Japanese companies in Taiwan, Taiwan firms show little 
interest in exploring Japan's markets. The 40-50 Taiwanese com- 
panies in Japan are predominantly small procurement com- 
panies. Only two of Taiwan's top 20 trading companies have 
offices in Japan. 

Analysts expect this situation to persist despite Taiwan's en- 
thusiasm for an export-led drive to ease its trade deficit with 
Japan. But most of Taiwan's exports to Japan, valued at US$9 
billion in 1989, are handled by Japanese companies and distri- 
buted under Japanese labels. So while Taiwan supplies Japan 
with most of its golf clubs, electric fans, telephones and wood 
furniture, most Japanese are unaware that they are made in 
Taiwan. 
` Analysts argue that if Taiwan seriously wants to sell more 
high-value products, more of its companies should establish a 
base in Japan to learn how Japanese markets work. South 
Korea, which has several hundred companies operating in 
Japan, could act as a model for its Northeast Asian economic 
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rival. In areas such as construction and low-value electronics 
goods, South Korean companies such as Samsung are working 
hard to make their names better known. 

Admittedly, South Korea benefits from its connection with 
the estimated 600,000 resident Koreans in Japan; Taiwan also 
has about 10,000 residents in Japan. But Taiwan has historical 
ties and a longer trading relationship with Japan, advantages 
which Taiwan has not fully exploited. 

Whenever a Taiwan company starts up in Japan, notes T. T. 
Lin, head of the economic section of the Association of East 
Asian Relations, Taipei’s unofficial representative office in 
Tokyo, there is always the intention to penetrate the local mar- 
ket. But as difficulties mount, the firm gives up on selling and 
concentrates instead on buying. Hence, though Japan is 
Taiwan's second-largest export market, Taiwan's knowledge of 
how that market works remains limited. 

A few Taiwan companies — Tatong Electronics, Taiwan Pro- 
vincial Fruit Marketing Cooperative and Taiwan Steel — have 
had a Japanese presence for decades, importing Taiwan’s best- 
selling items such as bananas. The rest are mainly procurement 
offices answering to headquarters in Taiwan. 

Each year, scores of Taiwan trade delegations promote their 
products in Japan, but few give serious thought to establishing 
an office. Among the reasons cited are high overheads, diffi- 
culty in obtaining a business or work visas, market barriers and 
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Japan is an example. Chiang Hsiao-wu, 
who was appointed in February 1990 as 
Taiwan's representative in Tokyo, says the 
Association for East Asian Relations had 
not been informed of the Japanese Govern- 
ment's decision. 

Consequently, tempers sometimes flare. 
"The question of Japan can easily become 
an emotional issue," says Koo Chen-fu, 
chairman of the Chinese National Associa- 
tion of Industry and Commerce. "Japan is 
very timid towards Peking, but very stern 
towards us." 

Japan's official attitude towards Taiwan 
is dictated by its attempts to rebuild political 
and economic relations with China. Those 
links were severely damaged by the Japan- 
ese takeover of northeastern China in 1931 
and the subsequent invasion of other parts 
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of the country that lasted until the end of 
World War II. 

Analysts point out that a friendly China 
is vital to Japan's national security, espe- 
cially if the US withdraws large numbers of 
its troops from the region. "The West can 
give up on China," a Japanese official says 
in response to US and EC condemnation of 
the Chinese Government following the 
June 1989 Peking massacre, "but as a close 
neighbour, we cannot." Another Japanese 
official explains: "If China feels we are ac- 
tively promoting ties with Taiwan, the Ja- 
panese Government will be in trouble, and 
even Japanese companies operating in 
Taiwan will be affected." 

Nonetheless, China's value to the Ja- 
panese economy pales by comparison with 
Taiwan’s, Japan's fourth-largest market and 


sixth-biggest supplier of imports. In 1990, 
bilateral trade totalled US$24.3 billion, eight 
times Japan’s trade with China. 

Given the magnitude of the two-way 
trade, Koo of the Chinese industry asso- 
ciation complains that Japan’s neglect of 
Taiwan is difficult to understand. “I can 
understand if our foreign ministers don’t 
meet,” he says. “But we are big buyers in 
Japan, and I don’t see why the two eco- 
nomics ministers cannot have talks. This 
situation is ridiculous.” 

Such frustration is felt at the highest 
levels. In an unusually blunt criticism of the 
Japanese Government at his inaugural 
news conference last year, President Lee 
Teng-hui complained about the lack of in- 
formal channels of communications with 
decision-makers in Tokyo and the limita- 
tions on academic and other exchanges that 
he said strangled a potential friendship. 
“We have many problems, but no place to 
solve them,” Lee told a Japanese reporter. 
"I hope the Japanese Government realises 
that even without diplomatic relations, 
there can be contact.” 

As the leading member of an influential 
coterie of Japanese-educated technocrats in 
Taiwan, Lee is particularly aware of the 
ironies. Japanese businessmen point out 
that many older Taiwanese speak Japanese 
and have not unpleasant memories of 
Japan's rule, which ended in 1945. As a re- 
sult, the 10,000 Japanese who live in 
Taiwan can use their native language and 
feel more at home than anywhere outside 
Japan. 

Officials in Taiwan's Ministry of Foreign 
Affairs say the Peking-Tokyo-Taipei trian- 
gular relationship is one of its most sensi- 


the existence of alternative markets, namely the US. 

. "Taiwan companies feel it is sufficient just to sell to the Ja- 
panese importers and not to the consumers directly,” Lin says. 

Small to medium-sized Taiwan companies, the mainstay of 

the economy, do not have the capital or the determination to 
make a long-term commitment, according to analysts. Most are 
unaware of the strategic need to be close to the Japanese market 
and to learn to compete on the ground. 

. “People of the post-war generation like me were brought up 
with the idea that Japan was a defeated, small country with 
nothing for us to learn," says Louis Fan, president of Acer Japan 
Corp., a subsidiary of the Taiwanese computer giant. 


This long neglect of the Japanese market has led to the ero- - 


sion of even traditional strongholds of Taiwan's exporters. 
Taiwan used to supply more than half of Japan's total banana 
imports, thanks partly to the favourable import quotas it was 
granted when political links were strong between Tokyo and 
Taipei. Since the late 1970s, however, iwl s total share of 
Japan's banana imports has declined dramatica 
1988. With import liberalisation, bananas 
plantations inthe Pipes dominate he mart with a 79% 
share en 1988. 

. Juinan n Chen, president of Taiwan Seika Co., the principal 
Taiwan be ana dealer in Japan, says higher labour costs have 
Taiwa va bananas uncompetitive. Critics say the com- 
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pany has been made complacent because of the yields its reaps 
from property bought years ago in Tokyo. 

Seika represents the traditional type of Japan-Taiwan eco- 
nomic relationship in which the latter exports mainly primary 
products. In contrast, Acer is a newcomer anxious to compete 
with Japan in the area of personal computers. Although nearly 
half its business is still as an original-equipment manufacturer, 
Acer views moving to Japan as an strategic step in its campaign 
to establish its brand name. 

Acer set up a procurement office in Tokyo in 1983 as the 

company’s dependence on Japanese components for its compu- 
ters grew to 50%. In 1988, it opened a 14-strong sales office in 
Akihabara, Tokyo’s electronics centre. It has two minority Ja- 
panese shareholders, Sumitomo Corp. and Nippon Investment 
Finance, and employs three Japanese executives. Acer's main 
product is its IBM-compatible, Japanese-language computer, 
hailed as the first in the country by an overseas y. 

Acer has a modest annual sales target of ¥1.5-2 billion 
(US$11-15 million) for its first five years in Japan, a volume Fan 
admits hardly covers its expensive, spacious two-storey office in 
Tokyo. But more is at stake. 

“If we [Acer] don’t learn from Japan, we'll not be able to 
keep pace up with them elsewhere,” Fan says. “We have set up 
offices all over the world; we left Japan to the end because it is 
the most difficult market.” m Louise do Rosario 
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tive problems. An example of how 
relations can become ensnarled is 
last year’s conflict over the uninha- 
bited Diaoyutai Islands, which lie 
about 200 km northeast of Taiwan 
and are claimed by the three govern- 
ments. 

After Japan’s coast guard inter- 
cepted attempts by Taiwanese to 
stage a symbolic landing on 21 
October, Taiwan politicians sent 
a flotilla of fishing boats to the is- 
lands to underscore its claim. But 
when Peking voiced strong support 
of Taiwan’s action, Taipei retreated 
out of concern that Chinese officials 
were trying to increase friction be- 
tween Taipei and Tokyo. Japan and 
Taiwan have since shelved the dispute, 
which has remained unresolved since the 
US returned the islands to Japan in 1972. 

But Taiwan’s biggest problem with 
Japan is a trade balance that has been in 
deficit since the early 1970s. Although it 
has made gestures, Tokyo has done little to 
help reverse the deficit, according to 
Taiwan's Vice-Minister of Economic Affairs 
P. K. Chiang. "In the past few years, we 
have developed good relations with other 
countries," he says. "But in almost 20 
years, Japan's position hasn't changed. 
They give trade concessions under pressure 
from the US, but not to us." 

Japan's efforts on the trade problem are 
generally dismissed in Taiwan as ineffec- 
tual. Last year, Tokyo upgraded its rep- 
resentation at a September trade conference 
— to include the attendance by a senior 
member of the Japanese Diet — which is a 
principal channel of relations between the 
two governments. Tokyo also promised to 
send to Taiwan the first buying mission in 
a decade. The group, scheduled to arrive 
in May, will include representatives from 
about 75 companies. 

Criticism of Japan's indifference to- 
wards Taiwan has included voices from 
the Japanese business community in 
Taiwan. In the middle of 1990, Japanese 
businessmen delivered a letter to Japan's 
Interchange Association, calling on Tokyo 
to raise the level of official contacts with 
Taipei and improve the trade imbalance. 

Japan's previous envoy in Taipei had re- 
fused to accept a similar letter. But Shinichi 
Yanai, who arrived in July, passed the mes- 
sage to his superiors in Tokyo. A former 
ambassador to South Korea, Yanai is the 
most influential representative from Japan 
since the break in relations in 1972. 

Yanai said there were no easy solutions 
to the trade deficit, which was brought on 
by appreciation of the New Taiwan dollar, 
high labour costs and other problems of 
economic success. He acknowledged that 
Japan's importance to Taiwan will grow, 
especially in restructuring the economy. 
"Japanese capital goods will play a very im- 
portant, perhaps indispensable, role in 
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upgrading Taiwan's industry," he said. 

With Japanese companies putting down 
deep roots, some analysts are not con- 
vinced that their presence is entirely be- 
nign. Worries that Taiwan could revert to a 
semi-colonial status may be exaggerated, 
but they have resurfaced at a time when ex- 
port performance is faltering and economic 
growth is at its lowest point since the early 
1980s. In 1990, GNP growth fell to 5.276, the 
lowest since 1982. 

Some economists say Taiwan's policy- 
makers have not fully considered the impli- 
cations of the Japanese challenge. In diver- 
sifying away from the US, Taiwan has ex- 
posed its commercial markets to the aggres- 
sive business practices of Japanese multi- 
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national companies. Taiwan's small 
and medium-sized enterprises are 
easy prey, while even large com- 
panies are often manipulated by 
their Japanese counterparts. 

“If we want to export more to 
Japan, we should pay more atten- 
tion to the Japanese market and not 
just produce things that fit the global 
strategies of those big Japanese mul- 
tinationals," says Ian Jen of Tam- 
kang University's Japan Institute. 

Taiwan University's Hsu Chieh- 
lin is more outspoken. "The prob- 
lem is that Japanese multinationals 
are swallowing up Taiwan little by 
little. Now, Taiwan belongs to the 
sphere of the US dollar, but in the 
future, it could come under the influence of 
the yen." 

One event that could accelerate that un- 
welcome development is Taiwan's possible 
admission into Gatt. Taiwan, which sub- 
mitted its application a year ago, is gaining 
support from member states despite Pe- 
king’s objections. But some economists 
warn that Gatt membership will primarily 
benefit Japan by requiring Taiwan to re- 
move trade barriers and open the flood- 
gates to Japanese consumer goods, which 
are now a small share of imports. 

"This is a huge challenge for Taiwan," 
says Guo Jiann-jong of the Institute for 
National Policy Research, "And we don't 
know how to cope with it." » 
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Taiwan goods fail to impress Japanese buyers 


Unequal partners 


By Julian Baum in Taipei 
ne important measure of Taiwanese- 
() Japanese relations is the growing 
trade gap between the countries. In 
1990, Taiwan's deficit with Japan, its sec- 
ond-largest trading partner, was US$7.6 bil- 
lion. The deficit is expected to widen to 
more than US$8 billion this year. By com- 
parison, Taiwan had a surplus of US$9.1 
billion with the US, its largest trading part- 
ner. 
Since Tokyo closed its embassy in Taipei 
in 1972 to open full diplomatic relations 
with Peking, bilateral trade between Tai- 
wan and Japan has multiplied almost 20 
times. In that period, the trade deficit 
widened to a per capita US$380 from US$55. 
Vice-Minister of Economics P. K. Chiang 
points out that on a per capita basis, this is 
more than double the widely publicised US 
deficit with Japan of US$180 per US citizen. 
Japan is a principal supplier of capital 
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and intermediate goods to many countries 
in Asia, but the trade deficit is badly 
skewed in Taiwan's case. According to the 
Ministry of Economic Affairs, about 60% of 
Japanese imports are industrial compo- 
nents such as automobile chassis, photo- 
sensors, semiconductors and bicycle gears 
of special alloy metals — all critical to the 
production of high-value products for ex- 


port. 

Another 30% of imports are machine 
tools, construction equipment and other 
heavy-industrial items. Less than 10% of 
imports are consumer goods, though the 
abundance of Japanese goods in stores 
suggests that large amounts of consumer 
products are entering the country through 
back channels. 

In 1990, when Taiwan's economy was 
faltering under the impact of a collapsed 
stockmarket and flat export growth, public 
alarm in Taiwan about the country's trade 
deficit with Japan prompted government 
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officials to reimpose restrictions. Tariffs on 
some Japanese imports were raised as 
much as 50%, and state-run companies 
were prohibited from importing Japanese 
goods if alternative sources are available. 

The direct import of cars and some ag- 
ricultural products was already banned. 
Japanese spirits are also barred, though 
they are available on the black market at in- 
flated prices. In addition, a NT$500,000 
(US$18,500) surcharge for importing Japan- 
ese-language films has effectively kept films 
from Japan out of movie houses. 

Taiwan manufacturers of telephones 
and office equipment have accused Japan- 
ese importers of evading tariffs and dump- 
ing goods in Taiwan at cut-rate prices. The 
president of a telephone-equipment com- 
pany says that after meeting with customs 
and trade officials, he was discouraged by a 
lack of government interest in enforcing the 
rules. One analyst says Japanese com- 
panies know how to grease Taiwan's distri- 
bution channels because of their govern- 
ment connections. 

Finding ways to increase Taiwan's ex- 
ports to Japan has not been easy. The 
Ministry of Economic Affairs has signed 
a contract with Tokyo consultant Kenichi 
Omae to help it gain access to Japanese 
markets and restructure companies to help 
them manufacture goods that would find 
success in Japan. 

The government is also trying to im- 
prove the marketing of Taiwanese goods 
by opening product-display centres in Tok- 
yo and Osaka. While Japan accounts for 
70% of the export market for Taiwan's ag- 
ricultural and fishery products, these goods 
account for only 3% of total export value. 

Japanese trading companies are willing 
to help, but they say Taiwanese companies 
are a poor match for Japan’s consumers. 
“[Japanese] consumers like to buy very ex- 
pensive high-level products or very cheap 
low-end products,” = says Hiroshi 
Tamaguchi, Mitsubishi's general manager 
in Taiwan. "They don't want medium- 
quality products. But in Taiwan, what they 
produce is medium-quality products at 
high prices. This is a very big headache." 

Japan's large trading companies were 
once the villains of alleged Japanese im- 
perialism in Taiwan since they controlled 
most of the two-way trade with the coun- 
try. These companies are still influential, 
but their market share has steadily declined 
in the past two decades, causing them to 
diversify into real estate, financial services 
and the underwriting of joint ventures to 
remain profitable. Mitsubishi officials say 
the big trading companies control only 
about 10% of Taiwan's imports from Japan 
and a somewhat larger share of exports to 
the country. 

Nonetheless, the lion's share of Tai- 
wan's Japan trade is still in the hands of Ja- 
panese companies. About 1,200 Japanese 
companies have offices in Taiwan and, ac- 
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cording to a Japanese banker, hundreds 
more are operating through Taiwanese 
agents. 

One cause of the shift in trade and in- 
vestment patterns was the 1985 Plaza 
Agreement among the G7, which brought 
a sharp appreciation of the yen and encour- 
aged Japanese manufacturers to find 
offshore-production bases. In 1987, Taipei 
liberalised foreign-exchange transactions, 
and the rapid growth in joint ventures 
and other foreign investments from Japan 
has helped Taiwan to diversify its commer- 
cial and financial relations away from the 
US. The investments, which focused ini- 
tially on such industries as food-processing 
and textiles, have shifted into consumer 
electronics and other high-technology sec- 
tors. 


any large Taiwan companies also 
have Japanese minority sharehold- 
ers, technical-cooperation agree- 
ments or other partnerships with Japanese 
companies. These include Formosa Plastics 
Group, Tatung, Taiwan Cement Corp., 
Asia Cement Corp., Far Eastern Textile, 
Sampo Corp., Pacific Electric Wire & Cable, 
Tuntex, Yuen Foong Yu Paper Manufactur- 
ing Co., China Rebar Co. and China Gen- 
eral Plastics. 

Taiwan's fragmented car industry has 
been a stronghold of Japanese influence be- 
cause of the Taiwan companies' access to 
assembly techniques and supplies of spare 
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parts. Taiwan's top 10 car makers have Ja- 
panese partners with participation ranging 
from Daihatsu's 10% shareholding in Yue 
Tien Motors to a 49% stake in Kuozui 
Motors held jointly by Toyota Motor, Hino 
Motors and Mitsui & Co. 

Yue Loong Motors, Taiwan's only ori- 
ginal-design manufacturer, has a 25% joint- 
partnership with Nissan and has access to 
the Japanese car maker's design technology 
to develop Taiwan’s first export car by mid- 
1993. Denying accusations that Japanese 
companies have refused to transfer impor- 
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tant technology, the senior Japanese man- 
ager at Yue Loong, Hisayuki Sakamizu, 
says his project sets an example for Taiwan- 
Japan industrial cooperation. 

"There is still a question of whether Tai- 
wan can become a supply base for sophis- 
ticated industries," Sakamizu says. "Japan 
must provide the up-to-date technology for 
Taiwan to develop, but technology cannot 
come only on paper. Taiwan must provide 
a good foundation for that technology to 
make it a commercial success." 

Yue Loong is exporting engines to Nis- 
san in Japan, and Sakamizu says this 
shows the present trade pattern in industri- 
al goods can be reversed. Sakamizu is also 
optimistic that Yue Loong's engineers 
will be successful in applying Nissan's 
know-how to produce their own export 
models. 

Other Taiwan car companies, however, 
are sceptical whether even the most 
cooperative efforts on Nissan's part will 
succeed in producing an exportable car. 
They cite Taiwan's small domestic market, 
high international standards and Yue 
Loong's poor track record. 

Because of Taiwan's rising labour costs 
and other disincentives, Japanese business- 
men are currently targeting the country's 
service industries, especially distribution 
and retailing operations, that cater to 
Taiwan's middle class. Most supermarket 
and convenience stores in Taiwan, for 
example, have Japanese connections and 
use the know-how from these sources in 
advertising, sales and marketing. 

Taiwan's chain of Family Mart conveni- 
ence stores is 49%-owned by Family Mart 
of Japan and C. Itoh & Co. Most of the 30 
other chains have Japan connections. Last 
year, Japan's Yokado Corp. purchased 75% 
of 7-Eleven, the US-based chain that 
is Taiwan's largest convenience-store net- 
work. 

All Taiwan's major department stores, 
which have linked up with Japanese 
partners, source Japanese goods through 
Japan's in-house trading companies. The 
first joint venture in this market was be- 
tween Japan's Sogo group and Pacific Con- 
struction Co., which had no previous retail 
experience. The Pacific Sogo Department 
Store opened in 1987 and quickly became 
the market leader. 

Japanese companies have also put 
down roots in the retailing of toys, electri- 
cal appliances, and books and magazines 
through directly-owned subsidiaries rather 
than through local agents. 

Consultant Peter Lee of Mixed Con- 
corde Management Corp. says Japanese 
ambitions in the retail business have 
dovetailed with the need of Taiwanese 
companies to find ways of improving their 
domestic marketing. Japanese partners can 
distribute their products as well as pass 
along corporate know-how in a market 
similar to Japan's. * 
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Singapore s competitive edge is under threat 


Losing the lustre 


By N. Balakrishnan 


osts are rising rapidly throughout 

East Asia, but Singapore is more 

worried than most about the trend. 
The last recession on the island in 1985-86 
was mainly caused by an increase in manu- 
facturing costs combined with a glut of 
property and an appreciating Singapore 
dollar. At the moment, analysts are predict- 
ing a soft landing and expect the economy 
to grow by about 5.576 this year, against 876 
in 1990 and 9.2% in 1989. 

Since the last recession, the government 
has introduced a Unit Business Cost index, 
a compilation of unit labour costs, service 
charges and government levies, which 
showed a 7.6% year-on-year increase in the 
third quarter of 1990. 

This was slightly less than the 8% in- 
crease in the previous quarter, but levies on 
foreign workers have since been increased 
by S$50 (US$29.30) to S$300 and charges for 
public transport and heating 
gas have climbed by 10-20%. 
From September, telephone o fingi 
subscribers will have to start . 
paying for local calls. | 

This would be less of a 
worry if the Singapore dollar — - 
had not risen sharply against 
the currencies of its principal | 
trading rivals: Hongkong, 
Taiwan and South Korea. Since 
October 1989, the local unit has — 
appreciated against the three 
currencies by 14.4%, 19.6% and 
22.8%, respectively. 

The Singapore dollar was al- 
lowed to rise in order to keep 
consumer-price inflation at bay. On this 
score, Singapore was more successful than 
the other East Asian NICs. The annual infla- 
tion rate for all three economies is higher 
than for Singapore, with Hongkong’s 
10.9% rate the highest, nearly three times 
that of Singapore’s 3.4%. 

Inflation may be lower in Singapore, but 
unit labour costs have been rising rapidly. 
Wages in the manufacturing sector are esti- 
mated to have escalated by 10% in 1990, far 
faster than productivity in all sectors, 
excluding construction. Output in services, 
for instance, grew by only 3.5% last year, 
compared with 5% in 1989. 

According to Sanjoy Chowdhury, chief 
economist at Merrill Lynch in Singapore, 
labour costs in Taiwan in the first three- 
quarters of 1990 rose by about 9.1 %, while 
productivity increased by 7.3%. In South 
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Korea, by Chowdhury's estimates, labour 
costs rose by 12.3% in the first nine months 
of 1990, more than matched by an increase 
in productivity of 14.676. 

The slowdown in productivity growth is 
worrying for a government which has been 
trying for the past decade to shift towards 
more sophisticated manufacturing. Much 
of the labour-intensive work is meant to be 
carried out in the neighbouring Malaysian 
state of Johor and the Indonesian island of 
Batam, the two other corners of a so-called 
"growth triangle" that has emerged in the 
past couple of years. 

But manufacturing remains the largest 
employer in Singapore, occupying nearly 
one-third of the labour force. It receives 
more than 80% of its investment from for- 
eign companies acutely aware of compara- 
tive costs in the region. 

Foreign investment in manufacturing 
posted a healthy increase of 27% to S$2.5 
billion in 1990 but the figures were distorted 


Singapore's climbing costs 


business costs 
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by expenditure of S$1.1 billion in the capi- 
tal-intensive oil and petrochemical indus- 
tries. Singapore's Economic Development 
Board was cautious about the amount of in- 
vestment expected in 1991 in labour-inten- 
sive sectors such as consumer electronics, 
citing declining demand in the main export 
market, the US. 

Multinationals, no longer as labour in- 
tensive as they once were, have not an- 
nounced any major layoffs as they did in 
1986. Those that have announced redun- 
dancies have cited, at least for public con- 
sumption, a variety of reasons but not ris- 
ing cost. However, it could be that they 
are mindful of the Singapore Government's 
extreme sensitivity on the issue. 

National Semiconductors dismissed 300 
employees in a six-week period in 1990 but 
says this was the result of a rationalisation 
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arising out of a 1987 merger of the US par- 
ent company with Fairchild Corp. of the US. 

However, trade data indicate that or- 
ders, particularly from the US, may be 
slowing. Non-oil domestic exports to the 
US declined by 1.975 in the third quarter of 
1990 from a year earlier, the first quarterly 
decine in that category since the reces- 
sionary year of 1985. Re-exports of con- 
sumer electronics dropped by 7.1% in the 
third quarter compared with the 1989 
period. 

The government could reduce costs by 
cutting the contribution employers must 
make to the state-controlled Central Provi- 
dent Fund (CPF). In the 1986 recession, the 
CPF contribution from employers and em- 
ployees combined was reduced by the gov- 
ernment from 50% to 35% of salaries. The 
employers’ share of that 35% was slashed 
to 10% but has been rising steadily to its 
current 16.5%. 

The quickest way to curb costs is to 
allow the import of foreign labour. But 
there are already an estimated 200,000 for- 
eigners working in an economy with a la- 
bour force of 1.3 million. This is a higher 
proportion than anywhere else in Asia 
(with the possible exception of Brunei), 
even allowing for an estimated 50,000 for- 
eigners working as maids. 

In August last year, the government re- 
laxed its restrictions on foreign- 
ers working in service indus- 
tries (other than domestic help) 
such as hotels and shops. Previ- 
ously, foreign workers could 
only be employed in construc- 
tion and manufacturing. 

While this may help to dam- 
pen pay increases, the govern- 
ment levy on those foreign 
workers not entitled to CPF was 
increased last August from 
S$250 to S$300. The levy on un- 
skilled workers in industries 
such as shipyards and construc- 
tion will be raised from April 
this year to S$350. 

In 1986, the recession was deepened by 
a construction slump. But this sector is now 
much less important, accounting for 5.3% 
of GDP in 1989 against 12.8% in 1984. This 
time, the financial industry will be in the 
forefront of any economic slowdown, as it 
accounted for 29.7% of GDP in 1989. In the 
third quarter of 1990, the latest figures avail- 
able, financial services represented 32.3% 
of the GDP while construction was only 
5.2%. 

Wages for skilled employees in financial 
services are estimated to have risen by 
about 20% last year, double the level of 
general wage increases. Prime-site office 
rentals have soared more than 50% in the 
past two years and are now only about 
10% less than that of central Hongkong. In 
1989, rentals in Singapore were about 50% 
cheaper. a 
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INVISIBLE HAND 


. Island shopping 


The late-1990 takeover of United Industrial Corp. (UIC) by Liem Sioe Liong was a 


. considerable addition to the level of Indonesian corporate investment in Singapore. 


Liem joined an impressive line-up of Indonesian entrepreneurs who over the past 
five years have become among the most active investors in the island republic. 

Others who have taken control of Singaporean public companies are Edward 
Soeryadjaya, scion of Indonesia's Astra group; Sukanto Tanoto, head of the Medan- 
based pulp and timber concern Raja Garuda Mas; the Masagung family, who left 
Jakarta to build Singapore engineering firm Guthrie GTS into a diversified conglo- 
merate; and Oei Hong Leong, second son of Eka Cipta Wijaya, founder of Sinar 
. Mas, Indonesia’s third-largest company. 

These go-ahead Indonesians might even one day supplant Singapore's coddled 
and unambitious second-generation businessmen at the leading edge of its private 
sector. And there lie some conflicting implications for the government of recently 
appointed Singapore Prime Minister Goh Chok Tong. 

Over the years, Singapore has wisely encouraged Indonesian activity in its cap- 
ital markets. Allowing Liem, by virtue of the UIC takeover, to grab as potentially sen- 
sitive a prize as Singapore Land boosts the republic's claim that its economy, though 
small and carefully supervised, is open to outsiders. Such investments also helped 
to broaden stockmarket ownership in the wake of Singapore's decision early in 1990 
to sever the ties between the local bourse and the Kuala Lumpur Stock Exchange. 

Goh, moreover, has set as one of his goals the forging of greater regional coop- 
eration as a cornerstone of Singapore's continued prosperity. Indeed, many of the 
Indonesian businessmen active in Singapore are leading the rapid development of 
Indonesia's Riau Islands, the future site of the low-wage manufacturing operations 
that traditionally fuelled Singapore's growth. The flurry of activity in the islands is 
very much a joint effort between Singapore's government-owned corporations and 
a slew of Indonesian conglomerates, including Liem's Salim Group, Sinar Mas and 
companies controlled by President Suharto's children. 

. The policy also contributes to stability in Indonesia, a tacit aim of Singapore's 

welcoming attitude, by giving Indonesian-Chinese entrepreneurs a bolthole from 
ethnic tensions. Although they have long maintained a discreet but sizeable pre- 
sence in Singapore through bank accounts, property holdings and private com- 
mercial interests, they have only recently become more willing to tip their hand 
publicly. 

This welcome sign of greater self-assurance is due in part to the record earn- 
ings that they have made out of the buoyant Indonesian economy, and partly to 
an increasingly liberal outlook by Jakarta towards outward investment. It also 
mirrors a growing perception among Indonesian corporate chieftains that the 
Singapore stockmarket is, for the time being, more liquid and more acceptable to 
foreign investors than their own. In addition, there is growing corporate unease in 
Indonesia about the possibility of a change of government in 1993, when Suharto’s 
term is up. 

Therein lies the only real rub for Singapore. Many of its new corporate citizens, 
and most notably Liem, owe at least part of their prosperity to close ties to Suharto. 
On their home turf, they are virtually unassailable. How will Singapore’s corporate 
policemen — sticklers for abiding by the rulebook — negotiate such sensitivities if 
the need arises? 

“The Goh government has to figure out whether it is managing entrepreneurs in 
their own right or an extension of a political relationship,” says the head of a local 
stock brokerage. 

The Singapore Government has always taken a hands-on approach to ensuring 
the prosperity — or in some cases engineering the decline — of businessmen active 
in the republic. Some Indonesians in the past have felt the sting of Singapore’s de- 
manding regulators. 

Where the new wave of Indonesian investors is concerned, however, the Sin- 

orean authorities may not enjoy such latitude. Should any of the newcomers fall 
foul of the watchdogs, it will be interesting to see which gives first: regulatory integ- 
. rity or regional linkages. m Jonathan Friedland 
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March 9? 
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companies in the 
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inery and electro- 
technical industries. 


Also, look for the 
TECHNOGERMA 
Special Report in the 
February 28th issue 
of the Far Eastern 


Economic Review. 


The REVIEW 

delivers Asia's most 
important issues to 
Asia's most important 
people. 


FarEasternEconomk 





BUSINESS AFFAIRS 


ECONOMIC RELATIONS 


Soviet aid cuts will worsen Vietnam s economic crisis 


Deeper in the red 


By Murray Hiebert in Hanoi 


new economic agreement between 
A Vietnam and the Soviet Union 

which sharply cuts aid and trade cre- 
dits to one of Moscow’s closest Asian allies 
is expected to bring increased shortages to 
Vietnam, aggravate the government's bud- 
get deficit and increase inflation and un- 
employment. 

Vietnamese economists say the accord, 

which has been delayed for several months 
because of differences between the two 
sides, will force Hanoi to seek new markets 
in the non-communist world. This will de- 
mand more of the country's depleted for- 
eign-exchange reserves, which are thought 
to amount to only two days' worth of im- 
ports. 
Under the terms of two agreements 
signed in Hanoi on 31 January, future trade 
between the countries will be calculated at 
international market prices, with payment 
in hard currency. Until now, Moscow had 
charged Vietnam highly concessionary 
prices, calculated in roubles, for such 
strategic economic goods as oil products, 
fertiliser, steel and cotton. 

In recent years, roughly two-thirds of 
Vietnam’s trade was with the Soviet Union, 
with Moscow exporting about four times 
as much to Vietnam as the Soviet Union 
imported from Hanoi. Under the newly 
signed agreement, bilateral trade is to be 
balanced and the two-way total is to be cut 
to less than US$1 billion in 1991. Accord- 
ing to Soviet figures, Moscow last year 
exported goods worth Rbl 1.17 billion 
(US$2.14 billion), while Vietnam’s exports 
to the Soviet Union totalled Rbl 630 million. 

Economic chaos in the Soviet Union al- 
ready has caused Moscow to fall short of its 
commitments to Vietnam. According to Le 
Xuan Trinh, vice-chairman of the State 
Planning Committee, Moscow last year 
shipped less than 600,000 tonnes of fer- 
tiliser — far below the 1 million tonnes it 
had pledged. Other Vietnamese eco- 
nomists say the Soviet Union sent only 
85% of the oil and steel pledged to Vietnam 
and only 60% of the cotton it had prom- 
ised. 

Trinh says Soviet officials have agreed 
to try to make up the shortage in the 
first quarter of 1991. Neither side has re- 
Jeased figures on the amount of strategic 
commodities that the Soviet Union will 
send to Vietnam this year, but Vietnamese 

economists claim the level is only one-quar- 
^ Jtef of the yearly commitment during the 


five-year plan that ended in December. 

Hanoi, too, fell 25% below its pledge for 
exports to the Soviet Union, but it is ex- 
pected to make up the deficit early this 
year. Vietnam exports rice, rubber, coffee, 
meat and clothing to the Soviet Union in 
exchange for Soviet goods. 

Soviet aid will drop sharply under the 
new agreement. In 1991, Moscow will pro- 
vide Vietnam with credits worth US$100 
million and grants totalling US$10 million. 
In Vietnam's 1986-90 five-year plan, Mos- 
cow offered credits worth Rbl 8.7 billion — 
of which Vietnam spent Rbl 7 billion — and 
grants totalling Rbl 150 million — of which 
Hanoi used Rbl 75 million, according to 
Soviet economists. 

Hanoi will spend Moscow's 1991 credits 
to complete the Hoa Binh hydroelectric 













Looser economic ties 


INH AMOIH 


Soviet aid and loans to Vietnam | 
1976-80 — Rhl 1-2.5 billion 
1981-85 — Rb! 4.8 billion 
1986-90 — Rbi 7 billion 
1991* US$110 million 








“Forecast 


> Soviet Union Source: REVEN Data 


power station in the north, upgrade elec- 
tricity distribution in Hanoi, Ho Chi Minh 
City and Haiphong, maintain the coal 
mines in the northeastern province of 
Quang Ninh and build several bridges 
along Highway Five from the capital to the 
port of Haiphong. The grant aid will be 
used to maintain the Vietnam-Soviet 
Friendship Hospital and the Russian-lan- 
guage faculty at the Foreign Languages In- 
stitute in Hanoi. 

Vietnamese and Soviet officials also 
began discussing repayment of Hanoi's Rbl 
10 billion debt to Moscow, of which Rbl 6 
billion falls due before 1995. The two sides 
expect to complete negotiations by the end 
of May on the exchange rate for convert- 
ing these rouble debts into hard currency. 
Moscow has suggested an exchange rate of 
Rbl 1:US$1.4, while Hanoi has proposed 
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Rbl 1:US$0.96, according to economists. 

After resolving this thorny problem, 
Moscow and Hanoi will begin discussing a 
repayment schedule. "Our position is that 
the main debt need not be repaid until after 
1995," a Soviet official says. "It would de- 
stabilise the Vietnamese economy if they 
had to begin repaying the debt now, but 
Vietnam must begin to pay interest to ser- 
vice its loans." 

The new accord stipulates that trade be- 
tween the two countries, 9075 of which has 
been conducted on a government-to-gov- 
ernment basis, will be shifted to deals be- 
tween local government officials and com- 
panies. The agreement did not address mi- 
litary assistance from the Soviet Union, 
which has supplied Hanoi with most of its 
weapons for the past 30 years. 

The impact of cuts in economic aid 
made by Moscow last year are already vi- 
sible in the Vietnamese economy. The price 
of rice has doubled in the past six months, 
due in part to fertiliser shortages, while the 
cost of oil products and steel has nearly tri- 
pled. Inflation, which averaged around 3% 
a month early last year, hit 8.8% in De- 
cember and rose to 13.276 in January, ac- 
cording to Vietnamese economists. 

The drop in Soviet credits is also ex- 
pected to worsen Hanoi's budget deficit — 
already estimated at 2076 of GDP — and 
further fuel inflation. Some Vietnamese 
economists, who fear prices will begin to 
rise more sharply by March and April, pre- 
dict that inflation could top 40076 by the 
end of the year. j 

Vietnamese industry has been particu- 
larly hard hit by the Soviet aid and trade 
cuts. Heavy industry, which was already 
reeling from government reforms ending 
state subsidies and a sudden influx of for- 
eign imported goods, now has lost its 
cheap source of inputs and energy. Mean- 
while, the light-industry sector, particularly 
textile and handicraft enterprises, has lost 
about 60% of its contracts with the Soviet 
Union since last August, costing Vietnam 
roughly US$200 million, one Vietnamese 
economist estimated. 

Vietnam will be forced to canvass for 
barter deals to exchange agricultural and 
handicraft products for refined oil and fer- 
tiliser. Hanoi has begun looking for new 
markets in Asia and Europe, but Vietnam- 
ese officials admit it may be hard to find a 
niche quickly because of the international 
economic stagnation brought on by the 
Gulf War, and because of the poor quality 
of many Vietnamese export products. 

Despite these problems, officials seem 
relieved that Moscow’s cut were not 
deeper. “The agreement didn’t meet all of 
our requirements, but it was still a success 
for Vietnam,” says Trinh of the State Plan- 
ning Committee. “Some might think rela- 
tions between Vietnam and the Soviet 
Union are deteriorating, but this agreement 
proves they are still quite good.” 3 
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A Measure of Comfort. 


To Mitsubishi Motors, how a car feels 
is as important as how it performs since 
that performance is greatly influenced by 
the quality of interface between the vehicle 
and its driver. And by perfecting the man/ 
machine interface, the variety of ways that a 
car will ‘interact’ with its human occupant, 
the total driving experience becomes 
more satisfying. 

One example is the driver’s seat. In 
designing the Galant, Mitsubishi’s engineers 
employed the latest scientific methods to 
determine the ideal seat design. Considering 
support, comfort and road-feel, they looked 
at a variety of physical indicators from 
body temperature and blood flow to weight 
distribution on the seat. The smaller the 


biophysical reaction, the more in-tune 
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a seat is with the driver and the more it 
promotes fatigue-free, enjoyable driving. 
The Galant’s driver's seat does just that. 
From its gentle styling to its responsive 
performance, the Mitsubishi Galant works 


in harmony with human senses. 


MITSUBISHI GALANT 





Universal Cars Limited showrooms: 108 Austin Rd., Kin. Tel: 721-1111 * 4-7 G/F Admiralty Centre, Harcourt Rd., HK. Tel: 520-0636 


Sub-dealers: Yuen Long Motors Co., 138 Kau Yuk Road, Yuen Long N.T. Tel: 477-4188 * Tsuen Wan Motors Co. Ltd., 40 Hau Tei Square, G/F Tsuen Wan N1 
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> nayo m treated at 
= ie Sir Ri | Run Heart Centre 
-.. at St Teresa's Hospital where 
Siemens digital substraction 
angiographic and modern 
fluoroscopy equipment has 
been installed. St Teresa's 
was also Hong Kong's first 





< high-field magnetic resonance 
. imaging system. 





^. . Computed tomography 
~~ systems for cross-sectional 
- imaging, modern ultrasound 
equipment and the Lithostar 
urology unit for the treatment 
of patients suffering from 
kidney and gall stones, are 
further examples of Siemens 
contributions to Hong Kong's 
A healthcare institutions. 





du hospital to be equipped with a 


Siemens spends some 


.. HK$30 billion annually on 


research and development,- 
much of it in the field of medi- 
cal engineering, to provide - 
new and improved equipment 
to medical. professionals the 
world over. 


Recently, Siemens introduced © 
the world's first software- — 
controlled cardiac pacemaker 
which automatically adjusts to. 
a person's physical activity. 
People suffering from hearing 
impairments will experience a 
new world when using a 
three-channel hearing instru- 
ment featuring digital pro- 
gramming. | 

If you want to know more 
about Siemens contributions 
in the field of medical engi- 
neering, please contact: 


Siemens Ltd 

12th floor 

Two Exchange Square 
Hong Kong 


" gay iyis is our strength. 

































Advanced medical equipment from Siemens 
installed at the Sir Run Run Heart Centre at 
St Teresa’s Hospital in Hong Kong. 





Specialized knowledge. Worldwide focus. 
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Trade finance. Insurance. Private 


banking. Treasury services. Stockbrok- 
ing. Specialized skills which require 
depth of knowledge and experience. 


The HongkongBank group's member 
companies are well known for their 
expertise in specialized financial 
services. Wardley in corporate finance 
and investment management. James 





Capel in securities. Carlingford and 
Gibbs in insurance. And many others. 


Through these companies, our staff can 
offer clients the benefit of our years of 
experience in many financial fields. The 
HongkongBank group also offers you a 
global network of more than 1,300 
offices. Advanced technology links these 
offices with a private telecommunica- 
tions system, giving you fast access to 
information from anywhere. 


For more information, please contact 
your nearest office of the HongkongBank 
group. 

Specialized skills providing fast local 
decisions. Backed by global resources. 
That's our strength. 


HongkongBank 


The Hongkong and Shanghai Banking Corporation Limited 


Marine Midland Bank « Hang Seng Bank 
The British Bank of the Middle East « HongkongBank 
of Australia e Hongkong Bank of Canada 


Wardley « James Capel e CM&M 
Equator Bank 


Carlingford and Gibbs Insurance Groups 


Fast decisions. Worldwide. 


CONSOLIDATED ASSETS AT 30 JUNE 1990 
EXCEED US$143 BILLION. 












p eh on the 
of Connaught Investors 


atory authorities are currently delving.” 
.. Despite. Jardines’ claim that the Singa- 

pue listings for the Bermudan-registered 
Jardine Matheson Holdings (JMH), Jardine 
Strategic Holdings (SH), Mandarin Oriental 
and Dairy Farm, are designed to broaden 
its shareholder base, it is widely believed 
that the move is more closely connected to 
Jardines’ bid to narrow its stockholder base 
through a related company, CI. 

The interest both of Hongkong’s Sec- 
urities and Futures Commission (SFC) and 
the Hongkong Stock Exchange (HKSE) in ci 
is focused on whether that company's pur- 
chase of at least a 3.4% stake in JMH broke 
the stock exchange's buy-back rules. 

_. The argument concerning the buy-back 
turns on lawyers’ and accountants’ views 
about the point at which a series of cross- 
holdings adds up to a subsidiary. The in- 
<- vestors in CI are JSH (45%), Hongkong Land 
| (45%) and JMH itself (10%). Since JSH and 
~ JMH_ have cross-holdings, there is a view 
-that Cl is a subsidiary of JMH and that, con- 
S Sequentiy, buy-back rules have been bro- 











ues steve, the talk in the territory's fi- 
. nancial community has centred less on the 
- mathematics of buy-backs than on the 
machinery used to set up CI in June 1989, 
_ which appeared to comprise a system 
< whereby the Jardines group could funn 
. money from the coffers of Hongkong 
- Land — of which JMH owns just 31.9% 

— to the rest of the group without the 
. flows being caught in Hongkong Land's 
—' "The rumours owe something to the se- 
- erecy surrounding CI — a secrecy first man- 
. dated by the agreement setting up CI, and 
_ subsequently deepened by the investiga- 
< tions into its operations held by the SFC and 
= the HKSE. As information concerning CI has 
- leaked out, so the suspicion has grown that 
rg buy backs were not the main issue of con- 








it. Hongkong Land's Morrison, who 
of the three = ana to the 
989 agreement to set up CI, has 
Land. He between CI 






vel 


ings, that Hongkong Land has not been 
contributing to CTs coffers out of pro- 
portion to its 45% shareholding in CI, 
and that all advances made to ci by Hong- 
kong Land will eventually be capitalised 
as part of CT's authorised HK$3 billion cap- 
ital. 

The dause in the agreement causing 
most concern to the investment community 
is one which reads: “ci shall use its best en- 
deavours to arrange financing for the pur- 
chase of portfolio of investment and pro- 
moters shall provide such reasonable assist- 
ance, including giving of guarantees or any 
security as may be permitted by law and 
requested by cL" This appears to pro- 
vide for Hongkong Land, JMH and JSH to 
give guaran pecified level 
of bank ‘borrowing by a, including the 
mortgaging of Hongkong Land’s real-estate 
portfolio. 

The situation was made doubly opaque 
by the view that since CI was not a direct 
subsidiary of Hongkong Land, JSH, or IMH, 
shareholders in these three firms could not 
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tea cups 
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Indian tea planters are sniffing a differ- 
ent brew. Local authorities in the north- 
eastern state of Assam are trying to 
encourage two tea giants, Macneil & 
Magor and Tata Tea, to invest in a pet- 
rochemical plant just sanctioned by the 

| central government after being allowed 

| 





to stand for no less than 16 years. 

Tata Tea is under heavy pressure to 
join the project. The company, which 
has shown an interest in the Haldia 
naptha cracker project in West Bengal 
state, has been criticised by local politi- 
cians for “investing in Bengal the profit 
earned in Assam.” 

The Rs 25 billion (US$1.35 billion) 
plant is to make use of Assam’s abun- 
dant natural gas, which is being flared 
off at the rate of 2 million m? a day, at a 
site to be chosen. It will produce 300,000 
tonnes a year of ethylene, and 100,000 
tonnes each of low- and high-density 
polyethylene, as well as various other 
chemicals. 
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discover the extent of th se compa 
contingent liabilities. The fear was 
large-scale borrowings by Ci could be- 
den from the balance sheets of the t 
companies. In addition, Hongkong La 
accounts show that at the end of f 
U5$27.9 million had been advanced tot 
Hongkong Land — apparent evidence th 
the capital flows were under way. 
ifying the arrangements, Morris 
said that the advances were not exa 
loans from Hongkong Land, but v 
rather Tot which would ever 

















































"The i intention of the i inv een is te 

the advances into equity in due co 
said. The extent of Hongkong : 
vestments in CI would be shown 





March. | 
Since the advances are to b 
and since CI was not ot Ans 
Land's advances to Ct cannot. 
than 45% of C's authorised capit 
billion — in other words HK$1.35 
“cl is not being leveraged," Mon 
sists, and “we do not advance money to. €T. 
ue of proportion to our sharehold: ig i 
' However, he did not disclose from. 
amas ct had bought its 3.4% jer stake, —— 
or what price had been paid the shares i ii 








In addition, the state government in 
Guwahati, which is coping with an une 
employment level of 1.9 million and à 
separatist insurgency, hopes the new 
facility will feed a string of downstream 
industries employing about 90,00€ 
workers. 

Assam Industrial Development 
Corp. (ADC) hopes various state oib- 
bodies — Oil India, Oil & Natural Gas 
Corp., and Gas Authority of India — 
will undertake the gas-separator unit, 
the upstream part of the project ! 
would cost about Rs 5 billion. 

The cash-strapped state govert m 
hopes India’s banks will not ins 
taking an equity stake of more 
in the project, or about Rs 5 bi 
which it wants to put up of 
through AIDC. The governme 
ing for private companies to come. n 
co-sponsors of a combined 40% s 
and for the public to take up to to a 4s , 
shareholding by subscription. 

Citing the plant's assured feeds 
at stable pricing, AIDC officials bel 
the flotation would be one of the 
attractive to come before the Indian 
lic. Several companies involved ir 
stream petrochemicals have talk 
AIDC about the project. 

a Hamish M 
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BANKING 


Malaysian rates decontrolled, but banks still cossetted 


Flabby finances 


By Doug Tsuruoka in Kuala Lumpur 


he Malaysian central bank’s move to 

allow local banks to fix their own 

base lending rates (BLR) from 1 Feb- 
ruary has been hailed as a major step in the 
deregulation of the country’s financial mar- 
kets. But the decision has also raised ques- 
tions about the effectiveness of the central 
bank’s liberalisation of the money markets 
and how far it intends to go in exposing the 
protected banks to competition. 

Until the beginning of this month, Bank 
Negara, the central bank, set the BLR under 
a two-tier formula for local banks and fi- 
nance companies. The BLR was set at 7.25% 
for the country’s two largest commercial 
banks, Bank Bumiputra and Malayan Bank- 
ing, and 7.5% for smaller institutions. BLR is 
the rate offered to the banks’ best custom- 
ers. Critics, however, say the decision to 
deregulate the BLR is largely cosmetic. “It’s 
financial reregulation, not deregulation,” 
says the managing director of one mer- 
chant bank in Kuala Lumpur. 

This can be seen from the fact that the 
banks will still have to meet certain require- 
ments. Bank Negara has retained the right 
to intervene if their actual lending rates ex- 
ceed their declared BLR by more than four 
percentage points. This represents only a 
moderate departure from Bank Negara’s 
past practice of declaring specific BLRs for 
different classes of institutions. Under pre- 
vious practice, the banks were prohibited 
from exceeding the government-imposed 
rate by more than four percentage points. 

The major difference is that institutions 
will be able to set separate BLRs which are 
tailored to meet the cost of their funds, 
permitting them to rake in higher profits. 
Each 0.5 percentage point in the BLR is 

ed to generate an extra M$250 million 
(US$92.94 million) a year in profits for local 
banks and finance companies. 

More hints that Bank Negara will not re- 
linquish control of interest rates can be seen 
in the fact that it is retaining the right to fix 
rates on consumer-lending instruments. 
Loans for houses costing up to M$100,000 
will be set at either 9% or 1.75 percentage 
points above the declared BLR of each bank, 
whichever is the lower. 

There is every indication, therefore, that 
Bank Negara will effectively continue to 
exercise effective control over bank in- 
terest rates and lending policies. Bank 
Bumiputra and Malayan Banking, both 
of which are substantially state-owned, 
will continue to keep the interest rate 


regimes of smaller institutions in line. 

Banks are pleased with the scheme, 
since it allows them to increase their loan 
earnings, without surrendering any of the 
protections they have enjoyed for the past 
decade. One of the strongest barriers has 
been government controls on foreign banks 
in the country. This has been accomplished 
by imposing strict licensing and local equity 
participation rules on non-Malaysian banks, 
as well as limits on the number of branches 
foreign banks can open. 

Until recently, the government also 
minimised competition in the domestic 
banking industry by carefully regulating 
not only bank interest rates, but also the re- 
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gime of charges they could impose on the 
public. The central bank has intervened 
dosely in management matters, deciding 
even the salary scales of bank employees. 
Troubled institutions have been bailed out 
by the government. In 1984, the govern- 
ment arranged for the national oil com- 
pany, Petronas, to rescue Bank Bumiputra, 
after it was forced to assume a M$2.3 billion 
loss from its subsidiary, Bumiputra Malay- 
sian Finance. 

Analysts argue that the central bank has 
been able to perpetuate its grip on the 
banking sector through a "shadow govern- 
ment" composed of former Bank Negara 
officials who take up top positions at local 
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banks upon their retirement. The practice is 
said to be especially prevalent at Bank 
Bumiputra and Malayan Banking, where 
central bank regulators keep in touch with 
their former colleagues, and consult closely 
on interest rates and other matters which 
will affect the rest of the banking system. 
The chief economist at a large Malaysian 
securities company is blunter. "Bank Bumi 
and Maybank are agents of the central 
bank," he says. 

Local banks and finance companies 
have alternately chafed and feasted under 
such central bank direction. Most of their 
recent displeasure has focused on the BLR. 
The BLR, they said, was fixed too low in re- 
lation to the cost of funds, making it dif- 
ficult to turn a profit on lending. Their dis- 
pleasure with such restrictive central bank 
curbs is said to have escalated as other com- 
paratively unfettered sectors of the Malay- 
sian economy began to feel the updraught 
from the boom which began in 1987. 

The Association of Banks in Malaysia 
has been pushing since early last year for a 
substantial increase in the BLR. The bankers 
also argue that they should be allowed to 
boost their loan profits since a large part of 
their funds are earmarked for government- 
ordained statutory reserve requirements 
which do not generate income. 

But now that this concession has been 
won, the two leading commercial banks ap- 
pear to be continuing their informal role of 
policing the nation's interest rates. Malayan 
Banking, in fact, has decided to maintain its 
existing BLR at 7.25%, at least for the rest of 
this month, forcing other institutions to fol- 
low suit. 

Malayan Banking's ability to keep other 
banks in line is based on its role in local 
money market operations. Along with 
Bank Bumiputra, it has dominated the 
trade in short-term bills and government 
securities because of the size of its assets. 
Their money-market operations, moreover, 
have been carefully coordinated with those 
of the central bank. 

The government is believed to have pre- 
vailed upon the two leading banks to delay 
raising their BLRs for fear of public outcry. 
Concerned about the fallout that could 
occur from a too speedy rise in consumer 
lending rates, the government is playing 
for time in order to accustom banks and the 
public to the changes. Bank Negara also al- 
lowed interbank interest rates to ease in late 
January in order to forestall a sharp rise in 
interest rates tied to the BLR deregulation. 
Lending rates, however, are expected to 
rise later this year. 

The director of the Consumers Associa- 
tion of Penang, Martin Khor, is worried 
that the freeing of BLR will lead to higher 
loan rates. He argues that the margin be- 
tween the cost of deposits and the lending 
rate is already a high 45% and could widen 
as a result of the liberalisation. 

Banks, in the meantime, are wasting no 
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time in widening their spreads. Many 
banks and finance companies lowered the 
. interest rate paid on fixed deposits shortly 
before the new BLR policy went into effect. 
MUI Finance shaved 0.2 percentage points 
off all its deposit rates. Financial institutions 
. cited excess funds as s the reason and denied 














anticipation of: 1 he BLR canna 

Negara officials are also reviewing 
ssociation of Banks of 
a range of service 
‘customers. No decision 
d on the plan, though the 
' has agreed in principle to 
ies on various services which are 
ly not subject to a charge. Among 
lings, it is proposed that customers 
be charged M$2 for every balance inquiry 
" ana M$12 a year for the use of automated 
2 teller machines. 


he new charges have drawn the 
. wrath of consumer groups, who say 
ML they are outrageous in view of what 
the groups regard as the poor service of- 
fered by most banks to their customers. 
Long waiting lines at bank branches, broken 
teller machines and b botched. ork ar 










out; too, that the higher co cost of funds used 
by the banks to justify the freeing of the BLR 
is the result of mismanagement and the fail- 
ure to improve productivity. | 

Defenders of the recent changes argue 
that this is the furthest the central bank has 
gone on the interest rate question. As such, 
it is still a milestone. 

They note that the central bank has 
taken other steps to liberalise the banking 
system and the money markets over the 
past few years. Since 1989, Bank Negara 
has eased its grip on bank management 
by allowing institutions to increase staff 
wages, including those in senior manage- 
ment. It has also allowed banks more lee- 
way in observing statutory reserve require- 
ments, by changing the reporting period to 
a fortnightly rather than daily basis. The 
statutory reserve ratios of both commercial 
and merchant banks have been set at a 
common 4.5% of eligible liabilities in order 
to promote competition in the industry. 

On the larger issue of reforming the 
entire financial system, proponents cite al- 
ready mooted plans to launch an offshore 
tax haven in the federal territory of Labuan 
(an island off the coast of Sabah) and a fu- 
tures and options exchange in Kuala Lum- 
.pur over the next decade as proof of the 
government's commitment to putting Ma- 
- laysia's financial system on a par with more 
advanced countries. 
© - But critics of Malaysia's banking system 

re uni moved. They say the lack of changes 
rernment’s approach to the micro- 
ent of the economy suggests that 
















ey signifiant moves to , deregulate the fi- 
nancial system can be expected in the near 
future. The system, they say, still lacks 
depth and sophistication. Proposal still 
awaiting approval would allow merchant 
banks to offer foreign-exchange and com- 
mercial-banking services to their corporate 
customers. 

Opposition party politicians are less 
kind. They say that politics and a desire to 
allow the country's politically tied bankers 
to turn a quick profit lies at the heart of the 
problem. Accommodating the banks, say 
these critics, is important to the govern- 
ment since they provide financing for 
bumiputra, or indigenous, Malay business- 
men, under the ruling United Malays Na- 
tional Organisation's policy of redistribut- 
ing economic wealth among the country's 
three major ethnic groups. 

Analysts also point out that local banks 
and finance companies have been able to 
make sizeable profits even without the re- 
cent relaxation in the BLR. Aggregate pre- 
tax profits at the nation's 38 commercial 
banks, 12 merchant banks and 44 finance 
companies are expected to rise 11% this 
year to M$1.77 billion. They note that local 
institutions enjoyed wide spreads even 
under the old BLR policy, when more banks 
in the US and elsewhere are known to op- 


erate at margins as low as 2%. The latest in- 


terest-rate relaxation, according to such cri- 
tics, merely gives individual banks even 
more flexibility i in setting potentially advan- 
tageous rates, without forcing them to take 
steps to improve their efficiency. 

Another worry, critics say, is the possi- 
bility that banks will form a cartel, following 
the change in the BLR, to keep interest rates 
artificially high. Defenders of rate liberalisa- 
tion say that such abuses will not be possi- 
ble since the government will still be exer- 
cising effective control through Bank Burmi- 
putra and Malayan Banking, effectively 
blocking the formation of any cartel. 

But other observers say there are larger 
problems looming for the banking system, 
outside the current flap over interest rates. 
Despite the earnings explosion last year for 
most Malaysian banks based on the de- 
mand for credit in a booming economy, 
few have learned the lessons imposed by 
the 1985-86 recession, and could again fall 
prey to mismanagement and non-perform- 
ing loans if there is a sudden turn for the 
worse in the economy. 

Bank Negara has attempted to streng- 
then the system by enforcing tougher 
capital-adequacy requirements, as part of 
the agreement reached by the Bank for In- 
ternational Settlements. But some obser- 
vers say the banks have not followed up 
the measure by making timely efforts to 
screen loan applicants better. Japanese 
bankers in Kuala Lumpur claimed last year 
that well over 30% of the loans in 
Malaysia's banking system are non-per- 
forming. a 
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looks pp i in likely that ‘the p 
will be scaled back, at least in appear 
Sources close to the discussions ha 
the REVIEW that the government will 
pone the construction of a railway t 
airport that will be built off Island La 
Other non-essential elements, such as 
of the reclamation of land off west Ko 
loon, may also be delayed. | 
Any reduction in the HK$127 b 
(US$16.3 billion) Port and Airport Develop- - 
ment Strategy (PADS) is likely to be regarded 
as an embarrassment to the Hongkon 
Government, which says the: gees mh is 









hein of he p projec jects 
back. It will be portrayed t to the C A hin es 
eae as a reduction m costs. €o. 
airport rai way was not included in 

the price tag, merely the space on which: to 
put it. The notional HK$127 bill E 
included HK$35 billion for the airport, 5 
HK$50 billion for new port facilities and the _ 
($42 billion for land links and ; 

other infrastructure such as water, electri. 
city and sewerage. : 
With port facilities on northern Lantau- 


























the only parts which must be started ime - 
mediately are the airport and access to it, 
The Hongkong Government has already i 
decided to go ahead with, and pay for, the 
HK$6 billion suspension bridge linki 
Kowloon to Lantau. 

According to figures issued in Decem 
1990, the price tag was increased to 
billion for the airport and HK$41 t 
related infrastructure — taki E C 
some 3% extra airport costs for a 1 
separation of the two runways instead of 
the original 900 m. | 

The entire scheme has been held up by 
highly publicised wrangling between t 
Hongkong Government and Peking o 
cials worried about the cost. A Hon 
based Western diplomat told the | 
that Chinese officials had no experie 
handling large, high-qua ity infra 
projects or of the inte national t 
process involved. They were, he: 
ing to judge PADS by their standar 
they should be comparing it with 
ternational projects. 
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INDONESIA 


Squeeze goes on 


ndonesian bankers and consumers 
have been searching in recent weeks 
for signs that Bank Indonesia, the cen- 
tral bank, is ready to ease its squeeze 
on domestic credit. But most economists 
predict that the tight money policy, which 
began in June 1990 in response to strong in- 
flationary pressures, is likely to continue. 
The central bank needs to keep the 
clamps on money growth for two reasons. 
The Gulf War and the deepening recession 
in Indonesia’s principal export markets 
have cast doubt on a projected 18% growth 
in non-oil exports in the fiscal year begin- 
ning 1 April. At the same time, many eco- 
nomists say non-oil imports are bound to 
rise by a good deal more than the 11% 
budgeted by the government. Thus, the 
central bank will aim to discourage imports 
by taking liquidity out of the system. 
The major leak in the system is overseas 


borrowing. Faced with a shortage of credit 


at home, the bigger banks in 1990 took ad- 
vantage of Indonesia's lax foreign-exchange 
controls and borrowed extensively over- 
seas. One estimate puts total Indonesian 
offshore borrowing in 1990 at about US$7 
billion, with financial institutions account- 
ing for half that amount. 

M2 money supply, a broad measure of 
deposits, foreign-currency assets and cur- 
rency in circulation, rose 46% in the 12 
months ending November. Part of that ex- 
pansion was due to new private banks 
mobilising domestic resources, but the 
major share is explained by international 
borrowings. The narrower M1 money sup- 
ply figure has levelled off since mid-1990. 

The central bank is concerned at how 


CHINA 


the banks are using these funds. Most 
economists say that so far there is little to 
worry about. To a large extent, banks are 
borrowing abroad to replace export credits 
from the central bank, which have been 
phased out since April 1990. Banks have 
opened new lines of credit overseas to meet 
the trade-finance needs of their clients. 

Local consumer finance, on the other 
hand, has shrunk substantially, with 
mortgages and car loans all but unavailable. 
Bankers claim that very little of the funds 
being raised abroad are supporting domes- 
tic consumer purchases, a major culprit in 
1990's inflationary surge. Lower inflation 
figures for December and January — 6-8% 
on an annualised basis — would seem to 
bear this out. 

It remains to be seen whether banks will 
enjoy the same flexibility to borrow over- 
seas in 1991. The central bank is unlikely to 


indonesian money and inflation 








- Rps trillion % change year-on-year 
rai CPI 

| 80 wg"? (right scale) 7 | 10 
= 4 (left scale) aE d P S ; 
60- | | 
ol + 8 
40 S 

ay E34 
n 6 





o 
Nov. Jan. 
1989 1990 


Nov. 


Mar. May July Sept. 
Source: Central Bank of indonesia; Review Data 


SECURITIES 


French letters 


The first foreign-currency bond has been 
launched for a Chinese company based 
in Shenzhen's special economic zone — 
under the sort of deception that gives 
true meaning to the phrase "special eco- 
nomics." 

US$8 million worth of bonds were is- 
sued by Shenzhen United, a non-ferrous 
metals trading company, in US dollars 
and Hongkong dollars. The US dollar 
bonds are in US$500 denominations, and 
carry a coupon of 7.8%, while the Hong- 
kong dollar bonds are in HK$1,000 de- 


nominations and carry a coupon of 8.9%. 

The credibility of the issue turns on 
the purported fact that they are being dis- 
tributed by Banque Indosuez, one of 
France's top banks and a leader among 
Western banks in cracking the China 
market. Hongkong's local press and the 
mainland's China Daily both report that 
the bonds are being sold through the 
Shenzhen branches of Banque Indosuez 
and the Industrial and Commercial Bank 
of China. 

All of which was news to Indosuez 
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impose new foreign-exchange rules, but 
overseas lenders will be restricting their 
loan book to meet international capital- 
adequacy ratios. 

Some economists are predicting that the 
growth in non-oil imports in fiscal 1991 may 
be double the 1176 projected by the govern- 
ment. That would push the projected fiscal 
1991 current-account deficit from US$2.4 
billion to more than US$3 billion. 

However, a big chunk of imports will be 
associated with large new investments in 
petrochemicals and infrastructure. These 
projects should come with their own for- 
eign funding, leaving Indonesia's reserve 
position relatively unaffected. 

A more pessimistic view is that In- 
donesia's choice in 1991 is either a draw- 
down in reserves or a major slowdown in 
new investment. In this scenario, another 
devaluation of the rupiah could be in the of- 
fing. Reports from the central bank say 
purchases of US dollars — a common 
symptom of anxiety — have inched higher 
in the past two months. 

The majority of economists maintain 
that a surprise devaluation at this point 
would be a net loss for Indonesia. With the 
country facing large and growing payments 
for imports and foreign-debt service, there 
is no obvious budgetary advantage to 
weakening the rupiah. 

A depreciating rupiah, of course, would 
make Indonesian exports more competitive 
on foreign markets. The central bank's po- 
licy of steadily weakening the rupiah, how- 
ever, is bringing this about without the dis- 
ruptive effect of a sudden devaluation. 

m Adam Schwarz 


man in Shenzhen, David Cheng, who 
vigorously denies that his bank has any- 
thing to do with the bonds. “I’ve no idea 
how these reports get around," he told 
the REVIEW. 

What happened is this. Shenzhen 
United ultimately belongs to the Peking- 
based China National Non-Ferrous Me- 
tals Industry Corp. That organisation, 
until quite recently, was also Banque In- 
dosuez' landlord in Shenzhen, through 
its subsidiary Non-Ferrous Finance. 

Earl this year, the French bank 
moved to new premises. It appears that 
Non-Ferrous Finance promptly moved 
into the vacated premises, and took the 
opportunity to start raising hard cur- 
rency, while the Banque Indosuez lustre 
lingered. m Michael Taylor 
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BRIEFING 


Japan, US to discuss changes 


in corporate accounting rules 

> Japan's Ministry of Finance and the US 
Securities and Exchange Commission have 
agreed to discuss measures aimed at 
liberalising accounting rules to permit 
easier fund raising by companies, 
according to ministry officials quoted by 
the Nihon Keizai Shimbun newspaper. The 
first meeting for the adjustment of 
accounting standards is scheduled to take 
place in March or April, the officials said. 
Under proposed rules, companies would 
need to disclose only data complying with 
their own national accounting standards to 
tap capital markets in the other country. 
Currently, Japanese companies wanting to 
raise money in the US must prepare 
separate sets of data. 


Taiwan links up with 
Singapore’s money market 

> Taiwan’s interbank foreign-exchange 
market was connected to Singapore’s on 8 
February, in an attempt to expand the call 
loan market set up by Taipei’s Central 
Bank of China in 1989. The electronic 
link-up allows the 52 local banks and 
branches of foreign banks which deal in 
foreign currencies to do business with 
Singapore’s banks. Taiwan officials say 
they plan to seek ties with other markets 
such as Hongkong’s if the Singapore link 
su 


Nynex, Alcatel land 
Indonesian telephone deal 


> Indonesia's state-owned telephone 
monopoly, Perumtel, appointed two 
foreign company-led consortiums to install 
around 600,000 telephone lines in the 
country. The World Bank-funded Third 
Telecommunications Project was broken 
down into four parts, each worth about 
US$60 million. The winning bid for the first 
part came from Nynex Network Systems 
of the US, while Alcatel of France won the 
others. The contracts cover the supply and 
installation of cables, microwave- 
transmission systems, buildings and 
telephones. The work is expected to be 
completed within 40 months. 


Pyongyang backs plan 

for East Asian bloc 

» Malaysia's proposal for an East Asian 
economic group has received support from 
an unexpected quarter, North Korea. 
Prime Minister Yon Hyong Muk expressed 
North Korea's "full support" for the plan 
during a meeting with Prime Minister 
Datuk Seri Mahathir Mohamad on 4 
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February in Kuala Lumpur. Yon headed a 
delegation to discuss bilateral trade, the 
Gulf War and other issues. The economic 
alliance, proposed by Malaysia in 
December 1990, calls for economic 
cooperation among East Asian countries 
to counter similar arrangements 
emerging in Europe and North America. 
The proposal, however, has received 
only a tepid response from East Asian 
countries. 


US Treasury allows banks 
to form links with Vietnam 


> The US Treasury Department amended 
regulations to enable US banks to establish 
relations with Vietnamese banks for the 
purpose of remitting funds from 
Vietnamese-Americans to relatives in 
Vietnam. The US trade embargo against 
Vietnam prohibited US banks from having 
any dealings with that country even after 
the opening of representative offices by 
European and Thai banks. 





Business indicators 
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Fuji Bank agrees to help 

Osaka credit association 

> Fuji Bank agreed to assist an affiliated 
Osaka-based credit association that became 
heavily involved in loans to Itoman, a 
troubled real-estate developer affiliated 
with Sumitomo Bank. This is one of the 
first cases of problems surfacing among 
Japan's credit associations. Osaka Fumin 
Credit Association reportedly took *€ 130 
billion (US$1 billion) of deposits from 
customers introduced by Fuji Bank. It 
loaned most of the money to Itoman. Fuji 
Bank president Taizo Hashida said on 10 
February that he would work with the 
Osaka prefectural government to help 
reorganise the credit association. But he 
denied that Fuji Bank had any direct 
involvement in the loans. 
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Oei Hong Leong acquires 
16.7% of Tomson Pacific 


9 Indonesian-Chinese businessman Oei 
Hong Leong paid HK$224 million (US$28.6 
million) for a 16.7% stake in Tomson 
Pacific, a Hongkong investment company. 
Singapore-based Oei bought 560 million 
new shares for 40 HK cents each, a 4.8% 
discount. Under the agreement, Oei 

will keep his stake for at least a year. 
Tomson Pacific, which owns 35% of the 
colony-based Bond Corp. International, is 
closely associated with Macau casino 
magnate Stanley Ho. Oei's acquisition of 
the Tomson Pacific stake comes two 
months after he divested most of his 
Singapore investments. 


Lee Ming Tee acquires 

stake in Asia Securities 

> Malaysian-Chinese businessman Lee 
Ming Tee of Hongkong's Allied Group 
agreed to purchase a controlling stake in 
Hongkong-listed Asia Securities 
International, owned by Australian 
businessman Bill Wyllie. In the first part of 
the arrangement, Lee will pay HK$336 
million (US$48 million) for a 23% stake in 
Asia Securities, representing a 33% 
premium to the company's share price. 
The second part, to be completed before 1 
May, gives Lee the option of buying a 
further 11.5% from Wyllie at the same 
share price. 


Philippines plans increase 

in its power rates 

> State-owned National Power Corp. said 
power rates in the Philippines will be 
increased by an average of 17 centavos 

a kW between March and April. Rates will 
increase 13.7% to P1.69 (6 US cents) on 
Luzon Island; 13.1% to P1.83 on the 
Visayas Islands and 6.2% to 87 centavos on 
Mindanao Island. The increases are 
required mainly because of the scrapping 
of the government's fuel oil subsidy as part 
its commitments to the IMF. 


Taiwan to maintain 

China banking policies 

> Taiwan's Ministry of Finance said it will 
not allow banks to open branches in China 
until after Peking relaxes its banking 
policies towards Taiwan — even though 
there are no formal restrictions. The 
comment came after Fujian province's 
communist party secretary, Chen 
Guangyi, said Taiwan investors may 

set up banks in the cities of Fuzhou 

and Xiamen, a special economic 

zone. 
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PRICES 


Previous 


Last sale to 8 Feb. 


Copper — 

Current delivery (Mar.) 
May delivery 
Aluminium 

Current delivery (Feb.) 


Tin 


Cotton 

Current delivery (Mar.) 
May delivery 

Rubber 

Current delivery (Mar.) 
May delivery 

Jute 

Palm Oil 


Current delivery (Feb.) 
Apr. delivery 


Sugar 
Current delivery (Mar.) 
May delivery 


Pepper 
Sarawak Asta blk 100% 


Wheat 

Current delivery (Mar.) 
May delivery 

Maize 
Current delivery (Mar.) 
May delivery 

Rice 

5% white fob 
Soyabeans 

Current delivery (Mar.) 
May delivery 


Cocoa 
Current delivery (Mar.) 
May delivery 


Coffee 

Current delivery (Mar.) 
May delivery 
Petroleum 
Sumatran light 

Brent 


AND 


London (2) 


New York (3) 


London (7) 


Kuala Lumpur (1) 
New York (3) 


Kuala Lumpur (8) 


Dhaka (11) 


Kuala Lumpur (4) 


New York (3) 


Singapore (9) 


Chicago (5) 


Chicago (6) 


Bangkok (7) 


Chicago (5) 


New York (7) 


New York (3) 


Tokyo (10) 
London (10) 


Latest 


368.85 


107.45 
105.40 


1,480.00 


14.77 


82.80 
80.95 


230.50 
410.00 


843.00 
840.00 


8.61 
8.65 


275.00 


250.60 
261.00 


239.20 
247.60 


338.00 


566.20 
580.40 


1,133.00 
1,162.00 


83.95 
86.40 


21.00 
21.93 


week 


368.25 


106.70 


1,470.00 
14.72 


79.53 


232.50 
410.00 


845.00 


9.00 


290.00 


262.20 


244.00 


328.00 


567.00 


1,131.00 


82.30 


21.85 
21.18 


3 months 


382.35 


114.90 


1,624.00 
16.32 


73.07 


241.50 


410.00 


765.00 


10.17 


300.00 


265.60 


231.00 


275.00 


566.60 


1,165.00 


84.30 


33.75 
31.93 


(1) M$ akg (2) US$ an oz (3) USc alb (4) M$ a tonne (5) US¢ a 60 Ib bushel 
(6) USc a 56 Ib bushel (7) US$ a tonne (8) PSS1, Mc akg (9) S$ a 100 kg (10) US$ a barrel 


(11) BWD, Chittagong/Mongla, US$ a tonne 


Economic Growth % (real) (1) 


1990 
1991 


International Reserves (5) 


Latest 
Year earlier 


Trade Balance (total merchandise) 


Latest 3 months 
Previous 3 months 
Year earlier 


Exports (7) 
Latest 3 months . 


% change previous 3 months 


% change year earlier 
Imports (7) 

Latest 3 months 

% change previous 3 mon 
% change year earlier 


Consumer Prices 
Base 


ths 


Latest 3 months index average 
% change previous 3 months 


% change year earlier 
Money Supply (3) 
Latest 


% change previous month 
% change year earlier 


Source: Telerate, International Jute Organisation 


Economic indicators, selected Asian countries 


Year 
ago 


419.00 


101.25 


1,425.00 
16.64 


66.50 


231.50 


410.00 


645.00 


15.12 


357.50 


386.60 


239.40 


310.00 


566.60 


973.00 


85.06 


21.70 
19.80 


8 Feb. 


Australia 
Bangladesh* 
Britain 
Brunei 
Burma* 
Canada 
France 
Hongkong 
India 
Indonesia 
Japan 
Macau* 
Malaysia 
Nepal* 

New Zealand 
Pakistan 
Papua N.G. 
Philippines 
Singapore 
South Korea 
Sri Lanka 
Switzerland 
Taiwan 
Thailand 


US$1 
Worth 


dollar 
taka 
pound 
dollar 
kyat 
dollar 
franc 


rupee 

franc 
NT dollar 

baht 


West Germany mark 
Communist countries: China US$-Rmb 5.2221 HK$-Rmb 0.66995 


Other: 


Spot Previous 3 months Year 
ratet weekt agot agot 
1.2834 1.2784 1.2845 1.3298 
35.80 35.85 35.55 32.20 
0.503 0.5047 0.5081 0.5891 
1.712 1.721 1.7175 1.8625 
5.855 5.965 5.90 6.65 
1.159 1.1593 1.1655 1.2012 
4.965 4.981 4.961 5.67 
7.797 7.7968 7.8015 7.8115 
18.6445 18.5684 18.0457 16.5978 
1,911.00 1,911.00 1,874.00 1,809.00 
127.84 130.52 128.40 144.63 
8.05 8.05 8.05 8.05 
2.689 2.695 2.699 2.705 
24.00 24.00 24.00 24.00 
1.6647 1.6636 1.6367 1.6849 
21.8581 21.8581 21.8281 21.3986 
0.9398 0.9416 0.9412 0.9653 
28.125 28.125 27.944 22.64 
1.712 1.721 1.7175 1.8625 
722.00 719.40 715.10 688.90 
40.11 40.057 40.028 39.78 
1.2443 1.251 1.2465 1.4935 
27.1005 27.10 27.263 26.0385 
25.02 25.11 25.025 25.69 
1.4578 1.462 1.4765 1.667 


Soviet Union US$=Rouble 0.548 Laos US$-Kip 700.00 
Vietnam US$=Dong 7,250.00 Cambodia US$=Riel 600.00 


SDR1-US$1.45323 ECU1-US$1.40278 S$-M$1.5721 


‘Official rate Middle rate Source: Telerate for spot rates, Deak for official rates 


Currency deposit and bond yields 


Eurocurrency and Asian currency unit deposit rates (%)f 
3 


8 Feb. 


US$ 
Sterling 
Yen 
Swiss Fr. 
Dm 

AS 

cs 

ECU 


1 
month 


6.375 
14.00 
7.875 
7.9375 
8.75 
11.4375 
10.75 
9.625 


6 12 10 year govt 
months months months bonds yeild 

6.5625 6.5625 6.75 7.76 
13.875 13.4375 12.875 10.14 

8.00 7.75 7.50 6.65 

7.875 7.8125 7.6875 - 

8.9375 9.00 9.0625 8.42 
11.00 10.8125 11.00 11.25 
10.0625 9.375 9.1875 9.51 

9.75 9.75 9.8125 9.30 


tOffered rate Source: Telerate, Salomon Brothers 





Australia China Hongkong India Indonesia Japan Malaysia 

5 2.3 4(4) 6 5.2 6.5 

6 3-4 3.5-4(4) 5 3.8 8 
US$15.52b (Nov) US$26.67b (Oct) n.a. US$2.05b (Nov) US$6.07b (Nov) US$77.73b (Nov) US$8.74b (Aug) 
US$13.78b US$15.95b n.a. US$3.70b US$4.50b US$83.74b US$6.44b 
+US$0.17b (Oct-Dec) — «US$3.22b (Oct-Dec) -US$0.14b (Oct-Dec)  -US$1.72b (Aug-Oct) +US$1.65b(8) (Sept-Nov) +US$10.89b (Oct-Dec) -US$0.29b (Aug-Oct) 
-US$0.34b 4US$2.35b +US$0.85b -US$0.80b +US$0.21b +US$15.77b -US$0.11b 
-US$0.83b -US$0.13b +US$1.18b -US$0.87b +US$1.59b +US$14.39b +US$0.47b 
US$10.14b US$20.67b US$23.79b US$4.31b US$7.90b(8) US$80.65b US$8.03b 

+31.3 +8.7 -0.4 +39.4 +11.9 +15.0 

+27.1 +22.3 +12.6 +36.9 +15.9 +20.6 
US$9.97b US$17.45b US$23.93b US$6.03b US$6.25b(8) US$69.75b US$8.32b 

+30.2 +13.8 417.6 +14.4 +23.9 +17.3 

+6.4 «30.9 428.4 +49.4. +26.3 +34.5 
Jul 80-Jun 81=100 Oct 1989=100 Oct 84-Sept 85=100(2) 1982-100 Apr 88-Mar 89=100 1985=100 1980=100 
208.9 (Jul-Sept) 103.1(11) (Oct) 147.4 (Oct-Dec) 194.7 (Sept-Nov) 116.8 (Oct-Dec) 108.9 (Oct-Dec) 140.2 (Oct-Dec) 

n.a. 42.6 43.5 41.8 $117 +2.3 

+3.1 +10.9 +10.6 +9.9 +3.8 +3.9 
A$200.86b(9) (Nov) Rmb1,114.94b (Apr.-Jun) HK$539.67b (Dec) Rs 2.53t(9) (Dec) Rps 80.70t (Nov) ¥490.08t (Nov) M$82.67b (Oct) 

2 -6.8(10) +1.7 41.5 42.9 -1.2 42.8 
410.7 415.5 415.9 446.5 - 49.9 428.9 


(1) Official and other estimates of GDP (GNP in Japan) (2) Consumer Price Index A (3) M2 or currency plus bank deposits (4) To March (5) IMF definition of reserves minus gold except for Singapore (6) fob (7) cif 
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a a a Rallies continue in New York, Tokyo m a a Straits bourses weather bouts of 
profit-taking a a a Foreign investors boost Hongkong u a a Jakarta, Seoul still languish 
a a a Bangkok, Taipei lead regional surge in week ending 11 February m m m 
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—4 outh Korea can take some satisfac- 
m tion from its tepid quest to liberalise 
-the Seoul stockmarket. A clutch of 
—. Western securities houses have 
overcome their vertigo — brought on by 
high capital requirements and cloudy busi- 
ness prospects — and decided to join the 
Japanese in applying for a brokerage li- 
` cence. 
o Citicorp Scrimgeour Vickers Interna- 
tional, Baring Brothers and Merrill Lynch 
. are almost certain to seek a licence, joining 
Jardine Fleming and W. I. Carr (Far East), 
-both of which submitted applications on 6 
February, one day after the informal dead- 
line set by the Ministry of Finance. 
6 The big four Japanese firms — Nomura, 
4. Nikko, Daiwa and Yamaichi — had no 
^] qualms about applying. But if no Western 
firms had joined them it would have been 
humiliating for the ministry, which fears Ja- 
panese domination of its fi- 
RAINS, 
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“nancial markets. 
- Credit the Western 
firms who have applied; 
for they are going to have 
to show uncharacteristic 
patience before they earn a 
competitive return on their 
capital. 

South Korean authori- 
ties, after all, make no 
secret of their intention 
-to limit for as long as possi- 

ble the opening of the 
stockmarket to foreign 
firms. The ritual incanta- 
tion about learning “ad- 
vanced financial tech- 
niques” from foreign brok- 
erages has given way to a sullen defensive 
posture as the Seoul bull market faded 
away in 1990. Market liberalisation is likely 
to remain grudging at best. 

Finance officials are more than a trifle 
xenophobic. The promise made by one 
senior bureaucrat that “there won't be any 
crumbs for foreigners,” is typical of the 
. thinking in the ministry's cramped, stuffy 
offices. The South Koreans had planned to 
finish their equity feast before inviting for- 
_eigners to the banquet table. The ministry 
-had hoped to push the Seoul exchange's 
composite index to the 2,000 level before 
letting in foreign investors. After topping 
. 1,000 in early 1989, however, it is now lan- 
| guishing below 700 points. - 
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| Foreign securities houses. must each in- 
| vest between US$14-28 ! Sra par: 


on how many busir y. 
engage in. Yet the ministr y has | given nary 


oul’s grudging w 


a clue as to how they will be able to earn a 
return on their investment. There are no 
guarantees for a seat on the stock exchange 
any time soon, so broking will have to be 
conducted through local brokers. This is 
sure to evolve quickly into a cosy cartel. 
Foreigners at least received some com- 
fort from the Finance Ministry’s promise on 
8 February that foreign firms would not 
be forced to contribute to market stabilisa- 
tion programmes or make mandatory pur- 
chases of low-yielding government bonds. 
Still, no one knows how open ownership 
will be when foreign investors are allowed 
to buy South Korean stocks directly next 
year, or what restrictions foreign firms and 
foreign investors will face. m Mark Clifford 


The Indonesian Government has decided to 
pay ahead of time for shares in a soon-to-be 
expanded Jakarta International Hotel (JIH). 





The trouble is that those shares do not exist 
yet. 

Last October, JIH, a listed property com- 
pany which owns and operates Jakarta's 
Borobudur Intercontinental Hotel, agreed 
to issue and sell 99 million shares to a little- 
known company called Danayasa Ar- 
thatama, whose sole asset is title to a 40-ha 
site of prime real estate in central Jakarta. 
Through this reverse takeover, Danayasa, 
which is majority-owned by a military pen- 
sion fund, would end up owning about 
80% of the new JIH. 

But Danayasa was faced with the task of 
raising new capital. The JIH share issue 
and transfer to Danayasa's owners will 
not take place until Danayasa clears its land 
and settles any outstanding property own- 
ership disputes, unlikely before August at 
the earliest. Moreover, Danayasa is bound 
by its agreement with JIH not to take on 
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any debt prior to its acquisition of JH. 

Danayasa's solution is to sell a portion of 
the JIH shares to be received later this year. 
That the scrip has not been printed yet is 
only a problem for those of little faith, the 
government retorts. 

In early February, five state companies, 
including nd bd Astek and Tas- 






(US$63 million). dos v Ww nts representing 
about 11 million shares i in the future JIH. 
The acquisition is being treated as a bridg- 
ing loan and so does not violate the no-debt 
provision of the October JIH agreement. 

The funds will go towards a 15-year, 
US$3.2 billion development project. plan- 
ned by JIH, which is described by the gov- 
ernment as the premier property project in 
Jakarta. The government maintains that the 
five state companies, who were sharehold- 
ers of the original JIH, are 
paying early for shares that 
would have been offered 
EI |. to them anyway in a few 
"| mS months time. 

/.^ True enough, say brok- 
ers, but the way the deal 
was handled has left a few 
gr umbling. First, the pur- 
chase of JIH shares (actually 
warrants) was orchestrated 
by Finance Ministry direc- 
tor-general Oscar Suryaat- 
madja, who assumed 
Danareksa's JIH board seat 
— late- last.year. He con- 
| vinced the other JIH share- 
holders to stump up the 
cash for Danayasa, at a 
share price of Rps 12, 500 - — ata time when 
JH shares were trading ont | 
ket at about Rps 8-9,000 a s | 
there was no public explanation of the gov- 
ernment's acquisition, which set off a 
speculative rumble on the floor of the ex- 
change. 

The next task for Danayasa is to seek a 
new equity partner, probably from abroad. 
Danayasa needs to bring in a professional 
developer and, in any case, wants to re- 
duce its holding in JIH to 51%. That leaves 
plenty of room for an. ambitious interna- 
tional property developer. to s cure a size- 
able equity stake. —. D 

If Danayasa is clever, tokët s surmise, it 
will let the aes sip investor buy out the 














ata emn below, but ue: too far below, 


Rps 12, 500: Da share. m Adam Schwarz 
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The exciting new IQ-8000/8200 
gives you 9 built-in functions 
including the all-new 'Outline 
Processor' and 'Business Card' 
modes. ‘Outline Processor’ allows 
you to create an outline of a report, 
speech or presentation. It gives you 
an instant overview of your plans on 
a project by project basis. 
‘Business Card’ displays full details 
of the card and lets you locate it 
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all at the touch of a button! 
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sia, the world’s most 

dynamic market place, 
is home to more than half of 
mankind. Every day events occur 
here which not only shape the 
destinies of its more than 4 billion 
people but affect the entire world 
as well. 

The Asia 1991 Yearbook does 
more than just cover these events 
— it compiles, analyses and 
interprets them for the reader. No 
business executive or scholar can 
afford to miss it. 

Decide for yourself whether 
any other single medium puts the 
social, political and economic 
realities of Asia at your fingertips 
as does the 240-page Asia 
Yearbook. 





SOME OF THE FEATURES 

YOU'LL FIND... 

The Asia 1991 Yearbook covers the 
year’s most important events in Asia. 
You will find chapters and features 
such as: An Overview of the Year; 
Population & Food; Development 
Banks; Asian Finance; Asian 
Investment; Commodities; Energy; 
Aviation; Shipping; Fishing; Trade & 
Aid; Asia-Pacific Organisations; and 
much more. 

The Asia 1991 Yearbook has an 
abundance of photos and charts, 
tables and graphics to illustrate the 
material. 

The main body of the book 
contains chapters on 31 countries, 
ranging from Afghanistan to 
Vietnam, from the vastness of China 


Mail or fax to: Publications Division, Review Publishing Company Ltd., G.P.O. Box 160, Hong Kong. 
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Tel:(852)8328338 Fax: (852) 572 2436. 


Please rush me copy/copies of the Asia 1991 Yearbook. 


O I enclose a cheque/postal order for 


O Or, please charge my credit card (tick one) 





Visa O MasterCard O Diners Club O American Express O 
Card. NO. es Expiry Date: 
Signature: 
Address: 
City: Postal Code: Country: 


Asia 1991 Yearbook (Soft Cover) 
No. of copies 





| 
| 
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| 
| 
| 
| Name: 
| 
| 
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Asia 1991 Yearbook (Hard Cover) 





* For airmail delivery, please add: HK$55/US$7/£4.50/S$15.50/M$20/¥ 1,000 per copy. 
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and India to the minute specks of the 
Maldives and Pacific Islands. 


NOW IN ITS 32ND YEAR... 

Matching the rapid pace of Asian 
development the Asia Yearbook 
provides detail and insight. It’s a 
book for everyone who needs to 
know about Asia. Now in its 32nd 
year, the Asia 1991 Yearbook is more 
thorough and comprehensive than 
ever. 


COUNTRY-BY-COUNTRY 
ANALYSIS... 

Each country is discussed with up-to- 
date reviews of its Politics and Social 
Affairs, Foreign Relations, Economy 
and Infrastructure, complete with a 
map, a potted history and a govern- 
ment list. The Asia 1991 Yearbook 
gives you first-hand information on 
everything from trade patterns 

and population trends to foreign 


' investment and social and cultural 


| developments. Each country chapter 
has a Databox full of essential vital 
statistics. 


HOW IT IS DONE... 
Published by the Far Eastern 
Economic Review, the Asia 1991 


— Yearbook is the result of thousands 
| of hours of work during the year. 


Every week, the Review’s corre- 
spondents file on-the-spot reports 
from major Asian capitals and other 
areas of interest throughout the 
world. This leading team of writers, 
analysts, experts and research staff 
keep the Asia 1991 Yearbook on top 
of events. To give you Asia minus the 
mystery, minus the myth. To give 
you Asia as only the Far Eastern 
Economic Review can. Order your 
copy today. 
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RESEARCH AND 


INNOVATION 


Let us spray 


s Taiwanese technocrat K. T. Li 

once said, “there’s no such thing 

as a sunset industry — only sunset 

products.” It is a pity Li was not 
around to give this advice to the bean coun- 
ters who let the US steel industry run 
down. 

Over the past 30 years, US steelmakers 
have closed more than 100 mills, curtailed 
new investment and — perhaps most seri- 
ous for the future — sacked most of their 
researchers. Today, a single Japanese com- 
pany, Nippon Steel, employs more scien- 
tists than the entire US steel industry put 
together. 

Amid the wreckage of the rust belt, 
however, there are at least a couple of 
reasons for Americans to be cheerful. One 
is Japanese investment in US steel produc- 
tion, now valued at nearly US$7 billion. 
Another is the emergence of efficient new 
producers called mini-mills, plants 
that make their products out of 
scrap. 

Of these, the most successful is 
Texas-based Chaparral Steel. This 
company claims an annual per-em- 
ployee productivity of well over 
US$300,000, enough to make many 
a higher-tech firm turn green. 

Much of Chaparral’s production 
comes from melting down old cars 
into structural beams for the con- 
struction industry. Some of these 
beams are exported to Japan (a fact 
that enables Gordon Forward, the 
company’s aptly named engineer 
president, to boast “we're shipping 
Toyotas back”). 

But Chaparral’s output is just a 
drop in the bucket — only a few per 
cent of total US steel production of 
around 100 million tons a year. This 
month, however, the company be- 
gins work on a US$6 million pilot 
plant to produce steel by a revolu- 
tionary new method known as 
spray deposition. 

This method is intended to address a 
problem with continuous casting, the way 
that most steel is produced. In continuous 
casting, the molten metal is formed into 
slabs as it pours out of the ladle. 

But the slabs do not cool at a uniform 
rate, leading to variations in composition 
and the formation of dendrites, Christmas- 
tree shaped cracks in the crystalline struc- 
ture. To remove these defects, harden the 
material, and process it into shapes (such as 
sheets for the car industry), the steel must 
be reheated and repeatedly rolled. 


By contrast, steel sheets formed by 
spray deposition should need considerably 
less reworking before they are ready for 
use. The new method begins by melting 
scrap metal in a crucible. 

Remove the crucible’s stopper, and the 
molten steel drains out of the plug hole at 
the bottom. At the end of the hole, it is zap- 
ped by a gas — usually nitrogen — blown 
out of a nozzle at extremely high velocity. 

The impact of the gas turns the steel into 
a mist of tiny droplets. The droplets land on 
a water-cooled plate parked directly under- 
neath, where they solidify instantly. 

Because it cools so rapidly, the metal has 
no time to crystallise. When reheated, it 
converts back to a crystalline structure, but 
one made of far finer grains than that of 
conventional metal. 

Finer grains are easier to process. They 
can also produce a material with better 


INH AXDIH 








| Moving water cooled base —* 


properties, such as improved fatigue resist- 
ance. This could be useful, for example, in 
making fracture-proof aeroplane wings. 
Spray deposition originated as the result 
of an accident. In 1960, a Belgian scientist 
called Pol du Wez noticed that molten 
metal blobs he fired at a water-cooled plate 
— dubbed "splats" — lost their crystalline 
structure as they hardened. They became 
amorphous, like glass — something that 
just was not supposed to happen to a metal. 
Du Wez sent samples of the curiosity to 
a friend: Nicholas Grant, a professor at 
the Massachusetts Institute of Technology. 
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—— Atomized metal spray 


Over the next few years, Grant and his co- 
workers characterised the new material. 

Amorphous metal has subsequently be- 
come an industry in its own right. Today, 
firms like General Electric and Westing- 
house use it as a substitute for crystalline 
steel in the cores of power transformers. 

In the form of thin ribbons, amorphous 
metal takes up less space than wire (an im- 
portant advantage for a device that in many 
cases has to perch on top of poles). And, 
lacking structure, it can flip magnetic fields 
back and forth (as the phase of the electric 
current alternates) without generating heat. 
Thus transformers containing amorphous 
metal can do without cooling oil. 

It was only a short step from rapid so- 
lidification of splats to spray deposition of 
shapes. The pioneer of the technique was 
Arthur Singer, a researcher at Swansea 
University in Britain. But only one com- 
pany, Sumitomo Heavy Industries 
of Japan, has been able to put 
Swansea-style spray deposition into 
commercial production, and even 
then on a very limited scale. 

Back at Mir, Nicholas Grant 
learned that a researcher at the 
Swedish Royal Metalworking Insti- 
tute had come up with a doughnut- 
shaped nozzle based on a device 
used to generate high velocity 
airstreams in wind tunnels, but he 
did not quite know what to do with 
it. Grant jumped on a plane to Stock- 
holm and returned with the patents 
and rights to the technology. 

A linear, scaled-up version of this 
nozzle will be used in Chaparral’s 
pilot plant. If spray deposition 
works in mass production, Grant re- 
ckons it could cut the price of a 
ton of steel by 10-15%. 

That will take some doing. The 
production of a commodity like steel 
by conventional means is already a 
highly optimised process. 

As yet, none of Japan's big steelmakers 
is doing serious research on the techno- 
logy. Considering the size of their invest- 
ment in continuous casting (93% of Japan- 
ese production is continuously cast versus 
only 66% in the US) this is hardly surpris- 
ing. 
Why pour money into a new technol- 
ogy when your investment in the old one 
has yet to pay off? Especially when, by vir- 
tue of their investment in US steel com- 
panies, spray deposition knowhow coulc 
well end up in Japanese hands sooner o! 
later anyway. m Bob Johnstone 
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Problems of leadership 
In her coverage of Hongkong's leadership 
problem, Emily Lau [COVER STORY, 14 Feb.] 
is right in saying that top officials do not 
have the training or experience to cope with 
the surge of testing. political and commer- 
cial problems that are af cing the Hong- 
kong administration. =- 

This stuck out a mi v April 1989 when 
the government's hand-picked top team 
was subjected to a mild taste of real public 
accountability by a very gentle Foreign Af- 
fairs Select Committee. Only its wily leader 
David Ford was able to handle real politi- 
cians, stepping in time and time again to 
rescue his tongue-tied or muddled subordi- 
nates. . 

But if the "government predicament" is 
the "lack of effective leadership," she refers 
to in her opening paragraph, then Lau has 
got me wrong in saying that I attribute this 
^to the low calibre of top officials," which 
suggests general incompetence rather than 
the lack of political nous that Ford dis- 
plays. - | 

In the [Lord] MacLehose years I had the 
good fortune to work closely with at least 
half of the 30 officials who now fill the top 
two ranks in the administrative service, the 
Hongkong Government's command grade, 
and I know that MacLehose thought as 
highly of them as I did. 

5o if the predicament over leadership is 
not to be attributed to the low calibre of top 
officials, what is it due to? One possibility is 
that the governor lacks the leadership qual- 
ities required to head a competent and self- 
confident administration in the run up to 
1997, 

Another is that he has the qualities but 
the Foreign Office would not let him exer- 
cise them because if they allow him to lead, 
as MacLehose did in the 1970s, their worst 
fears will be realised — the emergence of a 
broad-based Hongkong front demanding 
the high degree of autonomy promised by 
China in 1983 and 1984, and insisting on an 
end to the interference by Peking chroni- 
cled so well by Philip Bowring and Lau in 
your cover story. 

Whatever the reason, the governor 
should be replaced by someone outside the 
Foreign Office as soon as it can be decently 
arranged. 
Hongkong 
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What about East Timor? 

Your correspondent Michael Vatikiotis [De- 
fusing criticism, 17 Jan.] gives an interest- 
ing account of Indonesia's efforts to im- 
prove its human-rights image now that it 
has become a member of the UN. Human 
Rights Commission, where Iraq and East 





Timor top the agenda. However, though: 


his remark that "Indonesia has benefited 
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to the matter in international: 
have rung true for the situatio 
tained before the official opening o 
ritory to foreign access in January 1989, it is 
less correct today. 
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mate of fear and ang cd 
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Arms for silence | 
At a recent session of the UN. 
sembly, the assembly's third 
considered the resolutic 
junta in Burma free political pris: 
permit the formation of a People’: 
bly. 

This resolution was supportec 
countries. However, negative 
from China and ngapa, 
subtle negative re e fro 
vented the reso b 
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an Ton valı 
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Bribery and corruption which reach to the 
heart of Seoul politics and big business are 
uncovered by a land scandal, but the 
central problem of money politics 
remains 8 


Thailand : Politics 

A newly revived investigation into a 1982 
assassination plot could spark a clash 
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A major ambush of government troops 
by Tamil Tiger guerillas escalates the 
army's offensive against the 

insurgents 10 


India : Politics 

Opposition Congress party chief Rajiv 
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bureaucrats for their role in suppressing 
last year's democracy movement 13 
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" Collateral Damage 


Japan appears unlikely to support the 
idea of a new reconstruction bank for the 
Middle East to help with economic 
rehabilitation of countries affected by the 
Gulf War. Japanese policymakers point 
out that it took more than a year to get the 
European Bank for Reconstruction and 
Development in place after Eastern 
European countries left the Soviet Union's 
political and economic orbit. Instead, the 
Japanese favour a faster disbursement of 
funds to the region through existing 
multilateral institutions, with the IMF 
financing macro-economic rehabilitation 
in thé Gulf region and the World Bank 

t providing. finance for structural projects. 
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Malaysia : State Frustrated 

The state government of Kelantan finds 
its Islamic politics and independent 
outlook do not go down well with the 
federal government and that there is a 
price to pay for self-assertion 14 


Foreign Relations : India-China 
Sino-Indian relations are set for a further 
thaw when direct land trade resumes in 
the spring after a 30-year break 17 


Philippines : Base Talks 

The latest round of talks over the future 
of US military bases in the country leaves 
the key issues of compensation and the 
duration of any new lease largely 
unresolved 18 


Bangladesh : Elections 
No single party is expected to emerge 
with a clear majority at the upcoming 


Japan will also not commit itself on the 
levels of official aid or private bank finance 
— including possible loans to Saudi 
Arabia — it might provide to the region 
until war damage can be fully assessed. 


Sovereign Risk 

Indonesia's tight money policy has given 
rise to new pressures on Bank Indonesia 
(BI) — the country’s central bank — from 
politically well-connected, cash-short 
businesses. Sources say, for example, that 
the newly established BPPC clove trading 
monopoly run by President Suharto's 
youngest son Tommy, will ask Br's help in 
raising capital. Sources close to BPPC 
report that Tommy Suharto may ask 
Sultan Bolkiah of Brunei for a loan in 
excess of US$600 million to cover BPPC's 
first year's working capital needs. The 
funds would flow through BI or another 
state-owned bank and effectively carry a 
government guarantee. 
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“3 elections, but the next government will 


face daunting economic problems 19 


Gulf : Indonesia/Malaysia 

Domestic and Islamic compulsions affect 
the Gulf policies of Indonesia and 
Malaysia 20 


Philippines : Press 

President Corazon Aquino’s libel case 
against a well-known Manila columnist 
has highlighted the confrontation 
between the presidency and the media. 
Aquino appears to see the press as 
playing a largely negative role in society. 
But Manila correspondent Rigoberto Tiglao 
argues that her view of the media as being 
consistently anti-government runs 
counter to the facts. Manila’s English- 
language newspapers are a microcosm of 
society, reflecting the interests of 
Marcos-era businessmen as well as 
entrepreneurs who have flourished under 
Aquino. A peculiarity of the Philippine 
press is that a small elite readership 
supports a large number of hotly 
competing daily newspapers. Tiglao 
analyses the ownership structure of the 
press and explains how a Filipino-Chinese 
businessman, Emilio Yap, managed to 
gain control of the most powerful media 
group during the turmoil following the 
expulsion of Marcos. Bureau Chief John 
McBeth suggests that the economic 
weaknesses of media companies have 
forced newspapers to rely on a handful of 
‘star’ columnists 21 


Aborted Approach 


Officials in New Delhi say Tokyo recently 
put out “feelers” to see whether India 
would refuel Japanese airforce transport 
aircraft en route to the Middle East to 
ferry refugees from the Gulf War zone. 
Tokyo’s approach, coming as Prime 
Minister Chandra Shekhar’s government 
became embroiled in a domestic 
controversy over refuelling Gulf-bound 
US military transports, was apparently 
rebuffed. It seems likely the Japanese 
C130 transport aircraft will now refuel in 
Sri Lanka. 


Letter of Credit 

In the wake of the Suso housing scandal, 
South Korea’s Minister of Health and 
Social Affairs separately called in 
representatives of the country’s 30 largest 
hospitals and the 30 largest 
pharmaceutical makers and asked them 
to sign a letter promising not to offer or 
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After 15 years of neglect Laos rediscovers 
its history on celluloid 28 

A Vietnamese film-maker finds critical 
acclaim but no cash 28 


Where to put your money 


This month, WIPYM looks at the expected 
rise of bond prices as economies weaken 
worldwide; German bond funds; 
prospects for regional airlines; South 
Korean equity-linked instruments; 
Singapore equities and warrants; 
consumer plays in Thailand’s 
stockmarket; and growing bullishness on 
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accept bribes, kickbacks, unethical 
discounts, excessive “scholarships” or 
other donations. In the meetings, which 
occurred shortly before the Lunar New 
Year holiday, Minister Kim Jeung Soo 
said the action was ordered personally by 
Prime Minister Noh Jae Bong in the hope 
of sparing President Roh Tae Woo’s 
government another embarrassing 
scandal. 


Assurance Adjustors 


Fears that the Cambodian factions will fail 
to attend the next meeting of the Supreme 
National Council, to be held in Jakarta, 
have prompted the two co-chairs of the 
Paris International Conference on 
Cambodia to send a team to Phnom Penh 
later this month to discover the extent to 
which the factions are willing to 
compromise at this stage. The team 
includes the UN secretary-general's 
representative Rafeeuddin Ahmed and a 


28 FEBRUARY 1991 





FarEasternEconomic 








Dutch joint venture is Jiangsu’s 
showpiece 62 

Region : Marketing 

Corporate Asia is increasingly realising 
that putting company names on sporting 


Japan-US : Trade 
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events is an effective way to generate structure 70 

television and newspaper exposure — 

worth far more than the costs of 
sponsorship. Such sponsorships also fit in 

nicely with the Asian Culture: sports Books 


events provide excellent opportunities for 
sponsors to entertain clients. They can 
also help polish national images, as seen 
by the corporate rallying behind Japan's 
first entry into the America's Cup 
challenge. This newfound interest in 
sports marketing has created openings for 
US and European specialists, who are 
streaming into the region to get in on the 
action. Established companies, 
meanwhile, are beefing up their 
operations. Industry correspondent Carl 
Goldstein looks at the factors making Asia 
ripe for the companies that package 
sports events, sell sponsorship rights and 
even manage the players involved 64 
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senior Foreign Ministry official from both 
Indonesia and France. Indonesian Foreign 
Ministry sources say the factions have 
already agreed to come to Jakarta, but 
noted that this assurance was not enough. 


On the Quiet 


The secretive visit by 
Vietnam's 
Communist Party 
chief Nguyen Van 
Linh to meet Chinese 
leaders in Chengdu 
last September 


the thaw began on the Sino-Vietnam 
border in late 1988, trade between the two 
countries had been conducted primarily 
by individuals transporting small loads on 
bicycles. 


Cross Over Jordan 

Two Iragis who Western intelligence 
officials claim were known terrorists, 
were quietly deported recently from 
Malaysia and then shuttled through 
Bangkok to the Jordanian capital Amman. 
The officials were disappointed because 
there was no opportunity to question the 
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produced an pair, and also that because once they 
unannounced Tu arrived in Jordan — which maintains 
agreement to step up Linh. close links with Iraq — they could be 
Sino-Vietnamese assigned another overseas terror 


trade. In recent months, Chinese trucks 
have begun delivering commodities in 
Quang Ninh, Vietnam's northeastern 
province, and Chinese ships have docked 
at the northern port of Haiphong. Since 


mission. They had hoped the Thai 
authorities would have at least held the 
two, or at least sent them to a country 
such as Saudi Arabia where they could 
have been detained. Ma [a 
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SOUTH KOREA 


Scandal lifts lid on corruption in business and politics 











By Mark Clifford in Seoul 


real-estate scandal has given a 

rare look into the netherworld of 

corruption and influence-peddling 

at the heart of South Korean poli- 
tics. The cast of characters in the biggest 
financial scandal in a decade includes a 
presidential aide, a clutch of legislators, an 
aggressive multi-billion won business 
group and employees at more than two 
dozen government agencies and private 
companies. 

Amongst those arrested in the affair are 
the chairman of the giant Hanbo group 
Chung Tae Soo; the former presidential 
secretary for sports and culture, Chang 
Pyong Jo, who resigned after his lobbying 
efforts on behalf of Hanbo surfaced; the di- 
rector of the Construction Ministry's na- 
tional land bureau; the head of the Federa- 
tion of Suso Housing Cooperatives; and 
five lawmakers — three from the ruling 
party and two from the opposition. 

The Hanbo chairman is charged 
with paying a total of Won 1.2 billion 
(US$1.67 million) in bribes and im- 
proper political donations, including 
Won 200 million to the opposition 
Party for Peace and Democracy 
(PPD). 

The case prompted a shake-up 
by President Roh Tae Woo of senior 
government and ruling Democratic 
Liberal Party (DLP) officials. He re- 
placed Deputy Prime Minister for 
Economic Affairs and head of the 
Economic Planning Board (EPB) Lee 
Seung Yun, Construction Minister 
Lee Sang Hee, and Seoul Mayor 
Park Seh Jik. Park had hustled S 
through approval for the Suso pro- 
ject within three weeks of taking of- 
fice. 

The case began as a simple land grab. 
Hanbo's construction. company bought 
land in Suso, a relatively inexpensive 
greenbelt zone in southeast Seoul where re- 
sidential construction was prohibited. The 
company wanted to build an apartment 
complex of almost 4,000 units on the land 
and got the go-ahead from city officials after 
an extensive lobbying effort, backed by 
presidential aide Chang and the five legis- 
lators. 

While Hanbo's project was bigger than 
most, similar cases of rule-bending are 
common in South Korea, where officials are 


allowed a great deal of administrative flexi- 
bility. The lobbying was apparently legal, 
as were the administrative changes. But the 
bribes were not. The case would probably 
have escaped notice were it not for the size 
of the project and the involvement of 26 
employee housing cooperatives. Co-ops 
were formed by tax officials, policemen, 
employees at the Bank of Korea, the De- 
fence Security Command, the prestigious 
Maeil Kyungje Shinmun economic news- 
paper, the Hanil Bank and other prominent 
organisations. 

An official of the National Agricultural 
Cooperative Federation, a wealthy, quasi- 
governmental organisation, headed the 
group of cooperatives. He allegedly re- 
ceived Won 200 million in bribes from 
Hanbo's Chung for organising petitions 
and lobbying in support of the project. 

Members of the co-ops stood to benefit 
handsomely if the development went 
ahead as a private project organised by 





One of the arrested MPs Kim Dong Joo: rule-bending. 


Suso and the employee organisations. They 
would jump the queue of some 400,000 
people who had put down deposits with 
the Korea Housing Bank in order to qualify 
for housing built under public schemes. 

Public anger about this favouritism is 
being fed by reports that about half of the 
co-op members already own their own 
apartments and should be prohibited from 
receiving new ones. Prices for new apart- 
ments in South Korea are set below market 
price and first-time buyers thus receive 
large windfall gains. 

Hanbo turned to the co-ops for support, 


FAR EASTERN ECONOMIC REVIEW 


Land of the bribe 


rather than simply building the project as a 
public housing complex, because it stood to 
earn greater profits. The company also had 
help in securing a waiver of height restric- 
tions, which would swell its profits even 
more. This assistance came from the De- 
fence Security Command, the military intel- 
ligence unit which reports directly to the 
president's office. 

Although the Hanbo scandal is more 
flagrant than most, it appears typical of the 
sort of inside connections which lubricate 
business and politics in Seoul. The tempta- 
tion to look for political influence in a coun- 
try where powerful government officials 
oversee vague and sporadically enforced 
laws is almost irresistible. 

Periodic crackdowns on corruption, 
often in the guise of "purification cam- 
paigns," have failed to fundamentally alter 
this way of doing business. Ironically, the 
presidential headquarters itself launched a 
special anti-corruption team last May, a fact 
. Which did not seem to have dis- 
ë suaded former presidential aide 

Chang in his efforts on behalf of 

Hanbo. 

If anything, the scale of lobbying 
efforts has probably grown with the 
advent of a truly independent Na- 
tional Assembly. The opposition's 
victory in April 1988 legislative elec- 
tions has sucked it into the vortex of 
money politics previously limited to 
the ruling party. 

" After 1988 when the opposition 
won a majority, it was drawn into 
the system of corruption," says a 
former opposition party staff mem- 
ber. "In the past only really loyal 
supporters, who were willing to risk 
arrest or retaliation by intelligence 
agencies, could support an opposi- 
tion assemblyman." 

Costs of running a National Assembly 
constituency do not begin to cover the less 
than Won 3 million a month that Assembly 
members receive. Political insiders say that 
virtually all the country's 224 elected legis- 
lators habitually violate finance laws be- 
cause of their constant need to raise money. 

While the Suso affair has the usual dose 
of venality, there is an air of hysteria and 
hypocrisy about the reaction of the local 
press. Local commentators have focused on 
the allegations in the case without pausing 
to consider the structure of a political sys- 
tem which demands large sums of cash for 
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ions of flowers and meals. to 
and the inevitable gifts of 
out to journalists. Lavish gifts 
r e drive the costs up even fur- 





| egularly take cash from busi- 
overnment officials and political 
Only two major publications Han- 
E Shinmun and Sisa Journal, formally 
proh at, this practice. Journalists covering 
















leading g political figures typically receive at 
y ‘times between Won 500,000 and 


10 million, depending on their rank 
their publication. 

untry where white envelopes 
with cash are commonly handed 
way of cementing relationships 
sing appreciation, it is no sur- 
t gifts easily give way to bribery. 
ubling of all is that there is no 
ne between proper and improper 
influence. Former minister of science and 
technology Lee Tae Sup, who represents 
the Suso district, initially defended his ac- 
tions as simply those of a legislator trying to 
help his constituents and said that any lob- 
bying he did was proper. 

Legislators caught in bribery scandals 
typically protest that they are simply 
scapegoats. Given their need for cash and 
the lack of legal ways to get it, there is some 
truth in that. Even Roh was forced to admit 
that he gave Won 5 million in “encourage- 
ment money” to Seoul city officials during 
the 1987 presidential campaign. 
^. This National Assembly has had its 
share of corrupt legislators who have been 

exposed. In 1989 one opposition Reunifica- 
tion Democratic Party lawmaker on the ag- 
ricultural committee was jailed on charges 
of receiving bribes from pesticide makers. 
Another would-be assembly man was in- 
volved in paying a rival candidate to drop 
Out of the election. A PPD assembly man 
was arrested for bribery in May. 

Earlier this month three legislators were 
arrested on charges of taking money from 
the Korea Automobile Manufacturers’ As- 
sociation in return for supporting industry 
legislation. With these latest arrests almost 
one in every 20 legislators elected in 1988 
has been charged with bribery. 

Roh’s shuffle of ministers and officials is 
hardly an encouraging clean-out, but more 
of a ritualistic gesture. There are no new 
faces among the replacements. Choi Bak 
Yu, who served as both trade and agricul- 
ture minister under former president Park 
Chung Hee in the 1970s, goes to the EPB. 
The EPB vice-minister Lee Jin Seol takes 
over the construction ministry, and Rhee 
Hai Won, a former social and health affairs 
minister, has been named as Mayor of 








one seems prepared to face the need 
ig. the way in which political 
are. financed. The perceived 
, it seems, is simply to lie 


THAILAND 


An old murder plot raises political controversy 


Merman enana a ta ai i rn ir t a e e ete T aa a a TAA T n i he 


he praem of an dci assassination 
] plot stretching back to 1982 has 


made a dramatic return to haunt 
the administration of Thai Prime Minister 
Chatichai Choonhavan. It has become such 
a politically charged issue that some obser- 
vers say it may bring down the govern- 
ment, or lead to an even more drastic poli- 
tical scenario. 

The newly revived investigation into the 
plot has all the ingredients of a head-on 
dash between the Chatichai government 
and the powerful military leadership. And 
the fact that one of the alleged targets of the 
assassins was "a prominent figure in high 
places" — whom only former Thai prime 
minister Kukrit Pramoj so far has had the 
courage to identify publicly as a member of 
the revered royal family — has raised the 
political stakes even higher. 

Prospects of a deepening hostility be- 
tween Chatichai and the military chiefs 
grew with the controversial announcement 
on 20 February that the prime minister had 
appointed former army commander Arthit 
Kamlang-ek as deputy defence minister. 
Arthit, who with. former prime minister 
Prem Tinsulanond was one of the other 
targets of the alleged plot, was previously a 
deputy prime minister. His appointment to 
the Defence Ministry, was widely viewed 
as a political check to the current military 
commanders, who are known to be suspi- 
cious of the ex-army chief. 

A political source, who was well-ac- 
quainted with details of the alleged plot, 
said military officers of Chulachomklao Mi- 
litary Academy's Class 7 were prime sus- 
pects in the 1982 plot. One member of the 
class, known as the "Young Turks," is Ma- 
noon Roopkachorn, credited as the master- 
mind behind two failed coups, in 1981 and 
1985. Apart from the power motive, the 
Young Turks had a rather puzzling ideo- 
logy, including nationalising banks and 
cracking down on Thai-Chinese business- 
men. 

After being cashiered with several of his 
classmates after the first coup, and then 
forced into exile after the second, Manoon 
was allowed to return home in early 1990. 
He was pardoned and reinstated in the 
army, promoted from colonel to major-gen- 
eral and appointed by Chatichai to the De- 
fence Ministry which the prime minister 
concurrently heads. 

Other suspects, according to the source, 
astonishingly were senior members of the 
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outlawed Cinnan Party of Th 
(CPT) and certain academics. In thec 
rising political temperature over t 
anonymous leaflets were circulate 
ing Chatichai’s son and dose- 
Kraisak Choonhavan, and Maroc 
volvement in the plot. Both Krai 
was a student at the time of the à 
plot, and Manoon have made an. 
complaint to the police about the | 

Despite the top-level person: 
portedly targeted bv the plotters, t 
tigation into the case, which starte 
1982, has been dormant until 
While a few soldiers were earlier 
in connection with the case — one & 
years’ jail — no senior officers or promit 
figures have been arrested. That, ace 
to one source, was because of "poli 
military" reasons at the time. | 

But now the wraps on the case. 
stantially off, apparently for ec 
political motives. The case su 
shortly before national police c 
Sawaeng 





"hirasawat was sud 
moved in late January. More. sig 
police Lieut-Gen. Boo : 
was transferred from the post of 
the central investigation bureau to. t € 
senior but less influential position of assis- oS 
tant police director-general. E 

Boonchu had been in charge of the e 
assassination plot case, amassing a lot | 
of evidence. Boonchu is a member Of 
Chulachomklao’s Class 5, and his cdass- ^ -— 
mates include powerful Army Commander 
Gen. Suchinda Kraprayoon and others in 
the most prominent posts in the m 
hierarchy. It is an open secret that 
and his colleagues are still highly c 
of Chatichai, despite recent public. 
ances together, mainly because t 
the prime minister has not hy 
word to them politically. : 

"Suchinda will never be frie 
Chatichai; he is very angry tha 
deceived him so many times,” comn 
one of Suchinda’s friends. Another, possi 
bly more pointed, reason for Suchinda's 
stand-off is that Chatichai not only employs 
Manoon, but uses him as an important 
telligence operative. The army comman 
and his classmates are daggers-dra 
Class 7 graduates in general and ? 
in particular. 

Inevitably, there was strong 
that Chatichai had ordered the 
shuffle to prise the assassination : 
from Boonchu and place it out 
way in other officers’ hands. “As 






















































nterior Ministry, to expedite the case. 
Whether or not the prime minster was 
less than sincere in his order, a tug-of-war 
“over the case documents ensued, involving 
“senior military and police officers. Boonchu 
‘refused to hand over most of the docu- 
nts to the police officer designated to 
ake over the case, criminal suppression di- 
n chief Maj.-Gen. Seri Temiyavej. Seri 
s considered an honest, no-nonsense offi- 
“cer, more loyal to the Chatichai govern- 
ment than rival Boonchu. 
|. The military leadership had already be- 
“come involved in the affair, with Suchinda 
-calling for a speedy conclusion to the case, 
"and the arrest of the main culprits. Su- 
-preme Commander Gen. Sunthorn Kong- 
.sompong, in his capacity as director of in- - 
-ternal security, was typically more outspo- 
ken, warning against any attempt to distort 
| the. evidence. In a statement, Sunthorn 
. Said: "If the directorate of internal security 
- finds any distortion of the facts, it will take 
drastic action against the ill-intentioned 
j people in accordance with its legal pow- 


















v5 "unto was quoted as saying those 
*« > involved in a plot to assassinate a figure in 
high places "should all be decapitated." In 
|. defiance of new police chief Gen. Sawat 
| Amornvivat's reprimand to Boonchu for 
apparently disobeying orders to hand the 
case over to Seri, Sunthorn reportedly ap- 
-pointed Boonchu as a military representa- 
tive to be involved in investigating the case. 
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: The e Killing « of 44 Sir Lankan soldiers in an 
|. ambush by the Liberation Tigers of Tamil 
‘Eelam (LTTE) on 17 February is the highest 
overnment loss in a single incident since 
ne civil war began in the early 1980s. Al- 
hough hurt by the loss of valuable po- 
tical support from the south Indian state 
Tamil Nadu and intensified attacks by 
‘Colombo’s military forces, the Tigers have 
- not lost the power to inflict heavy damage 
on the government as and when they 
- choose to. 
. / The LTTE in recent weeks had suffered 
^ a major reversal as a result of a policy tilt 
- in India, with New Delhi turning the heat 
- on the Tamil Nadu government over its 
links with the Tigers. Stridently accusing 
. Madras of giving the Tigers a free run of 
the south Indian coast, New Delhi even- 
tually dismissed the administration of 
Chief Minister Me K runanidhi over 












atichai strongly denied that this was à is 
10tive and ordered the police, through the — 
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THAT SINKING 

FEELINGS — 
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At the same time, oppositon MPs 
joined the fray by urging the parliamentary 
committee on local administration to sum- 
mon all parties linked to the case to testify 
publicly. In his weekly newspaper column 
Kukrit, a respected elder statesman, 
threatened to expose what he knew about 
the case if the Chatichai government was 
“still concealing what should not have been 
concealed.” 

According to well-placed sources the as- 
sassination plot investigation was first or- 
dered by then prime minister Prem after an 
attempt on his life in July 1982. The move 
came after two rocket-propelled grenades 
were fired at his motorcade as he inspected 
the Thai army's artillery centre at Lopburi, 
north of Bangkok. One grenade failed to 
















— and the other €— Prem's car. 

Investigators, including Boonchu who 
was then a police superintendant in Lop- 
buri, arrested three soldiers, one of whom 
was a subordinate of a Maj. Pairaj Pothip- 
rerksawong. Pairaj was thought to be 
dose to cashiered Class 7 colonel Prajark 
Sawaengchit, one of the Young Turk offi- 
cers involved in the coup attempt the pre- 
vious year. When Pairaj's Bangkok house 
was surrounded by police, the army officer 
killed himself. 

During this period in 1982, according to 
the sources, there were at least two other 
attempts to strike at Prem, and eight to as- 
sassinate Arthit. In April 1981 Arthit, who 
was then second army region commander, 
was mainly responsible for putting down 
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but not out 


the issue and called for new elections. 

Although it was clear that domestic 
political compulsions, induding the de- 
mands of Congress party chief Rajiv Gan- 
dhi and Jayalalitha Jayaram, his Tamil 
Nadu ally, to get rid of Karunanidhi seal- 
ed the chief minister's fate, brazen Tiger 
activity in the state made it easy for Prime 
Minister Chandra Shekhar to justify his 
dismissal and the dissolution of the state 
assembly. 

Analysts in Colombo attributed the 
Tigers unilateral New Year ceasefire to 
Karunanidhi's troubles in Madras. India's 
pledge not to permit its territory to be 
used for subverting a neighbour, con- 
veyed anew by Foreign Minister V. C. 
Shukla — whose Sri Lanka visit on 28-31 
January underlined substantially. impro- 
ved bilateral relations — has robbed the 
Tigers, at least for the time being, of in- 


valuable staging and supply bases in 
south India. But Colombo is aware this 
situation could change swiftly once a new 
Tamil Nadu state assembly is elected. 
"Right now the climate for the Tigers is 
inhospitable here," said a member of the 
Madras consular corps. "The people don't 
like their lawlessness. But the LTTE knows 
how to pass money around where it 
counts among the various law enforce- 
ment agencies. And even Jayalalitha has 
already said she is not anti-LTTE." ín 





forces began intensifying air attacks: on nthe 
Tigers, particularly in the Jaffna peninsula. 
Reporters visiting Jaffna said that some 
civilian targets were bombed and casual- 
ties inflicted. Whatever the truth of those 
reports, life continues to be difficult for the 
people of Jaffna. Food and fuel are hard to 
come by with kerosene, rice and sugar 
fetching astronomical prices on the black 
market. Ranjan Wijeratne, the Minister of 
State for Defence, would like to see the 
entire Jaffna peninsula cleared of civilians 
so that the military can go all-out against 
the LITE: : without mane to worry pane 
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oung Turks’ ‘coup attempt ‘against 
am. According to military sources he 
es ly purged Class 7 officers sub- 











xem Investigators at the time said the alleged 
- plotters, including several Young Turk offi- 
: five c? T members, and academics held 


- “prominent figure” centred on a national 
-football match — the Queen’s Cup tourna- 
ment — in Bangkok in October 1982. 

__.. Atone time during the year, Prajark and 
other Class 7 officer were held by police 
angkok, but were released after troops 
he 11th Infantry Regiment were sent to 
olice station by then 1st Division com- 
: mander Gen. Pichit Kullavanich, now dep- 
-uty supreme commander. At the time, ac- 
-cording to military sources, Pichit was a 
“prime mover in trying to rehabilitate the 
Young Turk officers. 

As the investigation continued, arrest 
warrants for 43 suspects were issued in 
| September 1984. Among the suspects were 
six Young Turk colonels. But the arrests 
were never carried out, and Young Turks, 
including Manoon, were actively involved 
in the brief attempted coup, again against 
Prem i in September 1985. 

: Some political sources think Chatichai 
is trying to use him as a counter-force to 
the Class 5 military juggernaut. And in the 
current heightened stand-off between Chati- 
chai and the military, that spells onis: 
danger. 





























nocent casualities. He has publicly said 
1e people should quit their homes, while 
ssuring them of the government's ability 
> care for them in refugee camps. But 
uch an exodus is hardly likely, given that 
iffna families are rooted to their homes 
nd their land. 

The Tigers have added to the misery of 
1e people by extorting taxes and levies. 
hey well understand their value as a 
uman shield and can be expected to fru- 
rate any move by Wijeratne to evacuate 
vilians from the peninsula. The Tigers 
e now under pressure in the Vavuniya 
strict south of Jaffna, and though they 
ave lost many skirmishes they retain the 
ipability of occasionally scoring a spec- 
cular success. But both sides realise that 
iey are locked in a no-win situation, and 
resident Ranasinghe Premadasa, a dove 
nong the hawks in Colombo, is still will- 
ig to. work for a negotiated peace. How- 
rer, dhec LTTE remains intransigent, de- 







ta ted hardline precondition that 
y down their arms before any 
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INDIA 


Cabinet crisis delayed as Gandhi hesitates 


asado Shekhar 


PRSE ERRARE 


ontortionism, an old Indian art, has 

become an integral part of politics 

during the dual act of minority gov- 
emment by Prime Minister Chandra 
Shekhar and Congress party leader Rajiv 
Gandhi. But the public audience is increas- 
ingly appalled, and the political standoff 
threatens months of time-wasting on vital 
fiscal corrective action. 

Gandhi is simultaneously propping up 
Chandra Shekhar and attempting to sub- 
orn as many as possible of the premier’s fol- 
lowers in the rump Janata Dal (Socialist) 
party with a view to forming his own gov- 
ernment. Gandhi is embarrassed by the 
weak leadership he himself installed last 
November after the fall of the V. P. Singh 
government. Yet he remains equivocal 
about pulling the plug on it in the key 
budget session of the 
lower house of parliament 
convened on 21 February. 

A strong section of 
Congress wants the water 
to cool down even further 
from last year's heat before 
risking an election plunge. 
Opinion polls commis- 
sioned by the party are 
said to show a massive 
swing to the opposition 
Bharatiya Janata Party (BJP) 
resulting from Hindu com- 
munal passions aroused 
by last year’s campaign to 
build a temple to the God 
Ram on the site of the 
Ayodhya mosque. Singh’s 
mainstream Janata Dal, 
meanwhile, has aimed its appeal even 
more squarely at lower-caste Hindus, Mus- 
lims and other less privileged groups. In 
the south, recent local council elections in 
Kerala have shown a swing away from 
Congress to leftist groups, which nationally 
are aligned with Janata Dal. 

It is no longer dear where Congress, 
with its traditional appeal to social stability 
and secularism, fits in. Gandhi himself has 
expressed his disappointment, in talking to 
businessmen, that the party is failing to 
come up with solutions to India's great 
economic and ethnic problems, or to the 
Ayodhya issue. 

But with the political situation in a state 
of drift, Gandhi has been trying to get one 
important question answered his way: if 
Congress withdraws its support from 


FAR EASTERN ECONOMIC REVIEW 


: tenuous grip. 
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given the chance to prove that: 
muster a majority — an offer all 
back in November. Unless Gandh 
answer he wants from the ¢ 
uncertainty gives Chandra Shekha 
only hold over Gandhi. 
With 211 members of the 524-seat: 
house, Congress is by far the larg: 
in parliament, but Gandhi needs sc 
members more for a bare majority, ¢ 
comfortable. The anti-defection lav 
cates this, threatening party membe 
disqualification unless a third of th 
out in a group. Seven MPs, including | 
of Chandra Shelhar’s s ministe: ib wer 
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REGIONAL AFFAIRS 
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North Korea cancels 

premiers' meeting 

> North Korea, citing the Team Spirit 
military excercise, abruptly cancelled the 
fourth round of prime ministerial talks 
which were scheduled to be held in 
Pyongyang between 25-28 February. The 
joint US-South Korean military excercises 
have been held each year since 1976, but in 
recent years the North has used them as an 
excuse to call off talks. The suspension 
came serveral days after the two Koreas 
agreed to form a joint table tennis team for 
a youth match in Japan in April, and 
another joint team for a youth soccer 
match in Portugal during June. This 
two-track policy has perplexed South 
Korean officials. In Seoul, official 
speculation — and it appears to be no 
more than that — on why the premiers’ 
talks were cancelled centred on reports of 
severe food shortages in North Korea. 


Thai plan to rebuild 
Cambodia's infrastructure 


> Phnom Penh regime Foreign Minister 
Hor Nam Hong on 15 February welcomed 
an initiative by Thai Prime Minister 
Chatichai Choonhavan calling for the four 
warring Cambodian factions to take part in 
a joint effort to rebuild the country's 
war-damaged infrastructure before the 
implementation of a peace settlement. 
Hong's visit to Bangkok followed similar 
trips earlier in the week by leaders of the 
three resisistance factions, who also 
expressed support for Chatichai's plan, but 
said it should be incorporated into the draft 
peace proposal drawn up by the 
permanent five members of the UN 
Security Council. 


India grants asylum to 
Burmese dissidents 


> India has granted temporary asylum to 
scores of Burmese political refugees, 
including three candidates of the national 
League for Democracy, who crossed into 
the eastern states of Mizoram and Manipur 
in recent weeks. An Indian Government 
spokesman rejected charges in Rangoon's 
state-owned media that its actions 
consituted an interference in Burma's 
internal affairs. The spokesman said the 
decision had been taken on compassionate 
grounds, though the refugees were 
expected not to engage in political 
activities. But he added "this should 

not detract from our natural sympathy 
for the democratic aspirations of the 
Myanmar [Burmese] people." In what is 
seen as a related development, two 
Burmese students who hijacked a Thai 
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airliner to Calcutta last November were 
relased on bail on 12 February. New Delhi 
will decide on their request for political 
asylum after their case has been brought to 
court. The two have also asked for police 
protection against possible attacks by 
Burmese agents. 


Indonesia appoints new 
national police chief 

> Indonesian military sources have 
confirmed that a new national police chief 
will shortly be appointed. He is Lieut-Gen. 
Kunarto, replacing Gen. M. Sanoesi, who 
is retiring. Kunarto, 50, who until recently 
worked in armed forces headquarters, 
served as a presidential adjutant from 
1982-86. He is the third former presidential 
aide to be appointed to a top military 
position since 1988. Armed forces 
commander Gen. Try Sutrisno and Jakarta 
garrison commander Maj.-Gen. Kentot 
Harseno were both former adjutants to the 
president. One other important military 
command, the strategic reserve, or 
Kostrad, is currently held by Suharto’s 
brother-in-law, ‘Maj.-Gen. Wismoyo 
Arismunandar. 


Social indicators 


Infant mortality in Oceania 
and the Pacific, 1990 
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Notes: ‘includes New Caledonia, Solomons, Vanuatu 
Source: UN Population Fund 


Japan considers post-Gulf 
War Middle East role 

> Japan's Foreign Ministry has set up a 
working group to examine what post-Gulf 
War role the country should play in the 
Middle East. It will consider aspects such 
as peacekeeping activities and arms 
control, economic reconstruction and 
regional peace talks. Anxious to project a 
better image after its much-criticised 
response to the Gulf War, Tokyo aims to 
provide more aid to help the Middle East 
rebuild. Meanwhile, former deputy prime 
minister Kiichi Miyazawa proposed that 
Japan should contribute about US$10 
billion to a "New Marshall Plan" to achieve 
this end. 
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Singapore considers easing 
present censorship laws 

» Singapore's Prime  -— Sz 
Minister Goh Chok m" 
Tong has said the 
country's current 
censorship laws are 





too rigid and they are 

currently being 

reviewed by the 

newly created A ? 
Ministry of Goh Chok Tong. 


Information and the 

Arts. Goh made his remarks in Vital 
Links, a publication produced by 
Singaporean students studying in Britain. 
In another development, the government 
granted a month-long temporary licence — 
starting 11 February — to enable financial 
institutions to receive US-owned Cable 
News Network satellite-transmitted 
broadcasts in order that they have 

timely information on potential market- 
moving events. Until now, ownership of 
satellite dishes has been illegal in 
Singapore. 


Indian premier’s Nepal 
visit boosts strained ties 


» India's Prime Minister Chandra Shekhar 
paid a three-day official visit to Nepal 
between 12-15 February, the first by an 
Indian premier since 1977. During his visit, 
Chandra Shekhar agreed in talks with 
Nepal's Prime Minister K. P. Bhattarai to 
establish a rail link between the Indian city 
of Raxaul to Hetaudu in Nepal, with a 
further line to Kathmandu planned. In 
addition, India agreed to purchase all 
Nepal's surplus electricity and generally 
expand cooperation in trade, industry 
transportation, communications and water 
resources. Observers in Kathmandu say 
the visit largely succeeded in ending 

the hostility that stemmed from India's 
1989-90 partial economic blockade of 
Nepal, and has reaffirmed traditionally 
amicable ties between the two 
neighbouring countries. 


Almost 200 dead after 


Thai truck explosion 


» At least 180 people were killed after a 
truck and trailer loaded with explosives 
overturned in Thailand’s southern 
province of Phang-nga on 15 February. A 
massive explosion occurred about one 
hour after the truck crashed, as villagers 
gathered at the scene. It was the worst 
road accident in Thai history, and followed 
a similar tragedy in Bangkok in September 
1990 when a truck carrying liquefied gas 
exploded, killing nearly 100 people. 
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Options increase. Questions accumulate. Optimum fuel 


management for your nuclear reactors calls for more numerous and complex strategies 
Whatever your question, the Cogema group helps to provide an answer. Cogema, the major nuclea 
fuel cycle group, is the only company with expertise in the whole nuclear fuel cycle. Our know 
how draws upon more than forty-five years of experience. 

Whatever your question, the Cogema group is your closest adviser. Uranium mining and conver 
sion, enrichment, fuel assembly fabrication, reprocessing, transportation, spent fuel condi 
tioning, storage, engineering, consulting, each Cogema group product and service meets yout 
requirements for quality and competitive advantage. 

Whatever your question, the Cogema group supports your strategy. Cogema experts contribute to 
the efficiency of your power generation system. In each step of the nuclear fuel cycle, our industrial 
commitment means reliable products, flexible services and long-term security of suppl 
Whatever your question, the Cogema group is committed to you. Today and tomorrow 


COGEMA: THE MAJOR NUCLEAR FUEL CYCLE GRO 
2,rue Paul Dautier. 78141 Vélizy-Villacoublay. France. Phone: 33 (1) 39 46 96 41. Fax: 33(1) 34 í 
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Work hard. Play hard. 

When they’re not out scoring goals on the playing field, NEC people in Thailand are busy 
making some of the most advanced electronic products ever produced there. In fact, NEC 
Technologies (Thailand) was the first to produce, in Thailand, such high-tech components as 
tantalum capacitors and electronic relays. And at NEC Communication Systems (Thailand), 
they built the country’s first digital telephone switching system. 

But as much as building better products, a cherished NEC goal is to build a better quality 
of life. Which is why we helped to bring the fleet-footed magic of England’s Everton Football 
Club to Thailand, Malaysia, Hong Kong and China. When the Thai national team battled 
Everton, part of the proceeds from the match went toward medical research in Thailand. 
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How does a company make the finest home electronics products in the world? By making 
quality the goal and building a strong global team that goes the extra mile. 
Like the people at NEC Home Electronics (Malaysia), who will go to any length to turn out 
a better product, even travelling as far as Japan to learn the latest zero-defect quality control 
methods. Back home, these newly skilled workers pass on the technology, one-on-one. 
People training people to achieve excellence. It works. 
Since 1988, the NEC Home Electronics team in Malaysia has produced more than half 
a million top-quality electronic subassemblies. NEC people around the world build these — 
products into our colour TV sets — renowned for unsurpassed reliability and performance. 
One team. One worldwide goal — keeping “NEC” synonymous with quality. 
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We've Gone To Great Lengths In Our Prestige Class 
To Help You Take Care Of Business In Comfort. 


At Korean Air, we've designed our Prestige Class to give you greater comfort. In the space most reserve 
for First, you'll find wide, comfortable seats, and plenty of legroom. 

There's an exquisite menu and wine list, with European and traditional Korean cuisine. And as our 
honoured guest, everything is served with a traditional grace and charm that’s been perfected over thousands of 
years. Fly with us soon. 


And experience the dedication to excellence that could only be Korean. 


Kf9REAN AIR 


The Spirit of Korea is in the Air. 










ed to reniind Pek that it is still wide 
ake about the basic conflict between 
em, even as it prepares to lift its 42-year- 
old declaration of the “period of communist 
. rebellion" on the mainland, which has un- 
< derpinned emergency rule on Taiwan since 
fe day it was announced. 
~~ Even though commercial relations be- 
rs tween the two sides are flourishing and in- 
fluential Taiwan businessmen are support- 
. ing the Chinese Communist Party in ad- 
` vocating direct trade and communications 
across the strait, senior officials of the ruling 
. Kuomintang (KMT or Nationalist Party) are 
- determined that Peking should not get the 
. wrong signals and interpret the move as a 
softening of their position. There is an offi- 
€ial state of war and Taiwan is still reso- 
lutely anti-communist. 

-President Lee Teng-hui promised a for- 
mal end to the period of rebellion at his in- 
auguration last year and has since reaf- 
firmed his timetable of completing the pro- 
cess by this May, which will automatically 
lift the so-called temporary emergency pro- 
visions under which Taiwan has been ruled 
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since 1948. Although this 
may bring little change to 
the actual terms of conflict, it 
will herald interesting ad- 


justments in the KMT's offi- d mes 


dal language towards Pe- 


g. 

“They will no longer be 
gong fei [communist bandits], 
but what will we call them?” 
asked Alexander Cheng, 
KMT deputy secretary-gen- 
eral and director of the 
party's mainland task force. 

"If they respond to us 
positively, we can call them 
a ‘political entity.’ But if they 
still threaten us, then we 
will have to describe them in 
hostile terms." Among other 
adjustments, the Ministry of Education 
has said it will remove certain anti-com- 
munist songs from primary school song- 
books and replace references to communist 
bandits in some grade school history texts. 
Map-makers may also be allowed to indi- 
cate communist place-names as long as 
there are no changes in the national bound- 
aries. 

There is official disappointment that Pe- 
king has not responded more positively to 
Lee's more ee eo But there 


Justice catches up 


The Nepalese Government has im- 
pounded the passports of 46 ministers of 
the partyless Panchayat regime which 
ruled the country until April 1990's 
democratic upheaval. Since coming to 
power last year, the current interim gov- 
ernment headed by Prime Minister K. P. 
Bhattarai had been under consistent pub- 
lic pressure to bring to justice the former 
rulers for their alleged misdeeds. The 
government subsequently appointed a 
. high-level commission headed by Justice 
| .]. L. Mullick to investigate the allega- 
|. tions. 
^... After several months of hearings, the 
commission submitted a 6,000-page re- 
recommending action against those 
esponsible for the violent suppression of 
di ocratic movement during early 
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1990. A committee headed by the attor- 
ney-general is studying the evidence ac- 
cumulated by the Mullick Commission to 
file possible charges against many former 
officials. 

Prominent among those whose pass- 
ports have been confiscated and who 
are not allowed to leave the country 
without permission are former prime 
ministers Marich Man Singh Shrestha 
and Lokendra Bahadur Chand, most of 
the ministers who served under them 
between 1985-90 and senior Panchayat 
officials Nav Raj Subedi and Nutan 
Khanal. In addition, the government 
has sacked or demoted several top 
bureaucrats from important minis- 
tries who held office during the same 
period. 
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was no > quid pro quo from the mai 
for this particular gesture — and on 
needed to clear the path for domes 
tical reforms. 

On the domestic side, 
communist rebellion declarat 
constitutional power from the 
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While widespread public opinion, | 
mainly galvanised by communists and sy 
other leftwing parties, has been clamour- | 
ing for action against the alleged c 
of the Panchayat rule, the prime im 
has made it clear that the law w 
course and there will be no pol 
venge. However, under the 
new constitution promulgated Ia 
those convicted by the courts wil | 
able to contest p political office in the ge 
eral election scheduled to be held. a 
May. ! 
Shrestha defended his actions to yd 
Mullick Commission by saving he he 
taken firm measures to defend the Pan 
chayat system on the basis of the pr 
ing laws. Analysts are do | 
courts would convict Shrestha and 
sociates if they plead that they we 
fending the constitution. Regardl 
the legal outcome, Bhattarai a: 
pali Congress party could gain 
ble advantage in the election : 
cent moves. E Koca 
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aiwan guessing about its military inten- 
“tions. Since last July, according to the KMT, 
the People’s Liberation Army has con- 
‘ducted seven military manoeuvres in the 
vinces of Guangdong and Fujian. 
though the number was not above nor- 
, Cheng said that they were larger and 
iore sophisticated than usual. 
-< The exercises included amphibious 
landings on the small island of Hailin off 
;'uangdong's southeast coast near Taiwan. 
One involved 50,000 reservists and another 
Squadron of combat aircraft from Hubei 
rovince. "We re such exercises as un- 
iendly. Why can't they hold them some- 
'here else?" Cheng asked. 
. Cheng has also reported to the KMT that 
:e results of a communist party conference 
on Taiwan affairs, held in Peking last De- 
‘cember, showed that decision-making con- 
cerning Taiwan remains at the highest level 
and that the old guard in Peking are be- 
_ coming more impatient for unification. 
^... Deng’s impatience and the continued 
_. military threat indicate that their timetable 
«for unification has been compressed, Cheng 
_ concluded in his report, making it more, 
|. rather than less, likely that Peking will use 
. more aggressive tactics towards Taiwan in 
(the future. 
|. Oppositionists assess the current state of 
play in Taipei-Peking relations differently, 
though the moderate DPP members do not 
dismiss the threat entirely. "We believe 
"China is a threat, but do they really have 
the intention to make good on that 
threat?" asked Hsu Hsin-liang, one of the 
few opposition leaders to have visited the 
mainland. Hsu said that the trade and in- 
estment officials he met during a two- 
week visit to Peking, Shanghai and Xiamen 
in late January emphasised the "three com- 
munications” — direct trade, mail, and air 
and sea links — and showed little concern 
about political questions. 
“Actually they are not getting impatient. 
On the contrary, they are more patient and 
eager to see [an improvement] in economic 
lations,” Hsu said. 
Tue According to Hsu, the importance of the 
December meeting was that it brought con- 
sensus in Peking on the need to deal with 
resident Lee on the unification question 
ither than to continue trying to influence 
icy through the old guard mainlanders 
o are rapidly fading from the upper 
nks of the KMT. 
4su’s conclusions, however, confirm the 
that Peking believes Taiwan's position 
ng. "Peking has high expectations 


nergency provisions. They 


























Cheng told the REVIEW that Peking 3m ma 


By Suhaini Aznam in Kota Baru 


ne hundred days after wresting 
() Kelantan from the United Malays 

National Organisation (Umno), the 
Parti Islam (Pas) finds its best policy is to 
bring in change slowly. There are pockets 
of resistance to its Islamic programmes, 
the federal government remains cool to its 
overtures to forge a working relationship 
and its M$753 million (US$279 million) state 
debt precludes any large new projects, 
meaning a slower growth rate and little 
new employment. 

Had it been able to deliver both religion 
and prosperity, Pas could have set itself up 
as an efficient, progressive Islamic govern- 
ment. But that seemed improbable from 
the start, so Pas has settled for simply hold- 
ing an even course. 

“The picture outside may look blacker 
than it really is,” conceded former deputy 
chief minister Datuk Ahmad Rastom 
Maher of Umno. “But I don’t think the 
[Pas] state government is governing as 
such, Instead all we hear are pronounce- 
ments of [Islamic] dos and don'ts." Accord- 
ing to Rastom, Pas has no land, develop- 
ment, infrastructure or housing policies. 
Meanwhile, local banks are reporting a 30% 
drop in business, he claimed. “In three 
years, people will feel the impact.” 

Nevertheless, the Umno-dominated fed- 
eral government is resigned to a long 
wait before regaining the 95% Malay-Mus- 
lim state. “We hope to win in the next elec- 


Food for 
thought 


The pondok — traditional religious school 
— is the foundation of the Parti Islam's 
(Pas) power in rural Malaysia. Thriving 
best in rice-growing country, the pondok 
has for decades been subsidised by farm- 
ers who give cash, but more usually 
foodstuff, to the teachers as part of their 
required Muslim tithes. The teachers, in 
turn, are entrusted with the child's religi- 
ous education. 

Chief Minister Nik Abdul Aziz Nik 
Mat's school is a modern version of the 
pondok. Financed entirely through dona- 
tions, the secondary school teaches all the 
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2 llami state government runs into to problems 


Waiting game 


tions, but realistically, we're looking at 10 
years," conceded Sports Minister Annuar 
Musa, Umno's representative for Kelantan 
in the cabinet. 

Federal-state relations remain a sore 
point, noted several Kelantanese. Prime 
Minister Datuk Seri Mahathir Mohamad. 
in the elections i in October. Since then Chief 
Minister Nik Aziz Nik Mat has met him 
only once, in passing, at a conference, 
where they wordlessly shook hands. Nik 
Aziz has invited Mahathir for an official 
visit to the state, and asked for an appoint- 
ment with him, but this has to date met 
with silence. Nik Aziz maintains there is no 
conflict. “We are not revolutionaries. The 
confrontation is one-sided,” he said. . 

To circumvent the Pas administration, 
the federal government has formed a new 
Federal Development Dey artme 
under the Prime Minis 
to oversee federal projects i 
Field officers are federal cvi servants, not 
from the Kelantan administrative service. 
The federal government's policy is three- 
pronged: not to victimise the people, to 
continue its normal responsibilities to the 
people and to allow the Pas state govern- 
ment to implement its programmes with 
minimal criticism so it would in time "dig 
its own grave," Annuar said. 

Meanwhile, the Pas government has set 
up à three-man panel, headed by a retired 
Supreme Court judge, to investigate sus- 
pected malpractices of the previous govern- 









usual academic subjects in the national 
curriculum — but with Arabic as a 
medium of instruction. The school also 


devotes more cass hours to Islamic - 


studies than regular government schools. 
The Madrasah Darul Anwar was built 
in the 1960s. It is a two-storey stone struc- 
ture, with hostels for girls and rough 
wooden dormitories for boys, set in Nik 
Aziz own compound; beside it is the 
village mosque, just two steps away from 
his front door. Despite his office, and the 
large, formal residence accorded every 
chief minister, Nik Aziz continues to live 
in his own wooden house in Pulau 
Melaka, about 10 km out of Kota Baru. 
The students thus continue to benefit 
from Nik Aziz' Thursday and Friday re- 
ligious lectures and the occasional even- 
ing class he p when time permits. 
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ment. At the grassroots level it is also trying 
to dispel the subsidy mentality of Kelan- 
tanese, who have grown accustomed to 
handouts after 18 years of National Front 
rule. 

However, Pas has already run into 
problems on this score. Minor panic en- 
sued after the federal government decided 
to give the Kelantanese a "shock treatment" 
example of the difference between Umno 
and Pas rule and withdrew fertiliser sub- 
sidies. The agriculture minister suggested 
the federal government should instead dis- 
tribute bags of fertiliser bearing the blue 
"scales of justice" National Front symbol so 
that farmers would recog- 
nise their benefactor. The 
state government was 
forced to assure farmers it 
would subsidise those 
earning less than M$175 
per month by selling fer- 
tilisers at one third the 
market price. All this con- 
fusion blew up during 
the planting season and 
Kelantan's next rice har- 
vest is expected to fall by 
40%. 

Financing the state ex- 
penditure without federal 
funding will be a major 
problem. Deputy Chief 
Minister Abdul Halim 
Abdul Rahim said Kelan- 
tan’s expected revenue of M$128.7 million 
for 1991 is enough to cover wages, other 
‘than operating costs and small develop- 
ment projects. But there are no funds for 
large projects, which by tradition are fi- 
nanced through federal loans. Kelantan's 
total expenditure is expected to come to 
M$136.4 million this year, leaving it with a 
M$7.7 million deficit. 

The new Pas government blames its 





The 640 or so students come from 
is far away as Sarawak, on North Bor- 
neo. They show a sturdy independence, 
washing their own clothes and cook- 
ng their own meals in a communal 
<itchen. Their obedience is absolute. Nik 
Aziz will not allow them to fish in the 
‘iver for fear they will drown — and no 
yne disobeys. 

A few miles away, another Pas leader 
runs a kindergarten, a feeder to the pri- 
mary school across the road. By their 
early teens, their ambitions have been 
moulded by their role models. Some lads 
want to continue their studies in al-Azhar 
University in Cairo, some want to be 
religious teachers when they grow up. 
Without exception, they will also grow 
up to be staunch Pas supporters, if not 
active members of Pas. ii Suhaini Aznam 
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Nik Aziz: no conflict. 





M$753 million accumulated state debt, for 
which it is paying M$36 million annually to 
the federal treasury in debt servicing, on 
the Umno governments extravagance. 
When Umno took over Kelantan from the 
previous Pas government in 1978, the state 
debt was only M$87 million. 

Before the elections the Umno state gov- 
ernment had requested a M$1 billion deve- 
lopment allocation under the Sixth 
Malaysia Plan (1991-95). After last year's 
elections, the federal treasury slashed this 
to about a third. 

The federal government is, however, 
committed to going ahead with the M$1.2 

g Dillion Pergau dam and 
CU 2 hydroelectric project, to 

NL supply water during the 

= œ dry season and control 





east monsoon. It will also 
complete the Kemasin- 
Semerak irrigation project, 
but has downgraded a 
planned M$500,000 mini- 
port near Bachok, toa jetty. 

Kelantan has the low- 


unemployment at 10-11%, 
slightly higher than the na- 


time, the state assembly 
has allocated a small fund 


of M$250,000 for wooing | 


foreign investors to Kelantan. 


Sceptics, however, wonder how many | 
potential investors might be frightened off | 
by Pas' Islamic programme, mild by Kelan- | 
tanese standards but worrying to foreigners 
who might not see it within a cultural con- 


text. 


partner to Pas in the ruling coalition, are 
embarrassed and privately disagree with 
Pas' various small steps at Islamisation. 
The announcement that the state govern- 
ment was considering banning two tradi- 


tional dances — the mythical, trance-like | 


Mak Yong and the popular joget — is just 
the most recent example; a move to get 
women staff in Kelantan’s only interna- 
tional-class hotel to cover their hair is 
another. 

But Semangat’s president, Tunku Raza- 
leigh Hamzah, recognising the frustrations 
of members who feel left out of govern- 
ment, is philosophical about what he sees 
as minor rumblings. To him, this is normal 
in politics and he has enjoined members to 


avoid commenting on Pas' policies and | 


creating friction. 

To show the grassroots that the partner- 
ship is actually working, senior members of 
both parties have begun jointly addressing 
a series of small, meet-the-people sessions 
in every Kelantan district — the start 
of a five-year marathon to the next elec- 
tions. 4 
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est per capita income in | 
peninsula Malaysia, with | 


tional average. For the first | 


Members of Semangat '46, the junior | 


flooding during the north- | 











WORLD BANK 
MAIN COMPLEX REHABILITATION PROJECT 
REQUEST FOR EXPRESSIONS OF INTEREST 
CURTAIN WALL 
(RFTP NO. 91-246) 


The World Bank is soliciting expres- 
sions of interest from firms wishing to 
participate in a two-step, sealed bid 
procurement in order to select a con- 
tractor to furnish and install the exterior 
wall of the new Main Complex building 
in Washington, D.C. Contract award is 
scheduled for May 1991. 


The building will be 13 stories above 
grade. The area for the skin is approxi- 
mately 200,000 square feet and will be 
accomplished in two phases; 40% in- 
cluded in the first installation phase, 
which is scheduled to start in April 
1992 and 60% in the second installa- 
tion phase, which is scheduled to start 
in October 1994. The exterior wall will 
consist of 80% aluminum and 20% pre- 
cast concrete, both with glazing. There 
will be seven custom made skin types 
required to be developed and manu- 
factured for this procurement. Mockup 
testing will be required prior to manu- 
facture. 


Requests For Technical Proposals 
(RFTP's) will be sent to interested firms 
from member countries of the World 
Bank, from Switzerland and from 
Taiwan, China. A charge of US$500.00 
will be made for each RFTP and as- 
sociated drawings. Payment may be 
made by certified check or similarly 
secured instrument, payable to the In- 
ternational Bank for Reconstruction 
and Development, at the Material Man- 
agement Division, Room L-4500, 1990 
K Street, NW, Washington, D.C., 
20433, Attn: Mr. Arthur Biorlykke. 
RFTP’s are expected to be available by 
March 25, 1991. 


Contractors must be currently involved 
in exterior wall construction and be 
able to demonstrate the ability to ob- 
tain minimum bonding of US$10 mil- 
lion. 


Following evaluation of technical pro- 
posals, submission of which is sche- 
duled for April 16, 1991, selected of- 
ferors only will be sent an Invitation For 
Bid (IFB) with a fixed price contract 
awarded to the successful firm. Of- 
ferors will be required to bid on their 
technical proposals, as accepted by 
the World Bank. 


For additional information, contact Mr. 
Arthur Bjorlykke at (202) 473-1118 or 
FAX No. (202) 676-9292. 


The World Bank reserves the right to 
reject any and all submittals without re- 
course. 


John W. Fringer, Jr. 
Chief, Contracts Management 
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Gulf's forgotten foreign legions 


merican, British, and French sol- 

diers in Saudi Arabia who bother 

to buy local newspapers will be 

puzzled by adverts of what look 
like “wanted” notices issued by police 
forces anywhere in the world. A smudgy 
photo of a person, followed by his height, 
age, nationality, and passport number can 
be read. Those who read Arabic will dis- 
cover that these are indeed “wanted” 
notices for workers who have left their em- 
ployers without permission. They are pub- 
lished as a warning to any other employer 
not to hire the runaway but to send him 
back to his original master. 

For many workers in the Gulf — and it 
does not matter whether they work in the 
republic of the arch-enemy Saddam, or the 
kingdom of the arch-ally Fahd — condi- 
tions are not much different from those of 
American slaves in the 19th century. Most 
migrant workers in the Gulf are bound to a 
single master without civic rights, no possi- 
bility of changing a job, or of protesting 
about conditions, and receiving “wages” as 
low as US$30 a month. 

The inhabitants of the Gulf region are 
usually classified as Arabs — an ethnic 
classification, or Muslim, a religious cate- 
gory, but rarely, if ever, as workers — pro- 
fessional, semi-skilled or unskilled — or by 
gender as men or women, or by nation of 
origin. If any of the last three classifications 
are used, the picture of the Gulf's economy, 
and social tensions within the Gulf states, 
become complex and shifting. The wealth 
of the Gulf lies in oil, but the region’s trade, 
administration, engineering, construction, 
maintenance of oil installations, agriculture, 
and service industries are in the hands of 
foreign workers. 

Take a small, but for Gulf-born Arabs 
an indispensable category — domestic ser- 
vants. The religion of these women work- 
ers is a Gulf curiosity. Although the biggest 
group of migrant workers comes from 
Muslim countries, all the female servants 
come from Asian countries such as Sri 
Lanka, Thailand, or the Philippines, and 
are non-Muslim. The reason is that no 
Muslim would permit his daughter to work 
for a Kuwaiti or Saudi. 

The young women may enter domestic 
service as virgins. They may not leave it in 
that state. Putting it like that may offend 
feminist sensibilities but for the 40,000 Sri 
Lankan domestic servants in Kuwait, the 
provision of sexual services was often an 
unwritten part of their contract. 

For the first time reasonably accurate fig- 
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By Denis MacShane 


ures are emerging about the extraordinary 
structure of employment in the Gulf with 
its mass dependency on foreign workers as 
Asian governments faced with coping with 
the return of thousands of workers are issu- 
ing pleas for help to international agencies 
and are having to back up their claims with 
statistics. The entire economic operations of 
the region are based on an abuse of foreign 
labour, with a denial of labour rights for 
which there are few international parallels, 
and about which there has been — and 
continues to be — a conspiracy of silence. 

Iraq and Kuwait had 
labour confederations but 
both were government 
mouthpieces. Saudi Arabia 
does not even bother with 
the pretence of trade unions. 
Under Saudi law collective 
bargaining, strikes, or mem- 


The young 
women may 


market, or a rate for the job, but by the in- 
come levels of the country the worker 
comes from. So a Thai may earn four or five 
times what a Bangladeshi earns for doing 
the same work, often side by side, because 
Thai per capita income is that much higher 
than in Bangladesh. Pay rates of US$50 a 
month sound obscenely low but that is still 
twice the per capita income in India — the 
economic imperative that drives 1.5 million 
Indians to work in the Gulf. 

Indians report a sense of helplessness 
once they arrive in the Gulf. Often their im- 
mediate bosses are Indian, 
comprador foremen who act 
as harsh overseers and toady 
up to the Arab paymasters. 
One Indian worker based in 
Riyadh described his situa- 
tion thus: “There are 14 In- 
dian employees in our firm 


bership of any labour union enter and none of us has a proper 
are illegal. The Saudis send a a agreement duly signed in 
workers’ delegate to the an- domestic Arabic and English as the 
nual conference of the Inter- 1 law demands. The required 
national Labour Organisa- service as clearance from the protector 


tion (ILO) but in recent years 
he has tended to be an oil 
company executive. Well, 
it's a sort of worker. 

Details on the conditions 
of employment in Saudi 
Arabia are not hard to come 
by. When a worker arrives 
from abroad he or she has 
to surrender a passport and 
thereafter cannot leave, or change work, or 
ask for improvement in wages and condi- 
tions. In theory, children younger than 13 
cannot work, but the Saudi Labour Minis- 
try can waive this rule. 

Wages are not determined by a labour 
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Filipino worker in Saudi: exploited. 
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virgins. They 
do not leave 
it in that 
state 
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of emigrants in New Delhi 
has been obtained illegally 
by the recruiting agent in 
India by producing a con- 
tract of a different firm and 
the visa clearly shows a dif- 
ferent firm. The employees 
were told by the agent to tear 
up the agreement copies as 
soon as they were airborne. 
None of my colleagues wants to report the 
matter to the authorities as they are also af- 
raid of losing their jobs. 
"We work nine-and-a-half-hour days 
and six days a week, out of which one-and- 
a-half hours are without any payment of 
overtime. We also work five-and-a-half 
hours at a stretch, which is now permitted 
by law." When scandals about the treat- 
ment of Indian workers hit the Indian press 
in the mid-1980s, the government said it 
would appoint labour attaches to the Gulf 
states to help Indian workers. If any were 
sent, the effects have been very limited. 
The Iraqi invasion, crisis and then war, 
have exposed even further the cruelty of 
the employment system of the Gulf states. 
Hundreds of thousands of workers have 
been prevented from leaving the region, 
denied the most basic human right of sav- 
ing their own skins. The estimated 4 million 
foreign workers in Saudi Arabia, Oman 
and Qatar have been told they cannot re- 
turn home. In Saudi Arabia the authorities 
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refused at first to issue gas masks to foreign 
workers. While rich Kuwaitis lolled around 
their summer homes in France, Spain, and 
Egypt, they left behind 60,000 Bangladeshi 
and Sri Lankan housemaids, cooks, and 
cleaners who suffered first the Iraqi occupa- 
tion, and now the B52 carpet bombing. 

The state of labour rights in the region 
has never been a secret but no Arab labour 
organisation or Arab government has taken 
up the issue on the grounds of inter-Arab 
solidarity. Effective publicists for Palesti- 
nian labour rights can provide books of evi- 
dence about exploitation of Palestinian 
workers in Israel or the occupied territories 
but are silent about abuse of Palestinian 
workers in Kuwait or other Arab countries. 

Asian governments, too, have turned 
a blind eye to the exploitation of their 
own nationals, such is their desperation to 
secure foreign currency earnings. Interna- 
tional trade union confederations had no 
presence or little interest in the region and 
usually their labour rights campaigns have 
needed some internal purchase, such as the 
labour revolts and organisation seen in 
recent years in Poland, South Africa, or 
South Korea. Most Arab union confedera- 
tions belonged to the Moscow-based World 
Federation of Trade Unions which was 
never critical of suppression of workers’ 
rights in any of its affiliated countries, two 
of which are Iraq and Kuwait. 

In the UN agencies which concern 
themselves with human or worker rights 
the Arab countries have formed a common 
bloc, usually with Asian governments, to 
prevent discussion of the brutalities of their 
internal labour systems. The ILO has heard 
a thousand speeches from orators of differ- 
ent politics condemning the cruel treatment 
of workers, or the flouting of ILO conven- 
tions by white South Africans, Zionist Is- 
raelis, Or communist governments, but it 
has needed a full-scale war before concern 
about workers in the Gulf is heard. 

That the US and its allies do not men- 
tion human or labour rights as part of the 
reason for going to war has already been 
well noted. It is a major difference by com- 
parison with the case mounted by 
Roosevelt, or even Woodrow Wilson, who 
justified their war aims with the 14 points 
of national freedom in 1918 or the four free- 
doms of the Atlantic Charter in the 1940s. 

Almost the first act of the American ar- 
mies upon their overthrow of Nazism and 
Japanese militarism was to permit free la- 
bour organisations. They later sought to re- 
strict radical Japanese and German trades 
unionism, but the moral acceptance of the 
destruction of war, even by the defeated, 
was based on the emphasis on establishing 
democratic rights — a plank noticeably 
missing from Bush’s Gulf policy. * 
Denis MacShane works for the Geneva-based 
International Metalworkers Federation and 
writes on labour affairs. 
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| Asian giants set to resume land trade after 30 years 


Himalayan warm-up 
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By Hamish McDonald in New Delhi 


ome time after the snows melt in the 

Himalayan passes this May, the two 

Asian giants of India and China will 
resume direct land trade after a break of 30 
years, probably through the tiny Indian 
town of Garbyang, Uttar Pradesh, whose 
outside contacts in the interval have been 
restricted to trekkers, soldiers and religious 
mystics. 

Trade volumes are not expected to be 
high, given the terrain over which goods 
will have to be lugged to the frontier and 
the poverty of the local people. The area 
has also been one of the more peaceable 
sectors of the border, in contrast to the 
stretch in the eastern corner where the 1962 
Sino-Indian War was fought and a sudden 
military build-up in 1986-87 threatened 
another. 

However, the resumption of land trade, 
agreed during Indian Foreign Minister 
V. C. Shukla's 1-6 February visit to Peking, 
is a highly symbolic step in the slow ascent 





a ENN lc 
- " ef + 


d 


Shukla in Peking with counterpart Qian Qichen. 


to a normal relationship between India and 
China. That this actually began 15 years 
ago, with the return of full ambassadors to 
each other's capitals, shows the valleys of 
mistrust between two countries that should 
have little reason to get in each other's way. 

Since former prime minister Rajiv Gan- 
dhi's ice-breaking trip to Peking in De- 
cember 1988, the pace has quickened. For- 
eign ministry heads formed a joint working 
group on the most contentious issue, the 
undemarcated 4,500 km border. This could 
be a long process, but officials say they 
have taken a "forward-looking" attitude 


FAR FASTERN FOONOMIC REVIEW 





and are defusing military frictions on the 
ground: local Indian and Chinese com- 
manders held their first meetings in Nov- 
ember. A second initiative is a joint ministe- 
rial group to promote economic, trade and 
technological exchanges. This convened in 
Peking at the same time as Shukla's visit, 
attended by Indian Commerce Minister 
Subramanian Swamy. 

As well as the border trade, this year 
should see further developments flowing 
from the Peking meeting. The border com- 
mittee will meet again before June. India 
will open a consultate in Shanghai and 
China one in Bombay. Possibly, late in the 
year, Chinese Premier Li Peng will visit 
India, the first visit by a Chinese head of 
government since the late Zhou Enlai came 
here in 1960. 

Swamy may have a harder battle with 
his declared aim of lifting annual bilateral 
trade from the current US$80 million to 
US$300 million a year from now, and to 
US$1 billion in three years. Indian exports 
to China are mostly iron and chrome ores, 
eee, » With China shipping silk and 
ENS" silk yarns. Apart from this, 

| the two economies produce 
much the same range of 
goods with few obvious com- 
plementarities. Officials have 
identified some technologies 
for swapping, in seed varie- 
ties and steel-making, but 
this is unlikely to involve 
much money. 

But in the political sphere, 
conditions are ripe for greater 
warmth. On the Chinese side, 
the 1989 Tiananmen crack- 
down led to a greater em- 
phasis by Peking on relation- 
ships with its neighbours and 
with China's neglected "con- 
stituency" in the developing 
world. The easing of Sino- 
Soviet relations has also lowered inhibitions 
on both sides. India's recognition of the 
Phnom Penh government no longer grates 
so much. And with Soviet troops out of Af- 
ghanistan and Muslims restive in Xinjiang, 
Peking has come to share misgivings about 
Pakistan's promotion of radical Islamist 
groups among the Afghan mujahideen. 

China has long been a source of support 
for the smaller Subcontinental nations fear- 
ful of an overbearing India. Along with 
Pakistan, Bangladesh and Nepal, it has re- 
cently added Burma to its list of clients for 
military equipment and vital supplies. In- 
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dian officials said that Chinese efforts to 
cultivate these countries are unlikely to 
diminish because of better relations with 
India. But the Chinese had not been play- 
ing an explicitly anti-Indian role and had 
been telling other regional countries of their 
wish to improve ties with India. 

New Delhi seems relatively sanguine 
about China’s ties with Pakistan. Peking 
has refused to be drawn into the Kashmir 
dispute. Its military supplies to Pakistan are 
not of a technological level to cause much 
worry. Even its overt help with missile 
technology, and feared if not substantiated 
help with nuclear weapons development, 
cause little alarm in India. 

Although the Chinese nuclear arsenal is 
routinely cited as the main reason India 
cannot enter a bilateral nuclear arms ban 
with Pakistan, this dimension is entirely ab- 
sent from the Sino-Indian dialogue and is 
likely to remain so. China has always re- 
fused to enter discussions of this kind, and 
it is sometimes hard to escape the feeling 
that New Delhi prefers things this way. 

The situation in Tibet also encourages 
China to build up goodwill in New Delhi. 
India’s decision to give the Dalai Lama and 
his followers a sanctuary at Dharmamsala 
after their flight from Lhasa in 1959 greatly 
exacerbated relations at the time and fed 
the border tension that led to the 1962 war. 
New Delhi's distinction between the Dalai 
Lama’s spiritual function, which it allows 
him to exercise in India, and his political 
campaigning, which officially it does not, 
has always been difficult for Peking to 
accept. 

The Indian approach has been put 
under greater stress lately with the wave 
of anti-Chinese unrest in Tibet, the sym- 
pathetic ear in Europe for the Dalai Lama’s 
recent proposals for a form of Tibetan 
independence in association with China, 
and the emergence of vocal young Tibetans 
who stridently reject the restraints of 
Indian hospitality on their anti-Chinese 
activity. 

The agonising question of Tibet greatly 
expands the risks arising from the unsettled 
border. A proposal for a pragmatic and 
apparently mutually beneficial resolution of 
the border question has been on the table 
from China since 1982. This is essentially to 
accept the existing lines of control more or 
less as the permanent boundary, with 
China getting the Aksai Chin sector of 
Ladakh it occupies. This has little strategic 
use to India, and few people in it, but con- 
tains a road linking Tibet and Xinjiang 
which is important to the Chinese. In the 
eastern sector, recognition of the famous 
1914 McMahon Line would affirm the 
boundaries of India’s Arunachal Pradesh 
state, which has about 1 million people. But 
a deal like this might require an Indian 
leadership with a strong popular mandate 
— something it is hard to see in India’s im- 
mediate future. Li 
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PHILIPPINES 


Latest talks leave future of US bases unresolved 


lime and money 


By John McBeth in Manila 


espite a partial breakthrough, en- 
gineered in an almost desperate 
flurry of last-minute activity as an 
exasperated US delegation prepared to 
leave for home, the intertwined issues of 
compensation and lease duration still re- 
main the major obstacles to a new agree- 
ment following the fifth round of talks over 
the future of US bases in the Philippines. 
The outwardly optimistic language in 
the final communique gave little indication 
of what may have otherwise been a near- 
breakdown in the negotiations. “Both sides 
believe that to have progressed to a point 
wherein they could actually exchange pro- 
posals on compensation is a clear indication 
of how close they are to a final agreement," 
the statement concluded. 
The US offered US$360 million a year as 
part of a new accord, but held out the pros- 
pect of a range of other benefits depending 
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Manglapus and Armitage: optimistic. 


on how long they can stay. The Philippines 
want an annual US$825 million for a seven- 
year lease — US$400 million in cash and 
US$425 million in as yet unspecified debt 
reduction and in trade concessions, includ- 
ing an increased textile quota. The US$400 
million would be used to support a bond 
issue Manila hopes will be subscribed to 
by Japan, the six Asean states and possibly 
Saudi Arabia as a contribution to future 
overall regional stability. The money raised 
will then be used to finance a buy-back of 
part of the Philippines’ overseas debt, now 
running at about US$28 billion. 

Asean diplomatic sources said they have 
not yet been formally consulted on Manila’s 
burden-sharing concept, but analysts be- 
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lieve there may be linkages to Foreign Sec- 
retary Raul Manglapus' call for a dialogue 
on regional security made at the Asean for- 
eign ministers' meeting in Jakarta last July. 
Given the gulf that still separates Ameri- 
can and Philippine negotiators and the 
complexities of the US budgetary process, 
the two sides have agreed to hold bilateral 
technical consultations in Washington be- 
fore the end of February to work out an ac- 
ceptable formula on compensation and du- 
ration. "What we have to try and do is to 
educate them in the political realities 
there," one US official said. That is not 
going to be easy at a time when Washing- 
ton is distracted by events in the Gulf and 
Filipino anti-bases critics — among them 
senators who must ratify a new accord — 
sense the prospect of a sell-out. Apart from 
the amount of money involved and Wash- 
ington's continued insistence on a 10-12 
year lease, another complication is Manila's 
demand for firm guarantees on compensa- 
tion rather than the "best efforts" pledge 
the US said it is locked into by congres- 
sional constraints. Other outstanding issues 
on defence cooperation, including joint-use 
arrangements for Clark and Subic and a re- 
vised Status of Forces Agreement (SOFA), 
can probably be resolved without the 
necessity of holding further face-to-face dis- 
cussions, Philippine and US officials said. 
The break in the impasse came as Man- 
glapus and US senior negotiator Richard 
Armitage met for a final discussion after the 
scheduled conclusion of the latest round of 
talks on 15 February. Sources said Armitage 
exerted pressure to resolve the issue of 
criminal jurisdiction in SOFA, a particularly 
sensitive subject because it goes to the heart 
of Philippine sovereignty concerns. The 
two sides haggled into the night and for 
several hours the following morning before 
they finally agreed on an arrangement 
under which the Filipinos can reserve the 
right to question the issuance of active duty 
certificates, which they feel have been used 
to protect US servicemen accused of crimes. 
Until these last-minute talks the outlook 
for any compromise was grim. US officials 
had complained they did not know 
whether the Philippines was prepared to 
make a "realistic" deal and accept condi- 
tions they said they cannot move from if 
they are to comply with their own laws. The 
REVIEW was told at one point by a frustrated 
US official that ^we're tired of coming here. 
There will be opposition to us coming back 
unless a deal is going to be done." 
The talks were held against a back- 
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behind-the-scenes manoeuvring 
xa hint of intrigue. Although it 
inreported in the local press, new 
tive Secretary Oscar Orbos met a 
US diplomat for three hours on 12 
ary in what was the first visible sign 
igher-level involvement in the negotiat- 
process. Armitage is believed to have 
. sat in on parts of the session. Orbos has be- 
-come President Corazon Aquino's main 
"trouble-shooter, and diplomatic sources 
` said he is not only adopting a more prag- 
inre approach. but also encouraged the 





























-in the talks. The fact Aquino later issued a 
v statement underlining the Philippine posi- 
tion on the duration of a new agreement — 


S the en rst time she has done so — supports 








! urces at the presidential Malacanang 
_ Palace acknowledged Orbos played an “ac- 
~ tivist” role and said there were close con- 
~ tacts between the palace and Manglapus as 
. the talks proceeded — something that ap- 
¿pears to have been missing during earlier 
rounds. Officials also denied reports 
 emanating from within the Philippine dele- 
-gation that Health Secretary Alfredo 
Bengzon had tried to resign from the panel, 
but was dissuaded from doing so by 
Aquino. A P anti-bases advocate 
whose influence Orbos has appeared to un- 


dercut, Bengzon has long been regarded 


with deep reservations by the Americans. 

Because the question of compensation 
has only just been touched on, US 
negotiators said they were forced to lay 
their cards on the table sooner than they 
would have liked. With the 1992 budget 
now before the US Congress, the US$360 
million they finally settled on had to be 
quickly inserted in a companion congres- 
sional presentation document which out- 
lines foreign aid proposals on a country-by- 
country basis. The compensation package 
itself includes a proposed US$200 million in 
military assistance and US$160 million in 
economic aid — something Manila objects 


to because it said it alone should decide | 
how the compensation is to be utilised. - 
Another US$160 million has been ear- | 
marked for a so-called Multilateral Assist- | 
ance Initiative, though the US noted it is - 
not part of any bases deal. In pushing their | 
case, Philippine officials said a regular and — 
predictable infusion of capital is necessary if - 
the proposed bond issue is to get off the - 
ground. Aquino said new money was 
necessary to shore up the country’s interna- - 


tional reserves, stabilise the local currency, - 
improve the investment climate and prom- | 
ote more employment, and added it should 


be given “without the burden of condi- 


tionalities." E 





BANGLADESH 


Post-election regime will face daunting hurdles 











he e that comes to power after 
the 27 e lao general elections will 
e inevitably face horrendous'economic 
“hurdles: worsening fiscal and trade deficits, 
-spiralling inflation and unemployment. Yet 
“the sound and fury of the campaign have 
been so removed from reality that none of 
the parties have come up with workable 
Solutions to these daunting problems. 
Instead, the major political parties have 
been hitting the hustings promising the 
electorate that all will be well if they come 
to power, as though the pursuit of power 
-were an end in itself. The campaign drama 
has. a farcical sub-plot: the trial of former 
. president H. M. Ershad on corruption 
-charges and the obvious attempts by the ac- 
1 to delay the hearings probably until 
“the elections. The elections were 
caused by Ershad's resignation 
ber after a popular uprising 















rice of power 


are major campaign themes, the real issue in _ 


the campaign is not this election at all. 
Rather, it is the presidential election in June 
— which under the current constitution 
has to be held within six months of an in- 
cumbent presidents resignation. Given 


Bangladesh's history since 1975, when rule | 


by an executive president — elected or 
otherwise — turned into an authoritarian 


regime, there is considerable support for a | 
return to the Westminster-style parlamen- _ 


tary system that existed between late 1971 
and 1975. 


The leading proponent of parliamentary | 
supremacy is Sheikh Hasina Wajed, leader | 
of the Awami League. As the country’s old- : 


est and best organised political grouping, 


the Awami League has a history of | 


parliamentary tradition. However, the 
Bangladesh Nationalist Party (BNP) — the 
Awami League’s main rival for power — 
favours the presidential system, ostensibly 
because it can capitalise on the personal 
popularity of its leader, Khaleda Zia. 
While the issue of the preferred form of 
constitutional regime is moot, in order to 
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najority in the next parliament — an un- 
ikely prospect. In the event of a June pre- 
sidential election, Hasina and Khaleda will 
. most likely be in the contest with their own 
` peculiar party and personal strengths. 
|. Two recent opinion polls — one held in 
-]ate January and the other between 6-11 
‘ebruary — indicate that no party is likely 
to emerge with a clear majority in the elec- 
tions. In that event, Bangladesh could be 
aded for a shaky coalition regime. By 
mid-February some independent Observers 
had noticed a mild swing to the BNP in the 
al areas. However, these areas have long 
xen strongholds of the Awami League, 
whose well-oiled machine could well come 
into play by election day. Moreover, a 


- crowded field of 69 parties and 2,782 candi- 


witch back to the Westminster syle t = ih a dátes y vying dor 300 seats could ld split the r 


. pular vote, which in turn is likely to benefit 





the Awami League. 

Ershad's Jatiya Party, despite its ig- 
nominous departure from power two 
months ago, is fielding 270 candidates. It 
has become the butt of public ridicule be- 
cause the party now cannot muster enough 
supporters to hold public meetings and ral- 
lies. Meanwhile, Ershad who remains the 
head of his party despite his detention, is 
fighting his several legal cases at a special 
tribunal. A 16 February hearing on charges 
of possessing illegal firearms had to be 
postponed because of Ershad's ill health. 
The former president's lawyer claimed his 
client was suffering "a complete nervous 
breakdown, accompanied by high blood 
pressure, asthma and stomach sickness." 
Despite the publics clamour and the in- 





- Indonesia and Malaysia in dilemma over Gulf 
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popular ^ Muslim reaction to the Gulf 
War is exerting considerable, and 
JM. some say not fully anticipated, pres- 

ure on the governments of Malaysia and 
onesia. But neither the Kuala Lumpur 
r Jakarta government is in a position to 
tance itself too far from the multinational 





though far enough from the conflict to 
stified in maintaining a low diplomatic 
file, Jakarta has been goaded into join- 
-efforts by non-aligned countries to 
earch for a solution. Analysts see this as a 
rare case of domestic pressures driving for- 
-eign policy. 
5 “The government was unprepared for 
the speed with which news of the war- 
affected public opinion," said Marzuki 
larusman, a member of parliament. In- 
onesia was not originally invited to the 
d-February non-aligned talks in Belgrade 
‘an invitation was sought after domestic 
ics claimed the government was missing 
ne opportunity to participate in peace ef- 
At the end of January, Foreign Minister 
‘Alatas managed to sidestep questions 
m a parliamentary foreign affairs com- 
sion on whether Indonesia sided with 
the allies. Within the Foreign Ministry there 
is growing unease about the conduct of the 
yar, in particular the destruction of Iraq. 
Nevertheless, President Suharto is firmly 
“sticking to a policy of condemning Iraq's in- 
-vasion of Kuwait and tacitly supports the 
UN resolution sanctioning the use of force 





slamic sympathies 


to bring about a withdrawal. 

Malaysia has been put in a more awk- 
ward position by its participation in the UN 
Security Council session which passed Re- 
solution 678 (the resolution ostensibly jus- 
tifying the allied action). Although it had 
the option to abstain, pressure was success- 
fully brought to bear on it to vote for the 
resolution — a fact which makes domestic 
criticism of the war more painful for the 
government. In response, Malaysia's per- 
manent representative at the UN, Datuk 
Razali Ismail, has strongly criticised the 
"alarming escalation" of military force be- 
yond what Malaysia considers were the 
original objectives of the UN resolutions. 

In both countries popular opinion seems 
baffled by the scale and intensity of the mi- 
litary offensive against Iraq. Despite a per- 
ceived monopoly of coverage by the US 
media, television news bulletins have 
brought home the devastation of lraq's 
infrastructure, its economic potential, and 
the loss of life. In Indonesia, where support 
for any Third World underdog is firmly 
rooted in latent nationalism, these images 
have distorted popular perceptions of Iraq. 

Mindful that anti-war sentiments could 
spill over into domestic unrest, the govern- 
ment has appealed for calm. Most state- 
ments have sought to play down the religi- 
ous and racal aspects of the conflict. In 
mid-February, a resolution on the Gulf War 
tabled by 56 MPs which seemed partially at 
variance with the government's position 
was seen as an attempt to tone things 
down through a controlled release 
of emotion. Armed forces chief Gen. Try 
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trials, ea cases will likely drag on. 

This development has inevitably given 
more campaign ammunition to political 
parties bereft of real issues. In the free-for- 
all campaign the parties are also accusing 
their rivals of violating a code of conduct 
prepared by the Election Commission. The 
16-point code asks the parties for tolerance 
for others' views and to refrain from resort- 
ing to the ' "wanton use of money and mus- 
cle power." By their very nature, infringe- 
ments of the code are difficult to monitor 
and the Election Commission can do little 
to enforce the code effectively. A rare and 
encouraging sign of the campaign has been 
the relative lack of violence, at least by 
Bangladeshi standards. The death toll has 
been less than 10 and the injured have 
numbered a few dozen. E 





Sutrisno even called on the military not to 
become emotionally involved. 

The press has also been asked to restrain 
its comments on the war. One daily had 
been running a special telephone hotline 
allowing readers to call in with their com- 
ments which were then printed in a col- 
umn entitled "Gulf Bomb." "The drivers of 
Tanjung Priok are ready to help Saddam," 
said one caller in late January. "Bravo Sad- 
dam Hussein, scorch the Zionist earth," 
said another. 

Similar efforts to divert public attention 
from the religious aspects of the war have 
been under way in Malaysia. Prime Minis- 
ter Datuk Seri Mahathir Mohamad held a 
dosed door session with divisional leaders 
of his United Malays National Organisation 
on 9 February, to brief them on the govern- 
ment position on the Gulf. The message 
he asked to be sent back to the grass- 
roots is that this is no "jihad," or holy war. 
Saddam Hussein was not waging an Is- 
lamic crusade but using Islam to enhance 
his own power, Mahathir is reported to 
have said. 

Measures such as these may help to pre- 
vent emotions about the war impacting on 
domestic stability. But both countries have 
also to consider how far they can afford to 
lean away from support for the allied coali- 
tion for economic reasons. 

In Indonesia, the proximity of an annual 
meeting of donors where aid for the com- 
ing year is fixed, has made officials aware 
that Washington could well exert pressure 
via its own, or other allied. country's aid 
commitments. “The danger of an anti-US 
position is in the back of the minds of most 
economists, technocrats and some of the 
military," said an international affairs ex- 
pert. The military faction in parliament 
has stressed that it was Iraq which started 
the conflict. Even so, few statements which 
could be considered supportive of the 
allies have been. given poe in the 
press. diu ee | 
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PHILIPPINES 1 


Aquino takes on the Manila media barons 


Watchdogs or vultures? 


By Rigoberto Tiglao in Manila 


or President Corazon Aquino and 

her administration, the press phoe- 

nix that emerged out of the ashes 

of media censorship in the Marcos- 
era has inexplicably degenerated into 
a vulture feeding on government's weak- 
ness and on the decay of Philippine so- 
ciety. 

Her decision to enter the witness box in 
a libel suit against popular columnist Luis 
Beltran and the Philippine Star, reflected 
deep-seated animosity towards the news 
media as well as surprising personal insec- 
urity. She has minced no words in criticis- 
ing what she termed the “sometimes abu- 
sive and sometimes licentious press. Not 
only is it contentious; it is, at best, critical — 
of organised government, of history, of hu- 
manity itself.” 

For Philippine journalists, the relation- 
ship between society and the press is 
the reverse of that suggested by 
Aquino. The change since the Mar- 
cos era amounts to the re-emergence 
of an effective fourth-estate more 
able to pursue the public interest 
than most branches of government. 
“We have played a watchdog role, 
helping the government but also 
pointing out its excesses,” says 
Eugenia Apostol, founder and 
former publisher of the Philippine In- 
quirer, the second-biggest morning 
daily. 

There has clearly been a re- 
surgence of the Philippine press 
under the Aquino administration. 
From only 11 broadsheets and tab- 
loids during most of the Marcos 
years, there are now 30 (12 broad- 
sheets, 14 tabloids, and four Chinese- 
language newspapers). This, how- 
ever, is not unique in Asia: Jakarta has 33 
dailies, Bangkok has 20, while Seoul has 21. 
Philippine newspapers, moreover, boast a 
very limited readership compared to those 
of other Asian countries. 

The Manila press, however, has two 
quite obvious distinctive features. The first 
is that all of the broadsheets (except a small 
one which is on the brink of closing down) 
are in English, with even most of the ta- 
bloids adopting a mix of English and Pilipino 
reportage. The second is the perception 
that the Manila press is not only the freest, 
to the verge of being the most unruly, but it 


28 FEBRUARY 1991 


Beltran (right) in court: deep-seated towards press. 


also appears to be quite adversarial to gov- 
ernment. 

The press has had a powerful, but not 
always positive, influence on the Aquino 
administration’s actions and agenda. An 
unprecedented wage rise in 1989 was 
triggered by an inaccurate news report on a 
trade union centre’s wage campaign. The 
agrarian reform programme all but bogged 
down, costing the secretary of agriculture 
his job, after headlines screamed for weeks 
last year about anomalies in the valuation 
of land to distributed to farmers. 

The 1987 privatisation plan for Manila 
Electric Co., the Soriano family’s attempt to 
regain full control of San Miguel Corp. in 
1986, and a major petrochemical complex 
project all had to be aborted because of 
media exposes. Petrol prices had to be roll- 
ed-back because .of a media outcry a day 
after they had been raised. 

Political fortunes in the Philippines 
have become increasingly dependent on the 





Manila press, with most ambitious politi- 
cians having their own well-oiled public re- 
lations machines. Former Marcos crony 
and likely contender to the 1992 presidency 
Eduardo Cojuango is said to have re- 
marked to foreign correspondents that the 
press will be a critical factor in the 1992 elec- 
tions. Speaker Ramon Mitra’s ambitions for 
the 1992 presidency suffered a major set- 
back as a result of press reports that he had 
distributed a 2100,000 (US$3,555) bonus 
among members of the House of Represen- 
tatives. 

Former trade and industry secretary Jose 
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Concepcion was sacked less for his incom- 
petence than because of media reports al- 
leging conflict of interest with his family’s 
ownership of a food conglomerate. Even 
the phenomenal rise of Executive Secretary 
Oscar Orbos, who has suddenly become a 
potential contender for the 1992 elections, 
has been attributed to his extraordinary 
rapport with normally antagonistic report- 
ers and columnists. 

Aquino's libel suit against a columnist is 
itself a recognition of, and reaction to, the 
influence of the press on public opinion. 
The propaganda machine Marcos had built 
up over 14 years has remained virtually in- 
tact, with Aquino's press secretary main- 
taining a bloated staff of 3,000. Yet the 
current press secretary, Salvador Gomez, 
daims that rancourous media criticism of 
the Aquino administration is the result of 
a campaign waged by Imelda Marcos 
loyalists. 

The Aquino government's animosity to- 
wards a press viewed as becoming 
increasingly licentious is shared by 
politicians across the board. Some of 
the more notorious libel suits (in 
many cases withdrawn after the 
journalist's apology) include: oppo- 
sition Sen. Juan Ponce Enrile's son's 
suit against the tabloid Abante; pro- 
Aquino Sen. Heherson Alvarez suit 
against the Inquirer, and Aquino's 
sister-in-law, Margarita Cojuangco's, 
four libel suits against several jour- 
nalists, which has dragged on since 
1987. 

The Philippine press, though, is 
a puzzle that defies elucidation by 
common models. Although there 
are 26 dailies, most started only after 
the 1986 change in government, and 
only one media group, the Manila 
Bulletin Publishing Corp., so far ap- 
pears to be commercially viable. Most of the 
others have posted only insignificant pro- 
fits, while two of the most hard-hitting 
dailies, Daily Globe and Manila Standard, 
have been in the red in their three years of 
operation. | 

Given the professionalism of several 
outstanding Filipino journalists and the re- 
liability of on-the-spot reportage in local 
papers, ivory-tower assessments that Mani- 
la journalists are immature and at worst 
corrupt simply do not hold water. 

"The press is an institution that simply 
reflects Philippine society — alleged corrup- 
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tion after all is not unique to the press,” 
says Alejandro Roces, president of the 
Manila Bulletin, by far the largest news- 
paper with a daily circulation of 250,000. 
While that may sound platitudinous, 
the Manila press indeed hews closely to the 
overall structure of post-Marcos politics and 
business, making it a prism through which 
to understand power politics in the coun- 


The survival of huge formerly pro-Mar- 
cos, now pro-Aquino, newspapers in com- 
petition with those that either grew out of 
the anti-Marcos movement or were set up 
by business groups under Aquino’s presi- 
dency, mirrors the fact that Marcos-era 
oligarchs have survived and flourished 
alongside newer power groups. The same 
structure explains both the volatility of 
Philippine politics and the liveliness of the 
press. 

Manila's newspapers fall into four basic 
categories, distinguished by history, own- 
ership and, of course the extent to which 
they have chosen to confront the Aquino 
administration or toe the line in the in- 
terests of a quiet life and profitability. 

The media's claim to play a true watch- 
dog role is best supported by the newspap- 
ers that emerged out of the middle-class 
opposition to Marcos, though only two 
such journalist-owned newspapers remain 
today. One is the Inquirer, with an esti- 
mated circulation of 180-200,000. 

It was founded mainly by magazine 
writer Eugenia Apostol who unsuccessfully 
tried to turn the daily into a journalists' 
cooperative (the result was corporate 
squabble which ended up with a single 
executive acquiring roughly half of the 
firm's shares). The other newspaper in this 
group is Malaya, a quality daily founded by 
advocacy-journalist Jose Burgos but now 
owned by Amado Makasaet, a business 
journalist. 





The second category consists of the 
business-owned newspapers. The biggest 
of these is the Manila Bulletin group, which 
includes the largest-circulating broadsheet 
Bulletin, the tabloids Tempo and Balita and 
several magazines put out by a subsidiary. 
The group's dailies have a combined circu- 
lation of at least 500,000. The Bulletin's role 
is as dominant in the industry as it is 
anomalous: it had been a Marcos-controlled 
newspaper that built up its hegemony 
under martial law but has ended up being 
run by Chinese-Filipino magnate Emilio T. 
Yap. 

Yap's success in turning the Bulletin into 
an important political and business power 
lever has prompted other empire-building 
attempts, though none have been as profit- 
able, or as influential. The book-store, real- 
estate and oil-expoloration magnate Al- 
fredo Ramos in 1988 set up the Daily Globe. 
Manufacturing and retailing tycoon John 
Gokongwei purchased Manila Times in 1988 
from the old newspaper owning Roceses 
family, while the Sorianos and Ibazetas of 
San Miguel Corp. bought the Manila Stand- 
ard. A mix of Chinese-Filipinos, Spanish 
mestizos and pre-martial law business 
oligarchs such as the Eugenio Lopez family 
and the Roberto Villanueva management 
group set up the Marila Chronicle in 1986. 

A few business elites have even bet on 
two newspapers: former Ayala Corp. head 
Enrique Zobel — who during the Marcos 
years held a 9% stake in the Bulletin group 
— has a 30% equity in Business World and 
(through his son Inigo) a 50% holding in 
Newsday. The controversial young plastics 
magnate William Gatchalian has a stake in 
the Star Group of publications, while his 
minority holding in Philippine Commercial 
International Bank gives him an interest in 
the Chronicle and in the Times. 

The third category of Manila broadsheet 
dailies straddles the boundary between the 


journalist-owned and business-controlled 
newspapers. One is the Philippine Sta: 
group of publications, controlled by avid 
Aquino-supporter Betty Go-Belmonte. Go- 
Belmonte belongs to a media family: he1 
father ran a journal catering to the Chinese- 
Filipino community. She herself, however, 
has since taken in business partners such as 
Gatchalian and Raul Concepcion. 

The fourth category is an anomaly: The 
Journal group of publications owned by 
Philippine Journalists Inc. While its broad- 
sheet The Journal has an insignificant circu- 
lation of less than 20,000, its tabloids, 
People's Journal and People’s Tonight, have 
dominated the market with a combined 
circulation of 400,000. The group came tc 
prominence under the control of Imelde 
Marcos' brother Benjamin Romualdez, but 
the Aquino government took control when 
the Presidential Commission on Good Gov- 
ernment sequestered the company in April 
1986. 


he four types of Manila news- 
papers make up a microcosm of 
Philippine business politics. The 
Journal group is representative of 
the significant sector of the economy con- 
sisting of sequestered firms or enterprises 
foreclosed by government banks. 

The Bulletin conglomerate represents 
that faction of Philippine businesses which 
expanded rapidly under Marcos’ blessing 
but have since opportunistically become 
pro-Aquino. The business-owned dailies 
symbolise the efforts of the anarchic Philip- 
pine capitalist class — a big part consisting 
of Chinese-Filipinos — to acquire clout in a 
society where political power is crucial for 
profit-generation. Lastly, the journalist- 
owned Inquirer and to some extent the Star 
and Malaya, represent a professional mid- 
dle class now divided in its allegiance to the 
Aquino administration. 


S bud . Only hours after the company bought into a prominent 


ila daily and then again complained about the delay, the 


Columns of calumny 


Obsessed with opinion at the expense of reportage, Philippine 
newspapers may be a reflection of their society, but in a world 
where the columnist is king and journalism often becomes a 
means to an end, they are a poor breeding ground for the aspir- 
ing young reporter. “The small pool of talent we have is spread 
.. far too thinly,” says one media critic. "What we need are five 
. newspapers — not 28.”  . 
_ There is a good reason why journalism has failed to prosper 
. the way it should have under the Corazon Aquino administra- 
tion. Unlike those of many countries, Philippine newspapers 
are not part of news conglomerates. With one or two excep- 
tions, they are the secondary properties of businesses whose 
aim is to promote their commercial and political interests. 
Take the case of one conglomerate, which had tried for eight 
months to get telephone lines installed in a newly built sweater 
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factory got its phones. Little wonder that the wealthy family 
which owns the newspaper sees it as more of an instrument of 
influence and social standing than a source of information. 

Little wonder also that, like many other newspaper prop- 
rietors, the conglomerate is willing to go on losing money while 
other newspapers around the world fall by the wayside in the 
face of electronic competition. "Owning a newspaper is armour 
to protect you from attacks," says Press Secretary Tomas 
Gomez. “I really don't know where the money is coming from.” 

How this situation can continue is open to question, but as 
long as it does, journalism will suffer. There are far too many 
newspapers and too few readers. The estimated 7% of the 
people who buy a newspaper are mostly from the middle and 
upper classes with a focus that fades on the outskirts of Manila 
and again in Los Angeles. 

Unless it is the US bases, there is little or no attention to the 
real social issues of the day. The rural Philippines is dispatched 
in a column of briefs and only becomes news if there is a big 
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Aquino’s perception of a 
consistently hostile press 
seems to be contradicted by 
the complex structure of Mani- 
las print media. The three 
openly pro-government news- 
paper chains, the Bulletin, Jour- 
nal, and Star groups, dominate 
both the broadsheet and the 
tabloid markets accounting for 
at least 60% of total circula- 
tion of national dailies and 
40% of advertising revenue. 
Yet these pro-government 
newspapers, particularly the 
extremely profitable Bulletin 
group, have done little to 
raise journalistic standards. 

On the other hand, the 


dominance of the pro-government news- 
papers has created a challenge for newer 
newspapers — most of which have been 
forced to follow the opposite tack: a shoct- 
from-the-hip reportage of the Aquino ad- 
ministration’s weaknesses and faults, often 
bordering on sensationalism. Ironically this 
approach often reflects Philippine reality, 
increasingly so as the Aquino euphoria has 


faded. 


The Daily Globe and the Manila Standard, 
for instance, have jumped on nearly every 
controversy that has undermined the gov- 
emment’s credibility. Editorial policy at the 
Inquirer has gone even further in seeking 
readership by anti-Aquino sensationalism. 
The newspaper headlined a news report in 
1989 claiming that government was plan- 
ning to raise rice prices from around P10 to 
P21 per kg. The report was wrong, but 
served to trigger hoarding and panic buy- 


ing for several days. 


In contrast with the staid and cautious 
reportage of the Bulletin, the Inquirer also 
pionered the era of highly paid political- 
gossip columnists. This led to a columnists' 
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boom in which writers like Beltran jumped 
from one newspaper to another. Beltran 
sees the dominance of columnists as being 
partly due to stranglehold established by 
wealthy pro-government newspapers on 
the supply of trained and competent repor- 
ters. "They [government] have all the 
machinery at their disposal while struggl- 
ing newspapers have had to rely on new 
reporters," Beltran told the REVIEW. “[Politi- 
cal-gossip] columnists are only filling the 
vacuum," he explained. "We don't have 
the resources to get the complete data so 
we have to rely on tidbits of informa- 
tion." 

While the pressure for sensational re- 
porting may have been a natural outgrowth 
of political change, it has also been the re- 
sult of basic changes in print ownership 
and profitability as compared to the pre- 
martial era, considered to be "the golden 
age" of Philippine journalism. Here the 
main problems are that too many newspap- 
ers have emerged, while too many owners 
are in the media business for reasons that 
have nothing to do with journalism. 








E E 







LN as l oa l msa oas | ni 


INH AXO 


“For most owners now, a 
newspaper is simply an expen- 


sive gun in the holster,” former 
Standard editor Rod Reyes ex- 
plains. Sources claimed that 
Yap in 1989 had removed his 
business editor to another 
post when the editor had 
shown sympathy to former 
central bank governor Jose B. 
Fernandez, whose banking 
policies Yap had disagreed 
with. 


Given the economic pres- 
sures and the strain they im- 
pose on reporters it is hardly 
surprising some observers have 
raised doubts about the notion 
that the Manila press plays a 


significant role in shaping public opinion. 
Melinda Quintos-de-Jesus who heads the 
Centre for Responsibility says: “The sense 
I get is a closed world, with the same 
small group of people reading most of the 
dailies.” 

Yet there are signs that the influence of 
the Manila press exrtends well beyond the 
circle of those who actually read newspap- 
ers in the capital. Stories and commentaries 
in the Manila press provide material for 
commentators throughout the country. 
Even television news has relied on items, 
particularly exposes, that first ran in the 
print media. 

The reality may be that a small Philip- 
pine elite — roughly corresponding to the 
print readership core of 1.3 million — is 
using the print media as a venue for arriv- 
ing at an upper-class consensus on national 
concerns or for campaigning in intra-elite 
struggles. That makes the press far more in- 
fluential than its shaky economics, or the 
quality of its reporters might suggest — 
which in turn explains Aquino's pursuit of 
an apparently trivial libel case. * 


enough body count. Weekend magazines are full of socialite 
pap and adoring dribble about actors and actresses whose social 


standing is often a lot stronger than their talent. 

Most journalists involved in day-to-day are univer- 
sity graduates who are paid 234,000 (US$107-143) a month. 
Often their chances for advancement depend more on the 


. whims of the editor than on any rational evaluation. 


Professionalism, according to many young reporters, is 
strictly a personal thing. But, given the lack of encouragement 
from editors and a virtual absence of on-the-job training, they 
say a sense of disillusionment usually sets in and that the high 


-~ ideals they originally bring to the job soon disappear. - 


As one put it: “The system simply defeats us.” Another 


| complains: "There is no pressure put on us by our editors to get 


| things right. They are only concerned with getting the paper 
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out." Few newspapers, for example, conduct post-mortems on 
thep day's issue, which is clearly one reason why stories 


bs aying out for a follow-up are often neglected. 


The Philippine penchant for trying to improve on things 
Americans probably one reason for the proliferation of olur 





m- a guardian angel and a predator.” 
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nists, many of whom have no journalistic training and who 
spend much of their time holding court in the coffee shops of 
first-class hotels where tsismis (gossip) is the cheapest item on 
the breakfast menu. 

Some have little compunction about launching personal at- 
tacks on people who have offended them. Such attacks are 
often coloured with insulting profanities that have no place in a 
newspaper. “Most people seem to mistakenly equate success in 
journalism with having a column,” complains one reporter. “It’s 
a power trip, an ego trip,” says another. “A columnist is some- 
one who is powerful, who is adulated.” 

In many ways, the over-emphasis on columns is perhaps an 
unconscious backlash from the days of former president Fer- 
dinand Marcos when criticism was discouraged. As a result, the 
| of facts takes second place to the personal views of a 
few individuels who may or may not have an axe to grind. 

"Media is like religion," sighs Gomez, who is often at war 
with the press. "If you are wicked with it, then what would you 
be like without it? Society wants something like a cross between 
mJohn McBeth 
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Media empire gwes Yap influence and profits 


Pen and Ine. 


By Rigoberto Tiglao in Manila 


n contrast to other Philippine newspap- 

ers, most of which have barely man- 

aged to survive and are only minor 
items in the portfolios of Manila’s business 
elite, the Manila Bulletin Publishing Corp. 
has become the cash-rich flagship of Chi- 
. nese-Filipino magnate Emilio Yap. 

The company's after-tax profits have 
surged from P16 million (US$569,000) in 
1984 to P102 million in 1989, dwarfing pro- 
fits of Yap's other firms, such as commer- 
cial bank Philippine Trust Co. and Philip- 
pine President Lines. Profits for U.S. Au- 
tomotive Corp., Yap's first enterprise and 
the Bulletin group's holding company, 
surged from 2500,000 in 1983 to P65.9 mil- 
lion in 1989 almost entirely from Bulletin di- 
vidends. 

Over the past five years, Yap has been 
catapulted into a position envied by much 
of the Philippine elite. Through the Bulletin 
newspapers and magazines, which have a 
combined circulation of at least 500,000 in 
English and the local languages, he controls 
both a potent lever for political influence 
and one of the Philippines' 100 most profit- 
able enterprises. 

Before martial law was imposed in 1972, 
the Manila Bulletin, then called Bulletin 
Today, was a small newspaper tightly con- 
trolled by founder Hans Menzi. Yap, 
whose family owned the Philippine Presi- 
dent Lines shipping company, was invited 
by Menzi to invest in the newspaper, appa- 
rently in order to bolster the daily's attempt 
to create a market niche as a shipping daily. 
This was seen as its only viable strategy 
given the then market strength of the 
highly competitive Manila Times and Manila 
Chronicle newspapers. 

When martial law was imposed in Sep- 
tember 1972 by then president Ferdinand 
Marcos, Bulletin Today and many other 
newspapers were closed down. When the 
Bulletin was allowed to reopen a few 
months later, Marcos nominees had gained 
54% of the firm's stocks, diluting Menzi's 
53% to 20% and Yap's 46% to 17.2%. 

The nominees were Cesar Zalamea, Jose 
Campos and Ramon Cojuangco, whose 
shares were later taken up by Eduardo 
Cojuangco. The then Ayala Corp. head, 
Enrique Zobel, also emerged as a major 
shareholder in 1975 with 9% holdings. 
Zobel's shares, together with those of the 
Marcos nominees, accounted for the con- 
trolling 63% of the newspaper's stock. 

The Presidential Commission on Good 


Government (PCGG) appointed by Presi- 
dent Corazon Aquino has claimed that 
Menzi and Yap collaborated with Marcos, 
though Yap has insisted he had never been 
a crony of the former president. Menzi, on 
the other hand, was a well-known Marcos 
confidante. 

In any case Marcos’ control of the Bulle- 
tin was an undoubted boon for the small 
newspaper. After 1973, the Bulletin group 
surged to become the country’s biggest 
newspaper, while also serving as the Mar- 
cos regime’s most efficient propaganda 
machine. 

Menzi’s death in June 1984 was the 
start of Yap’s two-phase programme to 





Manila Bulletin and its competitors. 


gain firm control of the media group. The 
first phase started as Marcos struggled to 
contain the damage done to his presidency 
following Benigno Aquino’s assassination 
in 1983 and ended with downfall and exile 
in 1986. 

Yap moved swiftly during that period to 
capture the Menzi estate’s shares, with an 
early 1985 court ruling finally confirming 
his share purchase on the basis of an al- 
leged 1968 first-option agreement with 
Menzi. Yap’s moves at this time gave him 
37% control of the firm, chipping away at 
Marcos’ scheme of having each of his 
nominees Zalamea, Campos and 
Cojuangco — hold 18% of the equity. 

The next phase of Yap’s campaign 
started after Aquino assumed power in 
1986. First, pressure on the PCGG — which 
sequestered the holdings of the three 
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Marcos nominees and Yap’s own shares 
in April 1986 — prevented the appointment 
of government representatives into the 
firm. 

The PCGG finally lifted the sequestration 
order on Yap’s shares in March 1987, 
though the government had intended to 
limit Yap’s control by issuing an order 
in April 1987 that it would vote the majority 
54% sequestered shares. Yap succeeded in 
blocking the move by getting a restraining 
order from the Supreme Court in July 1987 
to prevent the PCGG from voting the 
shares. 

In what appeared, at the very least, a re- 
flection of the PCGG's timidity, it agreed in 
July 1987 to sell all the shares voluntarily 
surrendered by the Marcos nominees to it 
to Yap, despite the fact a civil suit was 
pending alleging that Yap was a Marcos 
crony. 

Yap’s success was formalised in April 
1988, when the Court made permanent its 
restraining order blocking the PCGG from in- 
tervening in Bulletin affairs on the grounds 
that this would violate constitutional provi- 
sions on freedom of the press. Equally im- 
portant, the Court ruled the PCGG'S sale of 
the two nominees' shares to Yap was valid 
on the grounds that the company's articles 
gave Yap pre-emptive rights. 

When the dust of the legal battle settled, 
Yap held 91% of the company's outstand- 
ing shares — mainly through his U.S. Au- 
tomotive Corp. Throughout this entire pro- 
cess, Yap moved deftly to minimise any po- 
litical backlash, primarily by turning the 
Bulletin into a pro-Aquino newspaper and 
appointing leading anti-Marcos persona- 
lities to senior executive positions. 

Since the April 1988 Supreme Court rul- 
ing, Yap has moved to consolidate his con- 
trol over the Bulletin group and profit from 
his purchase of the nominees' shares. A 
string of cash dividends since 1988 have 
raised U.S. Automotive Corp.'s net income 
from P6 million in 1986 to P87.4 million in 
1989. In March 1990 the company went 
public, offering 25% of its subscribed 150.2 
million shares to the market at P20 per 
share. 

Yap used his newspapers to promote 
the offering with bullish front-page news 
stories while other dailies reported a cool 
public response to the offering. U.S. Au- 
tomotive's share price has since tumbled 
from its P20.25 high in April 1990, when it 
was first listed, to its current P8.5-9. Only 
5096 of the 35.22 million shares offered ap- 
pear to have been purchased, and then 
mainly on a block basis. 

The stockmarket listing, however, 
legitimises Yap’s full control of the media 
company and provides easy access for 
other power groups in the country to the 
shares. Locking in such potential allies 
could serve as a defence against future po- 
litical and business attacks against s S 
corporate gem. 
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DEREK DAVIES 


Traveller’s Tales 


y father-in-law, Kenkichi Sana- 
da, died peacefully of old age last 
month. He was 98, and I feel a 
curious sense of loss. Curious, be- 
cause at no stage was I able to stay in Japan 
for any length of time, and so was never able 
to get to know him very well. Nevertheless, 
and despite a modest, gentlemanly de- 
meanour, he exercised a considerable spell. 
I had met his daughter Shizue in Vienna 
and we married in London, so the first time 
I met her family or, indeed, set foot on Ja- 
panese soil was in the autumn of 1962 with 
wife already heavily pregnant with No. 1 son 
Nick. On the plane I had learned to intone 
a suitably respectful greeting parrot-fashion: 
Hajimete omeni kakarimasu — "this is the first 
time my honourable eyes have fallen upon 
you" (my eyes only being honourable, of 
course, because they were falling upon him). 
Arriving at Shizuoka railway station to an 
extended family greeting, I bowed to him 
and said my party piece, at which he shook 
my hand and in an equally prepared re- 
sponse said in English: "Thank you for mar- 
rying my daughter." Which, though we'd 
been respectably married since early Janu- 
ary, made it sound like a shotgun wedding. 
During the weeks that followed I had 
long conversations with him — dialogues 
involving much scribbling of words and 
characters on scraps of paper and many 
consultations of the dictionary. Some of the 
conversations sounded like the late Tony 
Hancock’s exchanges with the Japanese 
wireless operator in The Radio Ham ("Ahhh, 
It is not, ahhh, raining in Tokyo today, isn't 
it”) but some rapport was struck up. My 
stock rose higher when Nick was born: a 
male child, even a half gaijin male, was wel- 
come, for my wife was one of seven sisters 
and the only brother had died during World 
War II of consumption. The old boy was 
surrounded by an all-female family, almost 
to the point of hen-pecked submission, and 
my arrival and then Nick's gave him a (false 
and temporary) sense of respite. 


It is extraordinary to recall what an enor- 
mous span of time and what a kaleido- 
scope of changes he lived through. He was 
a Meiji man, born in 1893 and "served" (his 
word) four emperors — straddling the era 
of Meiji, Taisho, Showa and that of the 
present monarch, Heisei. As a very small 
boy, he met Gen. Nogi, who was to defeat 
the Russians at Port Arthur in the Russo- 
Japanese War and he remembered celebrat- 
ing Adm. Heihachiro Togo's victory over 
Russia's Baltic fleet in the Straits of 
Tsushima as a schoolboy of 12 in 1905. He 
died while both Japan and Russia were 
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successfully evading involve- 
ment in another war. 

He himself had illustrious 
links with feudel Japan, 
though he never mentioned 
them (I pried details out of 
the daughters). One of his an- 
cestors was Gen. Yokimura 
Sanada, who played vital 
roles in the great battles of 
the early 1600s which estab- 
lished the Tokugawa shogu- 
nate. Instead of the more 
usual flowers or characters, 
the Sanada family crest more 
earthily features six coins — 
Rokumonsen. 


He married the daughter of a wealthy Izu 
peninsula family who was a graduate of 
Kyoritsu and Aoyama universities. At the 
latter, an American foundation, she had 
been converted to Christianity, but the Ja- 
panese happy ability not to take religious 
dogmas too seriously obviated any doctri- 
nal friction (apart perhaps from the dis- 
appearance of the family Shinto shrine, 
before which all the daughters clapped and 
bowed perfunctorily as they came in for 
breakfast; during a Spring clean it is said to 
have ended up on a bonfire). However, his 
room in the brand-new family house fea- 
tured an elaborate Buddhist shrine, on 
which he kept photographs of his late wife 
(who died in her sixties, leaving him 25 
years of widowerhood), his lost son and his 
nephew (our own son who died young). In 
his very last days, he saw, or imagined he 
saw, a figure over by the door beckoning to 
him, felt a kindly hand tapping him on his 
shoulder and heard the sound of hymns 
(Christian variety) which he said he wished 
his wife could hear. 

He ploughed a modest furrow in terms 
of his career as a teacher at a technical busi- 
ness college and later at a girls’ college, 
earning a decoration (the Double Shining 
Rising Sun medal, Fifth Class — as near as 
I can make it out) in 1986 (the family nurses 
some hopes that it might be upped a class 
or two posthumously). But he was a man 
of great extra curricula enthusiasms. He 
played the violin, flute and clarinet and 
transmitted his love of music to his 
daughters, two of whom became profes- 
sional musicians. During World War II 
stones were thrown through the windows 
and screens because of the Western music 
being played inside (Beethoven may have 
been a product of an Axis civilisation, but 
he was primarily a gaijin in those days). 

He was a gifted painter, mostly of bam- 
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Kenkichi Sanada. 


boo flowers and birds, and an 
accomplished calligrapher. 
He inscribed the scrolls when 
Shizuoka prefecture hon- 
oured one of its critizens, and 
he used to write my wife let- 
ters on air mail forms cram- 
med with tiny characters, all 
exquisitely crafted. He played 
tennis and basketball, and 
threw 200-baskets before 
breakfast every day until well 
into his eighties. 


But his great somewhat un- 
likely, love was volley ball. 
He had helped to establish 
the game in Shizuoka 70-odd 
years ago, played it, taught it, ran leagues, 
untiringly travelled the length and breadth 
of the country promoting and organising 
it. Even in his eighties, he would leave 
a note on the breakfast table and quietly 
leave the house before dawn to attend a 
distant meeting to do with his beloved 
game. More than 700 attended his funeral 
rites, but the national volleyball association 
insisted on a separate memorial service in 


Tokyo. 


He had terrific energy. When he visited us 
for a couple of weeks in Hongkong, he 
ran me off my feet. And he knew little 
embarrassment, performing a party piece 
at the drop of a hat, electing to umpire, 


in Japanese, a tennis game at a Hong- | 


kong club, to the astonishment of the 
players, and rising from the audience at 
the Vienna opera to conduct a favourite 
passage. To the end, he greeted life with a 
dry chuckle, and a nonogenerian twinkle in 
his eye. 

As he grew older, his eyebrows 
sprouted into great luxuriant bushes. I have 
noticed this characteristic in the Welsh: my 
own are getting thicker and the tenure of 
office of one recent Welsh Chief Justice of 
Hongkong was chiefly remarkable for the 
incumbent's frontal foliage. I reckoned he 
used to perm them and privately called him 
“Celtic Fringe.” But even these were put in 
the shade by Oji-san's jungle growths. 

When I last saw him last Mar. he told 
me that with his wife long dead and all his 
classmates too, he had little to live for, ex- 
cept the telegram of congratulations from 
the emperor at his centenary. He missed 
that by a couple of years, but seemed 
happy to go. I doubt if my own mother, 
now well into her sprightly eighties, would 
want to hang on past her time, just for a 
cable from the queen. 


27 


—— — Á ——————— —— —— — ———M—————————————————————————————————————— 





ee MN 





































































By Su Sunil Murthy in Vientiane 
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fter a decade and a half of neglect, 

Laos is at last taking stock of its cel- 
luloid heritage. The State Film and 
Video Co. (SFVC) here — only re- 
cently cut loose from the smothering con- 
inistry y of Information and Cul- 


: The subject matter of the films reflects 
the gyrations of recent Lao history. The 
archive indudes everything from court 
ceremonials to folk rites, agricultural exten- 
sion training films to newsreel battle foot- 
age. 
i Nobody knows all of what is in the 
trove. Aside from the nearly 500 reels in 
. Mientiane, another major stash is kept in 
-the former royal Lao capital of Luang 
_ Prabang. Some of the Lao footage is even 
_ kept, for the time being, in Hanoi. 
: «Much of the film moulders in cans in 
non-air-conditioned storerooms, its acetate 
disintegrating in the Southeast Asian heat 
and humidity. Yet, at least, it has finally 
come into the hands of Lao officials who 
both interested and authorised to restore 
e visual record of Lao history. And some 
the resources to do so may be forthcom- 
ing from both the Vientiane government 
and foreign aid agencies. 
|. The state of the film archive — its eclec- 
ticism,. its long neglect, its recent “rediscov- 
/" — reflects, in many ways, the chang- 
ing attitude here towards Laos' heritage of 
material culture. The impoverished country 
about 4 million people is only now start- 
to take stock of its cultural assets and 
kingly trying. to restore them. 
After the Pathet Lao i insurgency toppled 
650-year-old monarchy in late 1975, 
mmunist regime lost no time in dis- 
antling all traces of traditional culture to 
ke way for the new. Most existing news- 
and periodicals were banned, for- 
news correspondents and photo- 
were kicked out, and plenty of 
“and. documents were de- 


dia was s brought under the cen- 
: ps of the Ministry of Prop- 
ure and Tourism. To insulate 
from “corrupting” outside in- 
ost foreign visitors were barred. 
irsts are starting to trickle 

j give them something to look at, 
tarting - to repair some of the rav- 


Laos rediscovers its history on celluloid 


ages of official vandalism and neglect. 

Two years ago a Committee for Social 
Sciences was set up to help with the re- 
habilitation. The government has even 
gone so far as to divert some of its foreign 
aid and technical assistance resources — 
until now excusively reserved for grass- 
roots economic development — into a vari- 
ety of projects designed to save the national 
heritage. 

A programme of architectural restora- 
tion is under way. Its first achievement has 
been the repair of Wat Phu, an ancient tem- 
ple in the south of the country, by the UN 
Development Programme under the au- 
spices of UNESCO. 

Less monumental relics are also to be re- 
stored, such as country's rich legacy of 
palm-leaf manuscripts. Dating back as early 
as the mid-18th century, these chronicles 
were etched on palm fronds and then rub- 
bed over with carbon to make the charac- 
ters legible. 

They have withstood the rigours of time 
well, and often present the only extant re- 





cords of local history or native literature. 
But they have never yet been exhaustively 
catalogued. Lao library staffers recently re- 
turned from a month-long training course 
in Bangkok on the care and classification of 
these and other ancient documents, under 
the joint sponsorship of the Asia Founda- 
tion, the Toyota Foundation and the Na- 
tional Libraries of Thailand and Australia. 

Even the archives of the once-reviled 
monarchy are now coming in for bib- 
liophilic attention. In Luang Prabang, an of- 
ficial from the French Embassy in Vientiane 
has been allowed access to a basement in 
the former king’s palace (now a museum) 
to sift through heaps of old letters, books, 
and other memorabilia that have lain undis- 
turbed for years, covered with mould and 
mouse-droppings. 

James Klein, assistant representative of 
the Asia Foundation here, ascribes the 
burst of restoration activity to the "mood of 
decentralisation that has accompanied the 
economic liberalisation during the past 
three or four years." 





FILM- MAKERS 


Cachet, but no cash | 





Wandering Circus has yet to be screened 
in public, even though it was voted the 
best film at a festival sponsored by Viet- 
nam’s Culture Ministry itself. In line with 
the cultural liberalisation that has accom- 
panied the Communist Party’s continu- 
ing renovation programme, a two-year 
ban on the film was lifted in 1990. 

But distributors are still reluctant to 
handle it, according to its producer Viet 
Linh. The 40-year-old film-maker, who 
studied her craft in the Soviet Union, was 
named winner of last year’s Silver Medal, 
Vietnam's highest film award. 

Her 80-minute, black-and-white film 
depicts a travelling circus that descends 
upon a desperately poor mountain vil- 
lage. Although they have come ostensi- 
bly to put on a show, the real reason the 
troupe is there is to search for gold. 

The peasants, suffering starvation 
from a severe drought, at first avoid the 
circus. But they are finally won over by 
the troupe leader’s trick — an empty bas- 
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ket that seems to fill itself up with rice. 

Seduced by this stunt, the villagers 
leave their parched fields to follow the 
troupe in its search for gold in nearby 
mountains. By the time the starving 
peasants realise that they have been 
fooled, the circus troupe has fled, leaving 
the disappointed villagers. without any 
means to feed themselves. 

"| was not allowed do: AR the 
movie for two years after it was com- 
pleted in 1988,” says Viet Linh. “The cen- - 
soring committee worried that the 
movies meaning would be misun- 
derstood. It didn't fit into the social and 
political situation at the time . . . The film 
shows there are no illusions on earth. 
Many wonderful ideas offered to people 
finally turn to tragedy." 

Although the movie is allegorical and 
set in an unspecified place at an un- 
specified time, many Vietnamese viewers 
would readily equate the circus troupe 
with the COGURBINSE Party. For. un its 
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One prime example of the power of de- 
centralisation in the cultural sphere has 
been the revitalisation of the SFVC ever since 
it was separated from the Information 
Ministry. Cut off from its bureaucratic par- 
ent, the company has had to fend for itself. 

It does so mainly by providing homesick 
overseas Lao with video documentaries 
about the home country. It also buys 
secondhand foreign feature films for local 
distribution throughout Laos. 

And in 1989, the SFVC produced the first 
— and so far only — full-length feature film 
in the Lao language. Titled The Red Lotus, 
the work proved to be an artistic and finan- 
cial disaster, recovering only a third of its 
US$15,000 production cost at the box office. 

While it is still struggling to find its feet 
as a production company, however, the 
SFVC has suddenly been cast in the role of 
custodian of the most valuable visual re- 
cord of Laos’ modern history. Within its 
large, unkempt compound close to Vien- 
tiane's Morning Market, the company has 
in its possession a horde of documentary 
films and newsreels dating back to the late 
1950s. 


tacked upon dusty shelves in non- 
airconditioned basement rooms, 
the company keeps almost 500 
films in 16-mm format. Nor is that 
all: according to SFVC manager Kham- 
manh Sengsione, there is another collec- 
tion "in an old house" somewhere in 
Luang Prabang. Yet another, even larger 


lofty promises during the war against the 
US, the party's socialist policies in the 15 
years since its military victory have led to 
economic stagnation that has often left 
the country short of food. 

Evidently, the country's recent history 
is now eligible for artistic treatment, at 
least allegorically, in the era of doi moi (the 
Vietnamese equivalent of glasnost): the 
ban on Wandering Circus was finally lifted 
last September. 

But it has still not been shown in 
Vietnamese theatres. "Distributors don't 
want to buy the film because they say it 
won't attract excitement," Viet Linh said. 
“They think it's only for intellectuals.” 

Ironically, the distributors’ reluctance 
to handle the film may be a result of the 
same cultural liberalisation that freed the 
film from the censors’ clutches. Viet Linh 
explains that Vietnamese films now face 
stiff competition from a surge of im- 
ported videos that are shown on coffee- 
shop TV screens even in the country’s 
smallest villages. 

Commercial success continues to 
elude her, but critical acclaim is mounting 
for Viet Linh abroad as well as at home. 
Wandering Circus won a prize at an inter- 
national film festival in Nantes, France, 
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Undocumented documentary footage. 


lot remains in Hanoi. 
Such is the state of cataloguing of the 


Lao film footage that the material outside of 


Vientiane is reckoned by weight, rather 
than numbers of reels — much less titles 
or subjects. Sengsione reports there are 


“about two-and-half to three tons in Luang 


Prabang, and in Hanoi, about six tons.” 


The Vietnamese, with their relatively 
well-organised National Film Archive, have 


late last year and is slated for other film 
festivals in Berlin, Paris and San Fran- 
cisco over the next few months. 

So far, however, the film-maker has 
yet to earn any money for the movie. “In 
Vietnam, a director lives for awards, not 
for money,” she says. The only cash she 
ever saw for that project was the Dong 
100 million (worth about US$30,000 at the 
time) she received from the Vietnamese 
Government to cover production costs. 

Despite her problems in getting Wan- 
dering Circus shown in Vietnam, Viet 
Linh believes movie production has 
opened up significantly since the Com- 
munist Party began its reform program- 
me in 1986. “Producers can work on 
more topics and we enjoy a free market,” 
she says. “The state no longer has a 
monopoly on making movies.” 

“In the past, Vietnamese films talked 
only about the general social situation. 
Now we can cover specific topics related 
to the fate of man,” Viet Linh says. “In 
the past, if a movie talked about a work- 
er, it only talked about his contribution to 
society. He was like a machine. Now, 
under renovation, we can talk about his 
personal life and about his bitter or lucky 
fate.” m Murray Hiebert 
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served as custodians of Lao footage for 
years even before 1975, under the directive 
of the Federation Internationale des Archives du 
Film. “All this while, the films were stored 
free of charge, but now the Vietnamese 
want us to either bear the cost of mainte- 
nance or take them back, which we cannot 
afford to do for lack of money,” Sengsione 
laments. 

With a total staff of 68, the SFvC has 
neither the personnel nor the financial re- 
sources to set about collecting and classify- 
ing the films. Just to keep the celluloid from 
disintegrating would take considerable at- 
tention and technical knowhow, even if all 
the films were brought to Vietiane. 

Southeast Asia's hot and humid climate 
has always been a drawback for film archiv- 
ing in this region, though the history of 
film-making goes back almost to the birth 
of cinematography. Westerners in colonial 
times recorded much of the life around 
them on celluloid. Some of this footage is 
now preserved in private collections and 
archives abroad that are better equipped 
and maintained than any such facility in 
Southeast Asia itself. 

Of immediate need to the Lao film ar- 
chivists are air-conditioners and other sim- 
ple accessories for repair, developing and 
printing of films. "That and some initiative" 
are all that the SFVC requires at this stage, 
according to Thai archivist Dom Sukwong, 
who almost single-handedly set up the Na- 
tional Film Archive in Bangkok seven years 
ago. 
Some aid was promised to the film 
company in Vietiane two years ago by 
the Swedish International Development 
Agency, Laos' largest foreign aid donor. 
The Soviets, who have been the most in- 
fluential foreign power in Vientiane since 
1975, have paid scant heed to the cultural 
aspirations of the nation. Moscow 's cultural 
efforts here have been pretty much con- 
fined to the design of postage stamps and 
filming of important news and sports 
events. 

Prior to the era of Soviet influence, it 
was the US Information Service that had 
charge of making a visual record of Lao 
state affairs. Each of Vientiane's successive 
superpower patrons has adapted its film 
coverage of Laos to its own propaganda 
ends, as a sampling of the archival footage 
attests. 

The subjects range from Prince Sou- 
vama's visit to the US in the sixties to the 
use of insecticide in farming. Ethno- 
graphers will find valuable footage of folk 
festivals. For military historians, there are 
records of army skirmishes. 

One tantalising treasure, kept in Luang 
Prabang, according to SFVC staffers, is a full- 
length documentary on the last king, which 
was made during “the former regime.” The 
hapless monarch was banished to a re-edu- 
cation camp in 1977, and later disappeared 
completely. E] 
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Yesterday s army or tomorrow s? 


China's Defence Modernization and Military 


Leadership by Ngok Lee. Australian National 
University Press, Sydney. No price given. 


Which is more important in modern 


warfare, man or machine? This theme, a fa- 
vourite of China's military strategists, is 
being highlighted by the Gulf War. While 
the US and its allies are relying heavily on 
technological wizardry and firepower to 
deal a crushing defeat to Iraq, Saddam 
Hussein is praying that his sol- 
diers will have the necessary 
resolve to maintain their stand 
against the onslaught. The 
Chinese are watching closely 
to see what lessons they might 
distil from the war, as they 
themselves struggle to moder- 
nise the People's Liberation 
Army (PLA). 

Can faith prevail over 
weapons? Until a decade ago, 
it was an article of Chinese 
strategic faith that men de- 
cided wars. Remember Mao 
Zedong’s doctrine of “people’s 
war’? It was central to that 
dogma that a well-indoctri- 
nated army, supported by a 
mobilised population, could 
overcome any superior foe 
protracted and costly 
though the struggle might 
be 


Chinese strategists began to 
talk less dogmatically of mod- 
ern concepts of doctrine and 
strategy in the more pragmatic 
1980s. Modern weapons were 
crucial, perhaps even decisive, 
it was suggested. This raised a key ques- 
tion: what is the nature of warfare for 
China in the late 20th century? 

Until the end of the 1970s, a large-scale 
Soviet invasion of China seemed imminent. 
But by 1985, improving Sino-Soviet rela- 
tions had lessened the threat and defence 
planners concluded that it was most likely 
to be a limited, localised war that China 
would fight over the next few decades. The 
most likely enemies in this scenario were 
Vietnam, India and Taiwan. The rapid pace 
at which such wars would be conducted 
would dictate modern, sophisticated wea- 
pons, not a comprehensive "people's war" 
doctrine. 

The different strategies pursued by the 
US and Iraq in the Gulf War parallel the 
two sides of the PLA's doctrinal debate. 
The Iraqi regime is involved in a war of na- 
tional survival, and consequently is mobilis- 
ing the state's total resources in self-de- 
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fence. The US, on the other hand, is fight- 
ing a local war with limited political objec- 
tives. 

Chinese strategists themselves are di- 
vided as to the outcome of the Gulf War. 
They can well understand the Iraqi stra- 
tegy, which is premised on fighting a 
drawn-out and bloody war. Many older fol- 
lowers of Maoist doctrine say they would 
not be surprised if the allied forces were to 
be ground down by Saddam. A similar 





Still more Red than Expert. 


strategy had allowed the North Vietnamese 
to win — not on the battlefield, but by 
outlasting the American political will 
to fight. Younger Chinese strategists 
schooled in more conventional approaches 
to warfare put the odds firmly on an allied 
victory. 

The Gulf War, therefore, allows the 
Chinese to refine their own strategic con- 
cepts. This may mean focusing more atten- 
tion and resources on areas where they are 
currently backward — to beef up the air 
force, to improve the ability to rapidly de- 
ploy troops in large numbers over long 
distances as well as around the battlefield, 
to upgrade command and control links. 
The Chinese are already making efforts 
to overcome their weaknesses in these 
and other areas, but given limited eco- 
nomic resources, progress has been very 
slow. 

Outside observers differ widely on how 
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quickly and successfully the PLA is modern- 
ising. Many seasoned PLA watchers are 
sceptical of Chinese claims that the PLA has 
been transformed into a professional and 
effective fighting force. Although major im- 
provements have been made, they think 
that overall the PLA has a very long way to 
go before it becomes a match for its more 
professional and much better equipped 
Western counterparts. 

This is not Ngok Lee's view, however. 
He contends that the Chinese have been 
highly successful in modernising the PLA, 
though more in areas such as training, or- 
ganisation and doctrine than in the im- 
provement of arsenals. He emphasises 
that the PLA has successfully turned its 
back on politics, and that a new defence 
strategy, “people’s war under modern 
conditions,” has replaced the traditional 
doctrine. 

All this is questionable. The main prob- 
lem is that he accepts too readily the official 
Chinese view as presented in official mili- 
tary publications, attempting little critical 
analysis of Chinese claims beyond detailing 
the various steps taken in upgrading fight- 
ing capabilities. 

Lee sees modernisation as a fairly 
smooth process with policymakers agreed 
on the objectives. The reality, as we have 
seen, is less clear-cut. 

Written before the June 1989 crack- 
down, which prompted a dramatic U-turn 
in the PLA's priorities away from profes- 
sionalism and back to political indoctrina- 
tion, the book was out of date before it even 
came off the press. m Tai Ming Cheung 





Top-heavy 


Pathways from the Periphery: The Politics of 
Growth in the Newly Industrializing Countries 
by Stephan Haggard. Cornell University Press, 
Ithaca. US$37.50. 


Why did Brazil, Mexico and the East 
Asian newly industrialised countries (NICs) 
choose different means (with differing ef- 
fectiveness) to economic growth? If the case 
for market-driven policies is so strong, why 
don’t nations naturally adopt them? The 
answers to these questions, Stephan Hag- 
gard argues, must lie in politics. 

He believes that it is the external 
catalysts — the cut-off of US aid to South 
Korea and Taiwan in the 1960s, Singapore's 
expulsion from Malaysia in 1963, and 
Hongkong's slowdown following the UN 
embargo of China in the 1950s — that have 
had the most bearing on change in the 
NICS. 

At the same time, he highlights such in- 
ternal factors as the weakening of interest 
groups capable of obstructing government 
initiatives, particularly the decline of rural 
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elites (for example through land reform in 
Taiwan and South Korea). Compared with 
Latin America’s, organised labour is weak 
-in the East Asian NICs, and leftist and 
populist parties are non-starters. 

Another factor he stresses is the deve- 
lopment of the state apparatus. Centralisa- 
tion of power gives political leaders more 
independence and room for manoeuvre. 
Haggard argues that many changes of po- 
licy in the Nics reflected not so much exist- 
ing coalitional interests as the creation of 
new coalitions by independent leaders. A 
development strategy, once adopted, 
spawns domestic interests in its own sup- 
port. In Latin America, it is in the interest of 
those who profit from the protection — and 
inefficiencies — inherent in import-sub- 
stiuting policies to perpetuate these inef- 
ficiencies. 

If external factors play so large a part in 
the choice of policy, does this mean that 
other countries will not be able to replicate 
the East Asian experience, since external 
factors are unpredictable and beyond the 
control of any government? In the end, 
Haggard’s political analysis begs more 
questions than it answers. 

On the domestic front, it may well be 
true that policy change is easier when ag- 
ricultural, labour and radical interests are 
weaker — that is, when the state is strong. 
But the implicit suggestion that authorita- 
rian governments are better is one that 
Haggard is uncomfortable with, though it 
runs beneath the surface throughout his 
book. Certainly, one reason for the absence 
of opposition to governments in the NICs is 
that such opposition is systematically re- 
pressed. 

Haggard argues hopefully: “There are 
no theoretical reasons to think that au- 
thoritarian regions are uniquely capable of 
solving the collective-action problems as- 
sociated with development.” He suggests 
that, as in Western Europe, various groups 
might be incorporated in the decision-mak- 
ing process. Awkwardly for him, though, 
precisely such policies contributed to a 
paralysis of policy in Mexico. So Haggard 
would seem to be conceding that authorita- 
rian regimes are, in fact, conducive to effec- 
tive development. 

The riposte to that (one Haggard does 
deliver) is that strength is one thing, the 
will or ability to choose good policies is 
another. Take the Philippines, which was 
authoritarian enough, under martial law, 
but hardly a development success. That 
policies should marginalise rural groups 
and workers should be seen for the self- 
serving and suspect idea that it is. 

What makes a government choose the 
right policies? This question (not addressed 
by the book) brings to mind Keynes’ old 
prediction that we eventually “return to 
some of the most sure and certain princi- 
ples of religion and traditional virtue.” 

m Clifford Tan 
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Feet up, drink in hand 





The Singapore House and Residential Life 
1819-1939 by Norman Edwards. Oxford 
University Press, Singapore. S$80.00 
(US$46.35). 


One thing the new bourgeoisie, coming 
fresh to the colony of Singapore from India 
and England, accomplished was to house 
themselves nicely. The low-ceiling, mid- 
level apartments in Hongkong, the current 
habitat of the (company mid-level) expat- 
riate class, pale beside the dwellings of ear- 
lier arrivals to the East. Nor is it any easier 





1 


Part of the process of colonisation. 


today to find a house of traditional or colo- 
nial charm in Tokyo or Bangkok. Wooden 
or tiled floors, high ceilings and large sa- 
lons, spare rooms and servants' quarters — 
whether one has found a traditional house 
boasting such features can be the hottest 
item of gossip among foreign correspon- 
dents. 

In Singapore such houses can still be 
found and rented. They are the property of 
Statutory Boards like the Port of Singapore 
Authority and the Housing and Urban De- 
velopment Corp. (HUDC). One of the many 
advantages of these beautiful properties, 
which are situated in parks and mercifully 
shielded from highways and Public Hous- 
ing Estates, is that one doesn't notice 
that they are in the middle of modern Sin- 
gapore (until the Straits Times is deliver- 
ed). 

Those "black-and-white" colonial resi- 
dences on Mount Faber, Emerald Hill, in 
Tanglin or River Valley, notes Norman Ed- 
wards, reflect not only conditions of colo- 
nial life but the fact that architects took the 
local lifestyle and climate into consideration 
much more than builders seem to do in 
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our day. Edwards also points out that, 
though the Chinese and other nouveau riche 
earnestly followed European ideas when it 
came to planning and furnishing their 
houses, their own traditions were not al- 
together forgotten. The Chinese terrace- 
house never lacked a centrally placed altar, 
usually in the first hall one entered. Many 
had the luxury of a music room. 

One presumes that the life of the Eng- 
lish and other Europeans in many of the 
plantation houses or colonial mansions 
centred around the drink cabinet. Large 





verandahs were an invitation, mosquitoes 
permitting, to relaxation and a less hurried 
life. For fun one went to the cabaret, staged 
in a hall where up to 700 people could 
dance at one time. The centre of attention 
was, of course, the cabaret girls who would 
already have done their bit for the Tea 


Dances starting at four in the afternoon. 
The silent movies brought in by the Shaw 
Brothers offered another kind of entertain- 
ment. 

While the pre-war houses of Singapore 
were primarily English in influence, they 


showed elements of colonial India, the 
centre of the Asian empire in those years. 


Singapore adopted some features of the 
grand lifestyle of this period, which the 
large residences permitted. The Chinese 


were game. Some of the more spectacular 
houses were built for rich Chinese nabobs 
like Aw Boon Haw, whose electically styled 
villa dates from 1926. It may be to risk being 
accused of colonial nostalgia to say so, but it 
was a great lifestyle (for a few), and it still is 
for the lucky few who rent (not cheaply) 
the old houses from the HUDC now 

B Peter Seidlitz 
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Satisfying an appetite 





to 1974. The German sponsors and companies partici- 

pating in Seoul’s Technogerma trade fair now aim to 
build on this success by nurturing South Korea’s growing appetite 
for hi-tech export goods made in Germany. 

Preliminary data shows that Germany probably ran a modest 
surplus of around DM 800 million (US$541.1 million) with South 
Korea in 1990, thanks to a surge of almost 25% in German 
deliveries to South Korea against a tiny 
rise in deliveries heading the other way. 

The one blemish in the otherwise 
encouraging trade relationship that has aoe See 
emerged recently has been Germany's Class of goods 
failure to win the contract to supply South 
Korea with a DM 15 billion fast train 
system. Towards the end of last year a 
blue chip consortium of German indus- 
try, led by Siemens AG, got the word 
that South Korea had decided to buy the 
French TGV high-speed train instead of 
the rival German Inter City Express. 

Technogerma, where 270 companies 
representing the cream of German in- 


ermany finally managed last year to reverse an unbroken 
( | string of trade deficits with South Korea stretching back 
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March, can help compensate for this 
setback through other technological fields. 
The Germans typically take a longer view 
in international commerce and are convinced their advanced tech- 
nology in the engineering, machinery and electrotechnical industries 
is second to none. 

Bilateral trade with South Korea has at least tripled in the past 
10 years. From just over DM 3 billion in 1982, this two-way trade 
is now approaching the DM 10 billion level after reaching DM 8.5 
billion in 1989. Indications are that Germany boosted its exports 
to South Korea to around DM 5.2 billion, an increase of almost 
a quarter, while South Korean deliveries to Germany probably 
rose around 3.996 to the equivalent of DM 4.4 billion. 

German-South Korean trade swung back into balance in 1989, 
when the German deficit shrank to an 


GERMAN EXPORTS  — 
TO SOUTH KOREA __ 


.. (DM million) ^ Changes. 
1988 1989  in$ 





Electro-technics : 


for hi-tech tastes 


half of 1990. Analysts now project that South Korean deliveries 
to Germany, weighted increasingly towards consumer electronics, 
could rebound this year by at least 1896 to a record of around DM 
5.2 billion. 

Thus Germany's new bilateral trade surplus could shrink to 
around DM 500 million, even if Germany increases its exports to 
South Korea by the projected 996 to DM 5.7 billion with the 
stimulus of orders generated at Technogerma. This is a reason- 
able assumption because South Korean industry has developed a 
taste for German engineering, capital 
goods and chemical feedstocks. 

In the space of seven years Germany 
has become South Korea's third most 
important foreign supplier after Japan 
and the US, with a 1989 share of 4.396 
South Korean imports, up from just 
2.896 in 1982. Germany has a long 
way to catch up, though. The Japanese 
share of 1989 South Korean imports 
was 28.4% and the US share 25.9%. 

For Germany, South Korea has 
moved up to fourth place as an Asian 
trading partner. It is close on the heels 
of China and Taiwan, but still ranks far 
behind Japan — the only Asian country 
that features among Germany's 10 
leading trading partners. This select 
group includes top-ranked France and 
seven other West European countries as well as the US. 

Japan supplied Germany with about DM 32.2 billion worth of 
goods in 1989, but bought less than half that much — around 
DM 15.3 billion — of German products. This is the reason why 
Germany runs a chronic trade deficit with the Far East. But this 
deficit has been declining over the past couple of years as a result 
of Japan's effort to liberalise its import regulations. The German 
carmakers have benefited most from this process. 

Germany's two-way trade with the Far East expanded by 14.396 
in 1989 to the equivalent of DM 108 billion. But it still amounts 
to only around 996 of total German foreign commerce of more 

than DM 1 trillion. China is Germany's 
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insignificant DM 62 million from more 
than DM 1.27 billion in 1988, for much 
the same reasons that South Korea ex- 
ports in general deteriorated sharply in 
that year. South Korean products simply 
lost their competitive edge because of 
big wage increases, a strong apprecia- 
tion of the won since 1987 and the 
country's sluggishness in raising the 
quality and technological sophistication 
of its export wares. 

As a result, South Korea's current 
account probably slipped into deficit last 
year for the first time since 1985. But 
the problems have been rectified so that, 
at least in trade with Germany, exports 
began strengthening again in the second 
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second-largest trading partner in the 
region. This China trade amounted to 
DM 10.4 billion in 1989, with German 
exports slipping more than 696 to DM 
4.6 billion. 

Two-way trade with Taiwan ranked 
third at about DM 9.6 billion. Trailing 
South Korea as German regional trad- 
ing partners were Hongkong, Singa- 
pore, India, Thailand, Malaysia, Indone- 
sia, the Philippines and Sri Lanka. Ex- 
ploding labour costs and slowing growth 
rates in many of these countries could 
eventually stem the tide of Asian ex- 
ports to European countries like Ger- 
many, which are also well positioned to 
compete for supremacy in the newly 
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opened markets of Eastern Europe and the 
Soviet Union. 

The growing German trade with the Far East 
is being reflected in rising two-way direct invest- 
ment by business. Japan’s estimated cumulative 
direct business investment in Germany came to 
the eqivalent of US$3.4 billion by the end of 
1989. German businesses raised their direct 
investment in Asia to DM 414 million in the 
first half of 1989 from DM 337 million during 
the same period of 1988. But this remains rela- 
tively small compared to what German industry 
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interest in Germany as a production base. So 
far, though, the big South Korea trading houses 
like Samsung Co. and Lucky-Goldstar Inter- 
national have concentrated on Eastern Europe 
or the Mediterranean fringe of the EC. 

South Korean car maker Hyundai, however, 
has set up a German subsidiary in Heilbronn 
to start marketing its Pony and Sonata models 
in Germany this year. Japan's Mitsubishi Mo- 
tor Co. has taken a 1596 interest in this Ger- 
man marketing venture. 

It is the Japanese who are making the big 


invests in Western Europe and North America. 

The major chemical companies — Bayer AG, 
Hoechst AG and BASF AG — and many plant 
engineering outfits like members of the Krupp 
and Thyssen groups have always been active in 
Asia. Hoechst and FAG Kugelfischer have 
teamed with South Korean industry to produce locally for the 
growing South Korean market. Also directly engaged or partici- 
pating in joint ventures are giants like Bosch GmbH in the au- 
tomotive supply industries in South Korea and Japan, and Siemens 
AG in laboratory equipment and telecommunications throughout 
Asia. 

With the opening of Eastern Europe and German unification, 
Japanese companies have started to show a much more active 
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moves in the German market. The strategic 
cooperation between Daimler-Benz AG and the 
Mitsubishi group is just one of many examples, 
which cover the spectrum of sectors and 
branches. Recent signs of increasing Japanese 
activity range from the takeover of men's 
clothing maker Hugo Boss by Akira Akagi's Leyton House to a 
masterful piece of one-up-manship executed by the Nomura group 
in the sizzling Frankfurt real estate market this year. 

Nomura, the world's largest investment bank, bought a big 
stake in Europe's tallest office skyscraper, the newly opened, 256- 
m Frankfurt Fairground Tower. In keeping with shifting global 
fortunes, the seller of this stake turned out to be the financially 
troubled US banking market leader, Citibank. € 
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Economic outlook still sunny. 
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Shielded against 
threat of recession 


T unexpected political windfall of German unification last 
year propelled the country’s robust economy to its most 
dynamic performance since 1976. But this demand-driven boom 
— an unprecedented bonanza for imports from Asia and Europe 
as well as for domestic manufacturers — is bound to fade a little 
this year. 

This is hardly cause for alarm. Even if 1991 is shaping up 
as an unspectacular anti-climax in comparison to euphoric 1990, 
the current business year is still likely to turn out better than 
average. 

Despite accumulating signs of a slowing growth rate in 1991, 
most economists agree that the German economy easily retains 
enough momentum to shield itself and its closest neighbours in 
continental Europe from the recession that has already overtaken 
the US, Britain, Canada and Australia. 

In a preliminary estimate, the government said the real GNP 
in what was formerly West Germany grew 4.6% in 1990, up 
from a revised 3.9% GNP expansion in 1989. Although reliable 
data for what had been the much smaller, communist state of East 
Germany was still unavailable, experts agree that 1990 growth for 
both parts of the newly unified country was probably around 
3.596. 

A gradual slowdown, which could trim economic expansion to 
around 2.696 for western Germany alone and to around 1.896 for 
the united Germany this year, is an inevitable consequence of 
internal and external influences, analysts believe. 

First, the strong Deutschemark, which is being sustained by 
high German real interest rates, has been steadily dampening 
foreign demand for German trading goods. This effect is merely 
compounded by recession or weak growth in several of Ger- 
many's main export markets as well as by the trade disruptions 
associated with the Gulf crisis and war. 

"As long as the Gulf crisis and the embargo continue," 
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Chancellor Helmut Kohl told the Bundestag parliament in a de- 
bate over his unprecedented decision to dispatch German war- 
planes to Turkey, “we will also bear our share of the international 
burden.” Germany, which recovered its sovereignty from wartime 
enemies only last year, has taken pains to depict itself as a loyal 
supporter and financier of the US in its quarrel with Iraq. 

The notion, however, that Germany, like Japan, would be the 
big loser in an oil crisis because it is endowed with practically 
negligible oil reserves appears grossly exaggerated. The appreci- 
ating mark has been Germany’s secret oil policy weapon for 
years. The sinking dollar-mark exchange rate has made imported 
crude petroleum a relative bargain since 1985 when dollar-de- 
nominated oil prices are converted. Germany, moreover, sup- 
presses oil demand with relatively hefty taxes. 

The second factor is that the powerful burst of pent-up con- 
sumption by people in what had been East Germany after cur- 
rency union with West Germany in mid-1990 should slow to a 
trickle as unemployment there rises and the reorientation of the 
planned economy takes an inevitable toll. 

With industry in western Germany already producing at its 
peak capacity in many sectors, foreign suppliers have increasingly 
become the beneficiaries of the German consumption boom. But 
this has also meant that rising business 
investment by German companies — the 
harbinger of future production growth — 
has become one of the driving forces of 
the economy. 

Given the pivotal role currently being 
played by the German consumer in the 
eastern states, it is crucial to know how 
long this boom can last. Bundesbank said 
in its January report that the economy of 
eastern Germany remains in a tailspin. This 
is the result of lost Comecon markets and 
exploding wages in the region. 

Berlin's German Institute for Economic 
Research (DIW) estimated that eastern 
Germany's exports to its former Comecom 
trading partners dwindled to DM 30 billion 
(US$20.6 billion) last year and will collapse 
to just DM 10 billion this year. At the 
same time, wages in the new eastern states 
are racing to catch up with western levels, 
without any commensurate gain in pro- 
ductivity. This hurts business investment, 
aggravates unemployment, raises prices, stimulates private con- 
sumption and makes local exports uncompetitive. 

DIW projected an average of 1.26 million jobless in the east- 
ern states, with another 1.63 million placed on curtailed shifts. 
The region's GDP, meanwhile, could shrink another 2096 and 
around 700,000 people could seek jobs in western Germany, 
some abandoning their region for good. | 

All evidence points to the conclusion that eastern German 
consumers will soon come to their senses, ending the buying 
frenzy in western goods. This together with the restrictive policy 
of the central Bundesbank should rein in inflationary pressures so 
that the German inflation rate in 1991 should stay aroupd 396. 


d din second phase in the economic integration of eastern Ger- 
many will thus be marked by a shift this year from runaway 
private consumption to heavy public spending. This will occur as 
Chancellor Helmut Kohl's government takes overdue steps to 
rebuild or modernise the chaotic eastern German communications 
and transportation infrastructure — an essential prerequisite for 
the Western business investment that is crucially needed there. 
Thus, independent economists are sceptical that the govern- 
ment can keep its promise — made under the Bundesbank's 
threats of an even tighter monetary policy — to hold public 
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borrowing this year to DM 140 billion. Germany's combined 
public debt is now passing the DM 1 trillion level after jumping 
to DM 962.3 billion last September from DM 898.4 billion one 
year previously. 

Public-sector borrowing as a percentage of nominal GNP 
climbed to an estimated 8.796 in the fourth quarter of 1990 and 
could average a troublesome 6.8% this year after just 1% in 
1989, according to an analysis from Bank Julius Bár (Deutschland). 
Offsetting this burden, however, are the notorious German cur- 
rent-account surpluses and the fact that western Germany's ratio 
of financial savings to disposable income remains among the highest 
in the world at close to 1596 last year. 

Without increased taxation — so far a political taboo — high 
levels of deficit financing for reconstruction of the eastern states 
will automatically stimulate continued domestic consumption. This 
capital-market borrowing also ensures strong rates and a firm 
mark that weaken export demand and economic activity in gen- 
eral. The situation is rapidly melting the all-German current-account 
surplus and is starting to reverse the country's traditional deficit in 
the long-term capital account. 

Asian companies and investors who are eyeing the European 
market might draw a few specific conclusions about Germany 





Chancellor Helmut Kohl — can he control debt? 


from these trends. If the government keeps its pledge to check the 
expansive fiscal policy of 1990, then Bundesbank would stop 
tightening its monetary reins by the end of the first quarter. This 
would mean that German rates are at or near their peak and new 
10-year government bonds become attractive. 

This view is bolstered by the fact that so much bad news, from 
the Gulf situation to the high costs of unification, was built into 
rates at the start of the year and that inflationary pressures have 
been surprisingly weaker than expected. Slower growth also helps 
bonds and a possible easing of short rates towards the end of this 
year could very well stimulate stronger economic growth in 1992. 

Such a development, which would be reinforced by the elusive 
but inevitable bottoming out of the shell-shocked eastern German 
economy late this year, could also be a signal for a rally in German 
equities, particularly those issues that benefit from public spending 
on massive infrastructure projects in eastern Germany. 

As the economy of the eastern states picks up and the in- 
frastructure improves, foreign companies looking for a European 
base should find the region increasingly attractive. Eastern 
Germany is, after all, the closest one can get to the virgin Eastern 
European market without leaving the EC or doing without the 
reliable business conditions that are otherwise available only in 
Western Europe. € 
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“Tt 1s the spirit 
that makes the world 
go round.’ 


Antoine de Saint-Exupéry 


Whether on land, on water, or in the air, 
transportation systems are growing ever 
closer together. 

Propelling this convergence is the revolu- 
tionary progress in microelectronics. Via 
microelectronically-supported satellite com- 
munications networks, city traffic, railroads, 


shipping, aviation and space travel can be 


Daimler-Benz AG, P.O. Box 800230, D-7000 Stuttgart 80, Federal Republic of Germany 





coordinated anew. Each system can now be 

seen as part of a whole. | 
The engineers at Daimler-Benz are not 

limited to just one form of transportation. In- 
stead, they are re-defining complete systems, | 
such as local mass transit. 

Our planners are working on better logistics 

for long-distance hauling. Programs to inte- 

grate air traffic into the overall transporta- 

tion framework are evolving. 

With our experience in traffic, transporta- 

tion, and communications, we get things 

moving. 


And keep them moving. 


DAIMLER BENZ 


The corporate units of Daimler-Benz: Mercedes-Benz, AEG, Deutsche Aerospace, debis Daimler- Benz InterServices 
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Gatt compromise so 
vital to all 


s one of Asia's most rapidly industrialising countries, South 

Korea has a bigger stake than most in the free flow of 
international goods and services. But South Korea's recent anti- 
import offensive demonstrates how easily a lofty principle can be 
trampled when terms of trade deteriorate. 

A government austerity campaign initiated last year led directly 
to a trade dispute between Seoul and Washington when South 
Korea began discouraging imports with such methods as subjecting 
the buyers of foreign automobiles to tax audits. Some import goods 
disappeared from the stores and their foreign manufacturers began 
lodging official complains of foul play. 

The US, more often a leader in organising sanctions and 
embargoes in recent years than in removing trade barriers, soon 
registered righteous indignation. In this case it appears the Korean 
side has blinked first, which seems only fitting if a liberal interna- 
tional order is to prevail in commerce. 

US officials, who have been negotiating over these grievances 
with the Seoul government, said in mid-January that South Korea 
is now committed to resolving the dispute. Both sides agreed on 


es T 


Foreign cars discouraged by Seoul. 


the importance of achieving accord in the current Gatt Uruguay 
round. The US negotiators said they would be following South 
Korea's actions on the issues and they urged South Korea to 
provide “equal opportunity” for foreign financial organisations. 

The South Korean-US flap is a harmless sideshow compared 
with the high-stakes, multinational poker game that is Gatt. An 
impasse between the US and the EC over agricultural trade issues 
prevented 107 participating countries from reaching agreement 
last December in the four-year-old Uruguay round of negotiations. 

Such eleventh-hour brinkmanship is a standard feature of the 
complex haggling that takes place when countries place their vital 
commercial interests on the table. The fact that no one was 
willing to stop talking showed that, as usual, one or more players 
were bluffing. In contrast to an ordinary card game, everyone 
seems to realise there is no jackpot to win if the ground rules of 
international commerce collapse in intransigence. 

“A solution to the agricultural issues is overdue,” said Ludolf 
von Wartenberg, executive director of the German Industry Fed- 
eration (BDI), as the bargaining resumed this year. “We cannot 
allow a field that involves less than 10% of total world trade to 
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endanger the essential improvements in international trade rela- 
tions.” 

Just consider the consequences of failure. The biggest losers, 
observed Hugo Paemen, chief Gatt negotiator for the EC, are the 
developing countries of the Third World. The EC also suffers, 
Paemen said, but Japan can get along quite well without an 
agreement. 

The Third World and some industrialising countries of Asia 
would face additional difficulties marketing their textile and agri- 
cultural products and would be forced to settle for bilateral agree- 
ments that can be dictated by the leading industrialised blocs. 

"There is no alternative to success of the Gatt round," said 
von Wartenberg. He appealed for compromise from the US and 
the EC to "prevent the world from splitting into trade blocs." 

A liberalisation of international trade would mean all trading 
countries could share a US$4 trillion bonanza, according to US 
Trade Minister Carla Hills. But the common good, as usual, has 
been subordinated to specific interests. 

Can the sacred cow of agricultural subsidies be slaughtered in 
the interest of a successful Gatt round? The EC has refused to 
budge on its bloated subsidies, which amount to 38% of the value 
of agricultural production. The US, which challenged these sub- 
sidies, itself provides public assistance to farmers estimated at 
2796 of the value of their output. 

Comparable figures for other leading countries range from a 
whopping 7596 for Switzerland and 7296 for Japan to 3596 for 
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4 trillion bonanza. 

Canada, 10% for Australia and 5% for New Zealand. This ava- 
lanche of subsidised meat and produce simply drives the farmers 
of poor and underdeveloped countries from the marketplace. 

Germany, the world’s top exporter and a specialist in capital 
goods and value-added manufacturing, would sustain heavy damage 
in any global trade war. Agriculture is a far more important issue 
to France and a few other EC countries than it is to Germany. 
Farming, fishing and forestry account for less than 2% of German . 
production and less than 4% of all jobs. 

But Franco-German solidarity is an important pillar of German 
economic policy, which hinges in turn on the absorption of more 
than half of Germany’s exported goods by the rest of the EC. 
This European export market is so vital to German indus- 
try that the country is a consistent net contributor to the EC’s 
financing. 

Lurking around the bend, no matter how the Gatt row is 
resolved, is the intractable problem of what to do with the COCOM 
list, the political embargo against technological exports to for- 
merly communist countries, now that the Cold War has 
ended. € 


28 FEBRUARY 1991 








he Bundespos 
e make a pretty picture. 












Have you ever stopped to think tions, satellite payloads and digital 
whose job it is to relay TV pictures, microwave links. We are also 


send telephone calls all around the working on advanced designs for 





world and make sure that video broadband optical fibre communi- 
telephone systems will soon be cation systems. So that people can 
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Seoul’s towering site for Technogerma. 


Beery Bavaria puts 
on an earnest face 


he state of Bavaria, home of the Munich Oktoberfest — that 

boisterous celebration of beer-guzzling and band music — has 
gone to great lengths to project a different, more earnest image 
in Asia by joining the blue chip German exhibitors at the 
Technogerma fair. The state is out to enhance what it already 
regards as its special business links with South Korea. 

In addition to 21 separate Technogerma exhibits opened by 
companies based in Bavaria, the state has organised its own 
exhibit which focuses on its diversified economy, especially 
its strong position in the German electrical and electronics 
industry. 

The idea of selling more electrical and electronics equipment 
to South Korea might at first seem like carrying coals to Newcas- 
tle. Bavaria ran a DM 300 million (US$206 million) trade deficit 
with South Korea last year, and electrotechnical equipment, office 
machinery and other machines have been leading the import 
flow, with the textiles and leather goods that Bavaria has tradition- 
ally bought from South Korea. 

The Bavarian state government believes its 
exhibit can help stimulate latent demand in South 
Korea for the products of Bavarian industry and 
find South Korean partners to help Bavarian 
manufacturers exploit this increasingly sophisti- 
cated Asian market. 

The Bavarian exports flowing to South Korea 
already range from vehicles, chemicals, paper 
and musical instruments to pig iron and porce- 
lain. 

The state also aims to foster Bavarian-South 
Korean business cooperation in Germany and 
in world markets and to advertise Bavaria as an 
ideal base for direct South Korean investment 
in the new Europe. The completion of a second 
Munich international airport in 1992 should 
make the region a more attractive base for for- 
eign firms by making available direct flights to 
several destinations in East Asia and the Pacific 
rim region. 
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Exhibition committee chairman Gunter Becker. 


As a production or marketing base for South Korean industry, 
Bavaria’s other selling points include a liberal business climate and 
a central geographic location for reaching markets in Eastern and 
Western Europe. 

Bavaria shares borders with Austria and Czechoslovakia, as 
well as with the red hot investment opportunity that was formerly 
East Germany. 

The state is offering a variety of incentives for new businesses, 
an attractive proposition for South Korean companies which wish 
to bestow on their products the international reputation for quality 
that goes with the “made in Bavaria” label. 

The backbone of Bavarian industry is its large array of dynamic 
and innovative family-owned companies, which are also being 
introduced in the state exhibit. Twenty-nine of these companies 
are putting their wares and expertise on display. 

These medium or small businesses are active in such diverse 
fields as camera and computer design, watches and antennae, 
ultra-sound technology and high-temperature furnaces, specialised 
machinery and environmental engineering. 

With its modern infrastructure, highly skilled and productive 
labour pool and high degree of industrialisation, Bavaria is posi- 
tioned to take full advantage from EC market integration in 1993 
in addition to seizing the opportunities arising from the opening 
of Eastern Europe. The planned 1993 ribbon-cutting of a canal 





Electrical goods hold a strong position. 
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improved efficiency. With our tradition of success on a worldwide scale, — 
we have set our own exacting standards for meeting these challenges, 
standards which ensure that our international customers enjoy 

the maximum benefits of leading-edge technology 

in machinery, plant and systems. 
Innovative. Advanced. Made in Germany. 
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Munich - -— beer and ballbearings. 








in Bavaria to link the Rhine and Danube river systems will allow 
ships to travel inland all the way from the North Sea to the Black 
Sea. 

Numerous major Bavarian companies — among them Diehl 
and MAN — are also participating in Technogerma with their 
own stands. Among well-known Bavarian participants which have 
existing business ties or joint ventures in South Korea are the tank 
manufacturer Krauss-Maffei, machinery makers Deckel and Maho, 
and the ballbearing manufacturer Kugelfischer. 

Munich, the Bavarian capital, is also the headquarters of the 
internationally engaged Siemens empire, which has major produc- 
tion sites in the state. The presence of this industrial giant has 
made the electronics and electrical branch the most important in 
Bavaria’s manufacturing economy. 

In Bavaria alone the electrotechnical branch notched a 1989 
turnover of DM 49 million and provided employment for 260,000. 
Growth in this activity has been running at a double-digit rate, 
thanks partly to the opening of Eastern Europe and German 
unification. 

About 43% of the electrical products made in Bavaria are sold 
abroad and about 55% of these within EC countries. 

Electronics already accounts for 1896 of South Korea's 
manufacturing effort and about a quarter of South Korea’s exports 
fall into the category of electrotechnical and electronic products. 
The South Korean electronics market is one of the few that. are 
growing as rapidly as Bavaria’s. € 





Industries dig in to 
face Japanese 


hat vital branch of German industry — machinery and plant 

engineering — so long dominated by a large corps of family- 
owned companies, is suddenly worried that Japanese competitors 
are about to encroach on its home turf. 

Although business could hardly be better, Germany's machin- 
ery makers are preparing to combat a Japanese export offensive 
in Western Europe as Japanese machinery sales tumble in the 
recessionary US market. 

The statistics hardly justify the anxiety. Thanks to high levels 
of applied technology and emphasis on complete systems tailored 
to meet the needs of its business customers, this branch of Ger- 
man industry is the spearhead of the country's world-pacing ex- 
port trade. 

Capacity use is running at about an optimum 9096. Production 
is expected to grow another 396 this year after an estimated 796 
jump in 1990. 

Exports of machinery and plant engineering to South Korea 
came to DM 1.7 billion (US$1.16 billion) — more than 1196 of 
all South Korean machinery exports — in 1989. This branch of 
industry estimated that its 1990 deliveries, led by machine tools, 
textile machinery and machines for manufacturing plastic and 
rubber products, might have risen to DM 2.5 billion. 

The German investment boom, the reconstruction of what was 
East Germany and the opening of Eastern Europe ensure a bright 
future. Potential problems include a slowing of exports as a result 
of the robust mark, recession in the British and US markets, and 
signs of weakening economies in Italy, France and Spain. 

Surging eastern German demand for consumer durables helped 
to lift the electronics and electrical engineering branch of indus- 
try's production by 696 last year, and 496 or 596 output growth 
is projected for this year. Order backlogs stretch for more than 
four months and manufacturers are straining to capacity to meet 
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them, but weakening exports and rising labour costs could even- 
tually become worrying. 

Growing Japanese imports, moreover, have increasingly 
trimmed the traditional trade surplus in this field. Strong German 
business investment and massive public spending on eastern 
Germany's communications and transport infrastructure should 
ensure steady growth. 

Deliveries of electronics and electrical engineering to South 
Korea amounted to DM 365 million in 1989, three times the 
level of 1980 and 19.596 higher than the 1988 figure. 
But South Korean electronics and electrical wares coming the 
other way have risen sevenfold since 1980 to DM 1.5 billion in 
1989. 


STRUCTURE OF GERMAN MACHINE 
DELIVERIES TO SOUTH KOREA 


Mining technique — 
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SPEAK TO US FIRST! 
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Precision instruments and optics, a 
highly profitable field of endeavour in which 
Germany dominates the EC market, has 
boosted its South Korean deliveries to about 
DM 100 million as South Korea’s indus- 
trial clients pushed for greater automation 
and sophistication. 

Production rose an estimated 6% last 
year, helped by strong eastern German 
demand, especially for medical and labora- 
tory equipment. 

One weak point is that the Germans 
have ceded dominance of camera and 
photographic equipment to Japanese 
competitors. 

Another is that German optical and 
laboratory equipment makers export the 
bulk of their production and are uniquely 
vulnerable to the downturn in the vast US 
market. 


estern German vehicle output in 

1990 reached a record 5 million as 
people in the eastern states scrambled to 
exchange their Trabants and Wartburgs for 
Volkswagens, Opels and German Fords. 

But the sales and production boom is 
expected to drop off in step with the 
rest of the declining world market this 
year. 

The problem is exports, which are 
weakening fast because of the robust 
mark and recession in overseas mar- 
kets. 

This also makes Japanese imports a 
threat in the domestic market, but Germa- 
ny's upmarket cars — BMW, Mercedes and 
Audi — have been having extraordinary 
success among Japan's increasingly pres- 
tige-conscious motorists. 

After seven fat years, the chemicals 
industry in western Germany is going 
through a cyclical trough of weak produc- 
tion growth and falling earnings. The east- 
ern Germany chemical industry is collaps- 
ing. Problems range from soaring oil prices 
to adverse exchange rates. 

The textile and apparel industry contin- 
ues to lament imports of improving quality 
from Asian competitors blessed by lower 
wages. 

But exports are now rising and the pro- 
duction tailspin has been halted. The pa- 
per industry is booming and a 496 growth 
is expected again this year. 

Strong growth was also the rule in food 
and agriculture, which probably raised pro- 
duction 1196 last year while operating at 
peak capacity. 

Steel output could tum up on heavy 
capital investment demand again this year 
after retrenching by 896 in 1990 from the 
banner steel year of 1989. 

Plastics processing expanded by 1196 
last year and 796 growth is in sight 
for this year, thanks to demand from the 
automotive, electronics and engineering 
industries. € 
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South Korean leather furniture is popular. 


Germans willing to 
pay for quality 


he secret to business success is knowing your consumer better 

than you know yourself. South Korean businessmen who deal 
in their country's key exports to Germany — entertainment elec- 
tronics, clothing, leather goods and textiles — know that the 
German consumer prizes quality above all else. 

"They work every day at their jobs producing quality," says 
Don Schone, director of marketing for Samsung Electronics GmbH 
in Steinbach. “So the Germans have a very high quality stand- 
ard." 

In the affluent western half of Germany people will pay top 
dollar for high quality. At a state-of-the-art stereo store in Co- 
logne, two BM18 loudspeakers from Backes and Mueller cost DM 
26,000 (US$17,808) without any of the components to power 
the system. The complete system can cost 
as much as DM 40,000. 

In another part of Germany, a gold- 
plated record player goes for DM 
1,125,000. That German consumers can 
afford such prices is not surprising. More 
than 2 million Germans are millionaires, 
and at least 400 families have fortunes of 
more than US$100 million. Their tastes 
for things classic and expensive dovetail 
with some of South Korea's major ex- 
ports to Germany. 

Electrical engineering goods are among 
the most lucrative exports. In 1989 the 
Germans imported nearly DM 1.3 billion 
of such items from South Korea, includ- 
ing entertainment electronics goods such 
as TV sets, stereos, video players and 
recorders. In 1990 German reunification 
triggered a banner year for sales. “The 
consumer electronics area was a great 
runner in 1990," says Olaf Petersen of 
the Wirtschaft Verband, an association of 
retailers. "Sales were up 1596." In 1990 
Samsung Electronics GmbH tripled its 
previous year's sales record, according to 
Schone. : 

Video recorders, particularly the sim- 
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Princess Diana — a Mondi customer. 


ple models in the lower price range of DM 700 to DM 800, sold 
well. Video players in the DM 250 range were also popular. 
Schone says he does not expect another such windfall in 1991, 
but expects to "hold that level achieved in 1990, firm up our 
presence, and take advantage of new accounts.” 

Success in the German markets depends, in part, on keeping 
up with consumer trends. In the world of stereo, the biggest trend 
is anything hi-tech, well made and expensive. Bang & Olufsen just 
released a DM 1,600 remote control. Slim and beautifully de- 
signed, it is a small computer that links every room in the house, 
controlling radios, programming video recorders and CDs — even 
operating a room's lighting systems. 

Clothing is another area of lucrative South Korean exports to 
Germany. As the world's largest exporter of clothing, South Korea 
exported nearly DM 80.4 million to Germany in 1989. That 
same year the German consumer spent DM 83 billion on clothes 
— a vast sum indicative of two fashion trends. 

The German fashion industry has upgraded its image from the 
producer of stodgy clothing to the maker of sporty, classic 
clothes. And the affluent German consumer is powered by a 
strong image-consciousness: in Germany clothes are often a status 
symbol. 

Mondi is a Munich-based fashion company that includes Prin- 
cess Diana among its clients. Mondi also does a good business 
with South Korea, where it has seven stores and various outlets 
in duty-free shops. The total volume of Mondi exports to South 
Korea is DM 3 million. Fidelius von Rehbinder, in charge of 
Mondi exports to South Korea, says: "We are building up some- 
thing on imports. Our shops are run by a South Korean company, 
which is a big retail chain. We're obviously working with them on 
possible imports.” 

Leather goods, of which South Korea exported nearly DM 55 
million to Germany in 1989, are another a popular item with 
German consumers. They spent DM 1.7 billion in 1988 on leather 
goods — couches, armchairs, pants, jackets, skirts, shoes, purses, 
belts and appointment books. Anything leather connotes wealth 
and elegance. At interior design shops a leather couch of exquisite 
design can cost DM 10,000. At Karstadt department store in 
Cologne, nearly half the furniture on display is leather — including 
pink leather chairs and purple leather couches. Leather clothing 
is often seen on city streets — a sign of 
chic affluence. 

In 1989 the German consumers paid 
DM 17.8 billion for shoes — some of 
them paying as much as DM 500 for a 
good leather pair. The German consumer 
will pay about DM 200 for a leather ap- 
pointment book; about DM 200 for a 
small leather wallet; and up to DM 1,000 
for a good-quality leather bag. 

Textiles are a particularly successful 
area of South Korean exports to Ger- 
many. In 1989 it exported DM 87.1 
million. In Germany textiles are a boom- 
ing market, particularly in interior design. 
Currently German consumers invest 
heavily in home decoration, spending as 
much as DM 1,446,000 for a Tabriz rug. 

Textiles — cotton, silk, taffeta — ac- 
cent the sense of luxury, whether they 
are used for draperies, upholstery, pillows, 
tablecloths or shower curtains. At the 
Atelier for Extraordinary Living in Cologne 
customers pay as much as DM 700 a 
metre for silk textiles. “Within the last 
year, textiles have become a status sym- 
bol,” says a company spokesman. “They 
show how much money you have." € 
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Trade relations and technical 
cooperation between Korea and 
Germany have grown from strength 

to strength. Technogerma is going to 
enhance this development further by 
presenting a comprehensive overview of 
German engineering competence. 












Siemens, Germanys largest electrical 
engineering and electronics company, 
will highlight a broad range of advanced 
products and systems, including 


— equipment for automating industrial 
processes 

— drives and numerical controls for 
machine tools 

— modern technology for transport 
systems 


— power generation, transmission and 
distribution technologies 


— electronics and automotive 
engineering solutions 
— high-quality household appliances 


Visit Technogerma and stop by the 
Siemens booth. Aside from future- 
orientated technologies you will see how 
Siemens and its cooperation partners in 
Korea have made numerous 
contributions to the country's industrial 
growth and economic infrastructure. 
These past achievements are the basis 
for a continuing partnership. 


Siemens Ltd Technology partner 
C.P.0.B. 3001 i 
Seoul to Korea. Siemens 
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When the war is over 


ALTHOUGH THE WORLD'S MEDIA is obsessed by the Gulf War, it is im- 


~ portant for investors to avoid exaggerating the economic effects of 

. this man-made disaster. Assuming the war costs the US and its al- 

. lies US$1 billion a day, it would have to last 18 months to chalk up 

. the equivalent of the US tax bill for the Savings and Loan crisis and 

. more than six years to cost the equivalent of what was lost on the 
. Tokyo Stock Exchange in 1990. 


As for the war's wider business effects, it is far too complex a 
phenomenon to prompt investors to be categorically bullish (or 


_ bearish) about stocks, bonds or cash. Oil prices are back down to 
. where they were a year ago, but most economists agree that the 
. Gulf War's bearish effects on consumer sentiment are likely to 


make the recession in Anglo-Saxon countries somewhat deeper 


and more prolonged than it would be otherwise. 


The consensus view is that the US will suffer a contraction in 


less of the outcome of the Gulf War. This is being mirrored in Bri- 
tain and Canada, while Australia's downturn preceded that in the 
US. The rest of Western Europe is growing more slowly than last 
year, as is Japan, though forecasts there of 3.8% growth in 1991 ap- 
pear much too optimistic. 

With the world economy approaching the bottom of the busi- 
ness cycle, the first question facing investors is whether to park 
their money in equities, bonds or cash. A month ago, the answer 
would have appeared to be bonds. 

In comparison with the performance of securities in previous 
economic cycles since 1970, cash was the best performing vehicle in 
the slowdowns of 1973-74, 1981 and 1990. Only in 1982 did bonds 
outperform both equities and cash. In 1991, bonds look a good bet 
once more and for the same reason. 

Money supply in the OECD is growing at a slower rate than at 
any time in the past 20 years, and the prospects for a continued fall 


i economic growth for the nine months to around June 1991, regard- 


Bond prices expected to rise as economies slow 


Calm during the storm 


O PARODY, RATHER THAN PARA- 

PHRASE, Rudyard Kipling, “if you 

can keep your head when all 

around you are losing theirs, you 
can make a lot of money.” In other words, 
it is rewarding to peer beyond the present 
fog of war. 

Having lost their faith in precious metals 
as a store of value in time of strife, investors 
are also seeing the US dollar lose its reputa- 
tion as a refuge currency. The temptation to 
panic and stuff cash into a mattress becomes 
greater by the day. 

The one thing that can be said with any 
certainty is that under almost any Gulf War 
scenario — short and sharp or long and 
painful — interest rates worldwide will 
continue to fall and, therefore, bond prices 
will rise in all major markets. 

The interest-rate outlook does not neces- 
sarily translate into a bull market for bonds 
as dramatic as in the 1980s, when yields on 
US Government bonds fell by no less than 
6%. But it does suggest that bond prices 
may rise globally for at least the next two 
years, according to First Boston Corp. As 
Alan Butler-Henderson of broker W. I. Carr 
in London puts it: “Current government 
bond values are probably an absolute gift.” 

It is hard to argue with this. A short war 
in the Gulf would mean falling oil prices 
and muted inflationary pressures, permit- 


By Anthony Rowley in Tokyo 


ting interest rates to fall even faster than 
they might otherwise. A protracted war 
would push oil prices and inflation higher, 
but it would also deepen the slide towards 
economic recession already apparent before 
the conflict. This would lead to a general 
easing of credit in the industrialised world. 

True, the demand for capital to finance 
the rebuilding of public infrastructures neg- 
lected by the major industrialised countries 
in the great consumer boom of the 1980s 
will be enormous. So, too, will the capital 
requirements to rebuild Eastern Europe 
and to finance the further emergence of 
Pacific Rim countries. 

But all this is likely to be financed by a 
general shift to increased private savings in- 
stead of consumption, especially in the US, 
and by monetising the public-sector deficit 
(or turning on the central bank printing 
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presses) as governments seek to counter re- 
cession through easier credit and to avoid 
crowding out the private sector with public- 
sector borrowing. Germany may be the 
possible exception to this trend. 

This may result in some increase in in- 
flation, but bond yields have some way to 
fall in most major markets before real re- 
turns cease to be attractive. The question is: 
which bond markets to go for. Here, unfor- 
tunately, the answers are less clear cut. 

The 1 February decision by the US Fed- 
eral Reserve Board to cut its discount rate 
by half a percentage point, to 6%, coupled 
with the move a day earlier by the Bundes- 
bank, the German central bank, to lift its 
bellwether Lombard rate by half a point, to 
9%, might seem to justify buying US bonds 
and selling German bonds. 

In fact, the reverse strategy might well 
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in inflation remain strong. One indication of this is that commodity 
prices are extremely weak. Tin prices are at their lowest level in 30 
years and rubber values have dropped below the level at which the 
international buffer stock manager can intervene to support prices. 

That was the message of the markets in January. Since then, the 
equity markets have rallied surprisingly strongly, particularly in the 
US, Britain and Asian markets such as Manila, Taipei, Bangkok 
and Singapore. 

This rally, though, is almost certainly premature. The bulls in 
the US have been bated by the rapidly accumulating evidence that 
the economy is gripped by recession and are already looking for- 
ward to the recovery. But there is many a slip ‘twixt cup and lip. 
There is a lot of bad news to come about corporate earnings in the 
US. 

US equities will look better on fundamentals by, say, early in 
the second half of this year, than they do today. By then, annual in- 
flation could be heading towards 3%, half its current rate, and the 
US dollar should have steadied. The same goes for other big 
equities markets. Even in Australia, whose market began to fall in 
September 1989, it is difficult to see a sustained rally while com- 
modity prices are so weak. 

One stockmarket that should be avoided for the whole of this 
year is Japan's. Although stock prices have fallen almost 40% from 
their high in December 1989, they are still not cheap. Despite the 
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slump in oil prices and a slight weakening in short-term interest 
rates, the Nikkei index has failed to rally since the Gulf War began. 
Expect more bad financial news from Tokyo in the weeks to come. 
And in the meantime, stick to bonds, in Japan or elsewhere. 

m Nigel Holloway 


be best. Not only is the downside risk on 
the US dollar considerable relative to the 
Deutschemark, but also, once German 
bond yields do start declining, they have 
much further to fall in real terms than do 
US yields. 

Richard Woodworth of Merrill Lynch in 
Tokyo believes that the US central bank will 
continue to ease interest rates "aggres- 
sively,” which is clearly good for bonds. 
But at the same time, he is convinced that 
the bottom for the US dollar is still some 
way off. Currency losses may then erase 
gains in bond prices, he cautions. 

Woodworth also believes that the scope 
for bringing down long-term interest rates 
in the US will be restricted by the Bush ad- 
ministration's need to increase the supply 
of deficit-financing government bonds — 
the more so if the Gulf War persists. This 
translates into a steepening yield curve and 
the need for investors to limit themselves to 
an "aggressive exposure to Treasury Bills," 
or accumulating US T-bills but shying away 
from the long end of the US bond market. 

The situation in Germany could be a 
mirror image of that in the US. Once the 
surge in domestic demand arising from 
reunification is perceived to have run its 
course, interest rates are likely to decline 
most steeply at the long end, according to 
Merrill Lynch. This makes for an attractive 
investment option, underpinned by the 
expectation of continued Deutschemark 
strength. 

Not all analysts are so bullish about 
bonds. Robert Feldman of Salomon 
Brothers in Tokyo argues that Germany 
may be courting the same sort of fiscal pro- 
fligacy in 1990 as the US became wedded to 
in the early 1980s, resulting in a major pub- 
lic deficit. This could force the Bundesbank 
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to place greater reliance on monetary policy 
to curb inflation. 

Maybe, but it is unlikely to alter invest- 
ors’ short- to medium-term perception that 
the German bond market and the 
Deutschemark are more attractive re- 
positories for their money than the US 
bond market and the dollar. As with the 
wages of sin, the end of fiscal profligacy 
takes a while in coming. 


Official interest rates in Japan have prob-  ' 


ably peaked, as in Germany, and market 
rates are softening already. But the Japan- 
ese Government bond market has rallied so 
sharply in recent months as to discount 
much of the good news still in the making 
on interest rates. 

The yen is looking attractive against the 
US dollar, while interest-rate differentials 
are likely to widen even further in the Ja- 
panese currency's favour during the first six 
months of 1991. But here investors do need 
to think hard about the post-Gulf War 
world Japan will inhabit. 

Even if Japan is spared a sharp rise in oil 
prices or a cut in its energy supplies, US- 
Japan relations, especially in trade, could be 
damaged by the war. This could not come 
at a worse time, with the US economy in re- 
cession and the looming collapse of the 
Uruguay Round of Gatt trade talks jeopar- 
dising Japan's global business links. 

For those prepared to look beyond the 
major bond markets — including Britain, 
where the scope for lower interest rates is 
limited not only by high inflation but also 
by sterling’s bondage to the European 
Monetary System — oil-exporting nations 
in the developing world might be an idea. 
Mexico, though, is the only real candidate, 
with its fair-sized government bond market 
and internationally rated bonds. g 
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BOND FUNDS 


Banking 


on Bonn 


By Michael Taylor in Hongkong 


ERMAN BONDS REMAIN the nearest 

thing to a safe haven for the cau- 

tious investor looking for capital 
preservation over the next two years. The 
arithmetic is compelling: German long- 
term interest rates now stand at around 
8.88%, while comparable US rates are 
8.21%. No one doubts that Germany has 
the sounder economy, so an adjustment 
will have to be made. 

In 1990, German markets suddenly dis- 
covered an unexpected large-scale financ- 
ing need called East Germany. By 1991, 
the markets have smoothly factored into 
their calculations the enormous yearly sum 
needed for the reconstruction. In interest- 
rate terms, the shock premium associated 
with reunification is not what it was. 

Given that Germany has an inflation 
rate of just 2.5%, its long-term bonds are 
carrying a real interest rate of about 6%. 
This is a huge deviation from the historical 
average of around 2%. All else being equal, 
real interest rates can be expected to fall by 
around 4% in the medium term, implying a 
massive capital gain for long-term fixed-rate 
bond holders. 

Moreover, Germany’s real interest rate 
is high in comparison to real rates else- 
where in the world: in the US, real interest 
rates are only about 2%. 

Higher real rates are available else- 
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where. For example, a recent Eurobond 
issue for Spain’s national telecommunica- 
tions monopoly is yielding around 14.25%. 
Taking inflation into account, this is a real 
yield of nearly 9%. 

But this alone is not a reason to invest 
in Spanish bonds, since the outlook for 
Spain’s inflation rate is unknown and the 
currency does not have the international 
track record to inspire long-term confi- 
dence. Increased inflation in Spain would 
not only cut into the real return on the 
bonds, but could also delay a cut in interest 
rates, denying the bond holder what looks 
to be an easy capital gain. 

In Germany’s case, the money supply is 
overseen by the world’s most powerful in- 
dependent price-paranoiacs, so the possi- 
bility of rapidly rising inflation is slim. 

But if capital gains for Deutschemark 
bonds look all but assured, for the US dol- 
lar-based investor there remains the ques- 
tion of the performance of the currency. 
There are always too many factors — poli- 
tical, financial and economic — to say any- 
thing sensible about short-term currency . 
movements. However, the US dollar 
looked oversold at DM 1.446:US$1 on 12 
February. 

Nevertheless, the structural strength of 
the German economy makes it difficult to 
construct a medium-term scenario in which 
the Deutschemark features as a weak cur- 
rency. And the economic and financial de- 
pendencies of the US economy make it 
difficult to envisage the US dollar as a bas- 
tion of strength in the foreseeable future. 

It is not easy for the investor to profit 
from the opportunity, short of buying the 
bonds themselves. Hongkong appears to 
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be suffering from a dearth of Deutschemark 
bond funds geared towards the longer 
term. 

Plenty of short-term Deutschemark 
money-market funds are available for the 
retail investor, but the short end of the mar- 
ket is not where the profits will be made. 
Rather, there are capital gains to be had by 
buying eight-to-10-year bonds and holding 
them for a couple of years. 

Two of the largest funds in the market 
managed from Germany are the Deutscher 
Investment Trust (DIT) Rentenfonds “K” 
and the DIT Deutscher Rentenfonds, both 
of which are managed by Dresdner Bank 
and are available in Hongkong through 
Thornton Investment Management. The 
Rentenfonds “K” fund is geared towards 
the shorter term, so the straight Renten- 
fonds fund looks to be the better bet. 

The minimum investment in this open- 
ended fund is DM 10,000 (US$6,916), and a 


A mark of quality 


View over the horizon 


AIRLINES IN THE REGION are facing bleak 
times this year, with the Gulf War mere- 
ly accelerating downward trends evident 
since early 1990. Profits for 1991 are ex- 
pected to be less than those of a year ear- 
lier and far below those recorded two 
years earlier. 

When airline chiefs announced the re- 
sults for 1989, which was an exceptional- 
ly good year, they warned that all good 
things must come to an end. But they 
were also placing big orders for aircraft on 
the basis that while the airline business 
may be cyclical, the overall trend is up- 
wards. 

Now that various economic chickens 
have come home to roost and fears of ter- 
rorism have sparked travel bans and post- 
ponements by many companies, the pic- 
ture for airlines is far from bright. But 


some pundits say this just means that 
with a worldwide recovery tipped for 
1992, there should be some bargain airline 
shares available. 

These pundits also predict that the end 
of the war will bring a surge of travel by 
people who have delayed taking trips, 
whether for business or pleasure. All 
being well, the end of the post-war surge 
might even dovetail with a general rise in 
demand linked with economic recovery. 

Singapore Airlines (SIA) and Hong- 
kong’s Cathay Pacific Airways, which 
have strong Asian networks and no 
domestic services to pull down yields, are 
far better protected during the current 
downturn than many of their counter- 
parts in the region. 

The airlines’ load factors are expected 
to drop this year, but brokers believe 
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modest initial charge of 2.5% is supple- 
mented by a 0.3% annual management fee. 
A large and well-established fund, worth 
around DM 1.5 billion, its performance over 
the past five years — during which interest 
rates have for the most part risen — has 
been dourly upwards. Since the medium- 
term interest-rate environment is now 
working in its favour, its performance 
should accelerate. 

The catch is that Dresdner Bank's 
Thornton Management (Asia) has yet to 
apply to Hongkong's Securities and Fu- 
tures Commission to have the funds au- 
thorised in Hongkong. Effectively, this 
means that Thornton is barred from mar- 
keting the fund in the territory, or even 
talking to the press about its possibilities. 
Nevertheless, Thornton has outlets in Aus- 
tralia, Japan, Taiwan and Hongkong, and 
fund managers rarely refuse a cheque. 

As with any other investment, caution 
should not be thrown to the winds. Bond 
funds are generally more expensive than 
the management fees suggest, because 
dealing costs and other charges to the fund 
tend to be high. Also, the emphasis of this 
fund has been on achieving a high rate of 
income, rather than a high rate of capital 
growth. 

A bond fund aimed at the longer term is 
likely to underperform a long-term bond: 
by its nature, the fund must keep investing 
through thick and thin, rather than merely 
investing at what appears to be the op- 
timum time. Similarly, the fund will be 
spread over non-optimum maturities and 
will even invest in floating-rate instruments 
from which no capital growth will be forth- 
coming. L| 


that with current fuel prices, Cathay's 
load factor is about 10 percentage points 
above a break-even level of 6096, with 
SIA about 10.5 points above a similar 
break-even load factor. Last year, the air- 
lines had healthier load factors of around 
8076. 

Nonetheless, lower load factors gener- 
ally result in smaller profits. For Cathay, 
a percentage-point drop in load factor 
means a drop in profit of about HK$200- 
250 million (US$25.6-32.1 million). 

One broker predicts a 1990 profit for 
Cathay of about HK$3 billion, down from 
HK$3.3 billion a year earlier. He 
the carrier's profit to drop to HK$2.5 bil- 
lion this year, which at HK$7.60 a share, 
would mean a price-earnings (p/e) ratio of 
8.7. 

He says this is an attractive p/e when 
the carrier's recovery potential is consi- 
dered. Even taking the broker’s worst- 
case scenario for Cathay, a 1991 profit of 
HK32 billion, the airline’s p/e ratio would 
still be 10.9, or about the same as the rest 
of the market. 
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SOUTH KOREAN FUNDS 





By Mark Clifford in Seoul 


N EXPLOSION IN THE NUMBER of South 

Korean equity-linked instruments 

launched in overseas markets is hav- 
ing its inevitable consequence: a plunge in 
values that is forcing the price of new issues 
down to more realistic levels. 

These instruments, chiefly aimed at for- 
eign investors, range from 
closed-end unit trusts to 
convertible bonds, warrants 
and depositary receipts. 
With a few exceptions — 
the principal one being 
the New York-listed Korea 
Fund — most are targeted 
at institutional investors 
or (at the very least) at 
individuals with above-aver- 
age means and a good un- 
derstanding of the mar- 
kets. 

To those qualifications, 

add patience: the Seoul 
stockmarket looks unlikely 
to achieve a sustained recov- 
ery soon. The Korea Com- 
posite Stock Index fell 23.5% 
in 1990. That fall was less 
than other Asian markets, 
but Seoul stocks had already 
shed value and had less far 
to fall. 


The major impact on airline profits is 
the fuel price, and this will continue to 
have an effect after the final shots in the 
Gulf War. Although the impact of pur- 
chases of fuel by allied governments to 
fight the war will disappear, the loss of 
Iraqi and Kuwaiti re capacity is ex- 
pected to keep the price of high-grade 
kerosene at the current level of about 
US$1 a US gallon even though crude oil 
should remain at US$20-25 a barrel. Before 
the war, aviation fuel was selling for about 
65 US cents a US gallon. 

Two fare rises totalling 18% in recent 
weeks have gone only a small way to re- 
coup fuel costs. Apart from not being able 
to apply the increases across their net- 
works because of expected market resist- 
ance on thinner routes, the higher fares 
wash through travel agency discounts so 
that the airlines cannot obtain the full 
benefit. 

So far, there has been less impact on 

i routes than on long-distance 
travel to the US and Europe, though US 
and British government advice against 
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Seoul destroying 


For the overseas instruments, however, 
the picture was far bleaker. Measured on a 
market-weighted index, they plummeted 
64.1%. 

Leading the decline were the two big 
closed-end unit trusts: the Korea Fund and 
the Korea Eurofund, which is traded in the 


South Korean overseas instruments 





travel to countries such as the Philippines 
has sharply cut loads to Manila. Accord- 
ing to Cathay, bookings for the Chinese 
New Year holiday period from 14-17 Feb- 
ruary were good up to the cancellation 
date for advance-purchase tickets. But the 
effects of any war-related incident causing 
last-minute no-shows will not be known 
until after the holiday. 

The effects of declines in revenue on 
share prices were obvious before the Gulf 
War began on 16 January, but the conflict 
has only made things worse. On 6 Feb- 
ruary, Cathay’s share price was HK$7.60, 
down 29% from its 1990 peak. 

But taking a 12-18 month view, region- 
al airlines are good buys, with SIA and 
Cathay being particularly attactive. Malay- 
sian Airline System, however, is question- 
able because domestic fares are held 
down for social reasons. 

“At the end of the day, the Asian re- 
gion is going to continue to be the highest 
growth area in the world, which will 
benefit the airlines,” the broker says. 

B Michael Westlake 
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Euromarket. Their premiums, the amounts 
by which the unit price exceeds net asset 
value, plunged by around 90%. 

This free-fall reflected a huge increase in 
the supply of overseas instruments, to- 
gether with the underlying stocks poor 
performance. Last year, new overseas is- 
sues of South Korean equity-linked instru- 
ments totalled US$640 million, nearly five 
times the previous record of US$130 million 
in 1989. 

In convertible bonds, a two-tier market 
has developed. Issues that have come out 
since 1988 — Saehan Media, Dong Ah, STC, 
Miwon, Samick and Sunkyong — are essen- 
tially trading as yield plays. 

Under a put option, 
which gives holders the 
right to sell bonds back at a 
specified date, bondholders 
have a guaranteed yield. 
These bonds are now yield- 
ing 10-13% on a put-to-yield 
basis, and there is a slight 
chance of an equity kicker if 
the market rises sharply. 

Previous issues are still 
trading simply as plays on 
the South Korean market. 
These include Samsung 
Electronics, Daewoo Heavy 
Industries, Yukong and 
Goldstar. There is likely to 
be continued pressure on 
their premiums, however, 
as new, more modestly 
priced, issues come to the 
market. Barring an upturn 
in the value of the underly- 
ing shares, the outlook does 
not look promising. 

Even the vaunted Korea Fund has come 
back down to earth, trading at a premium 
of “only” 21.2% at the end of January. The 
fund enjoys a higher rating than other 
funds because it is extremely liquid. The 
other widely traded closed-end fund, the 
Korea Eurofund, was trading at a 6.1% 
premium, reflecting its relative lack of 
liquidity. 

One of the most poorly executed ideas 
to emerge from South Korea’s Ministry of 
Finance in the late 1980s was the so-called 
matching fund. Three such funds were 
launched — Daehan Asia Trust, Korea 
Pacific Trust and the Seoul Asia Index 
Trust. These invest in both South Korean 
and foreign stocks and are sold to South 
Korean and foreign investors. The funds 
are now selling at discounts of more 
than 20%. Yet they are still not bargains, 
given the weakness in the underlying mar- 
ket 
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Evidence that the oversupply of trading 
instruments is having an effect is not hard 
to find. The US$100 million Korea Asia 
Fund has been stranded at the starting gate 
for more than four months, and it may 
never be launched. Li 
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SINGAPORE 


EQUITIES 


A warranted buy 


By N. Balakrishnan 


OR MOST OF 1990, Malaysian stocks 
F were preferred over Singapore coun- 
ters by brokers on both sides of the 
causeway. But during January, there was a 
change in sentiment: the Straits Times In- 
dustrial Index of Singapore gained about 
10% while the New Straits Times Index of 
Malaysia lost about 1%. 
The case for Singapore rests on technical 


— father than on fundamental factors. Its eco- 


nomic growth in 1991 is expected to be 
5.5%, compared with 8% in Malaysia; cor- 
porate earnings growth in the island repub- 
lic is estimated at 9%, whereas Malaysia is 
looking to 17% expansion, except in the 
highly regulated transport sector. 

But Singapore has other factors in its 
favour, principally increased liquidity and 
falling interest rates. To keep down the 
value of the Singapore dollar, the govern- 
ment buys foreign currencies, 
which in turn increases the 
. amount of the money in the 

banking system. 

Singapore's prime-lending 
rate has twice been cut in the 
past three months, each time 
by 25 basis points, to 7%. At the 
same time, Malaysian interest 
rates have been moving up- 
wards as the government seeks 
to dampen a boom in consumer 
imports. 

Because Singapore is enjoy- 
ing a rally based on technical 
factors rather than on earnings 
growth, brokers are recom- 
mending stocks which trade at 
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discounts to their net-asset value. Stocks 
in the property and hotel sectors fall 
into this category. So do a number of 
warrants. 

Warrants, cheap in nominal as well as in 
fundamental terms, emerged from a six- 
month hibernation on the outbreak of the 
Gulf War in mid-January, according to Ong 
Nai Pew, research director of Singapore's 
G. K. Goh brokerage. 

To calibrate the performance of war- 
rants, Ong has devised a scale based on the 
highest and lowest prices of each derivative 
in the 1990-91 period and weighted by the 
outstanding number of warrants at 31 De- 
cember 1990. This calculation puts the war- 
rant market level in late January at 127, 
with a low for the period of 100 and a high 
of 310. Investors, therefore, may consider 
warrants a cheaper (albeit more risky) way 


Singapore blue chip warrants 
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Consumer plays 


WITH THAILAND'S ECONOMIC EXPANSION 
this year expected to slip to a still-respect- 
able 7%, corporate earnings growth in 
many sectors, especially exports, will be 
fairly flat. Domestic consumption, how- 
ever, is likely to remain strong, making 
consumer-related stocks a promising play 
in a generally depressed market. 
Analysts assessing consumer stocks 
usually turn first to the Saha Patha- 
napibul conglomerate, which includes 
nearly two dozen listed units among a 
mass of production and distribution 
firms. Not all are going to perform well 


this year, but International Cosmetics Co. 
(ICC) is a favourite of many brokers. 

The company, which despite its name 
derives 70% of its revenue from fashion 
wear, pays rent based on sales volume 
rather than floor space, which has offered 
some protection against real-estate infla- 
tion. Turnover is expected to grow to 
above Baht 5 billion (US$200 million) this 

ear. 
j ICC's sister company, OCC, has not at- 
tracted anything like as much attention, 
mainly because it is too small to appeal to 
foreign institutions. Turnover is one- 
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of entering the market than buying the un- 
derlying stocks. 

Ong has constructed a table of warrant 
prices, comparing their actual price with a 
“theoretical” price. The theoretical price is 
calculated by estimating interest rates based 
on yields on government securities and his- 
torical dividend payouts. A number of war- 
rants are still trading at a discount to their 
theoretical values. 

Warrants are a bull-market play for the 
more adventurous investors, but blue-chi 
represent the least downside risk. If the 
blue-chip’s stock fails to perform to ex- 
pectations, the warrant can normally fetch a 
discounted price on the secondary market 
— provided it is within its life-span, of 
course. 

Two warrants of government-controlled 
conglomerate Keppel Corp. are a market fa- 
vourite: Keppel Corp. 93 and Keppel Invest- 
ments 91, the underlying stock for the latter 
being Keppel’s property subsidiary, Straits 
Steamship. 

Ong estimates that a 10% rise in Kep- 
pel’s stock price could lead to a 26.3% re- 
turn on warrants. Keppel 91 is suitable only 
for those willing to engage in a short-term 
play as the warrants will expire 
in about nine months. 

National Steel 94 warrants 
are said by Ong to be under- 
valued by about 50%. He says 
the steel business is being 
buoyed by the construction 
boom in Southeast Asia and 
should give the company earn- 
ings growth of about 9%. 

DBS Land A 95, the warrants 
of the blue-chip government- 
controlled property company, 
are trading at an 11.1% discount 
to their theoretical price. The 
company has three warrants 
trading, with DBS Land A 95 
the most attractive. LI 
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tenth of ICC's. OCC brand names overlap 
with ICC, but it makes 7076 of its money 
from cosmetics. 

First Asia Securities, of the Asia Equity 
group, notes that the sheer number of 
brands in the ICC stable inhibits its expan- 
sion (too much competition within the 
same company). This will mean more 
products being channelled through occ. 

Thai President Foods, another group 
affiliate with an extensive distribution 
network, makes instant wheat noodles 
(of which it has a 60% market share), 
cookies and biscuits. If Thai eating habits 
fall into line with the rest of Asia, a large 
market remains to be tapped: local per- 
capita consumption of instant noodles 
is still far below that of Taiwan, Hong- 
kong, South Korea and Japan. 

B Paul Handley 
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PHILIPPINE EQUITIES 


Sunny side up - 


WITH INTEREST RATES ON fixed-income 
investments going into reverse and with 
belated signs of presidential economic 


firmness, the Manila stockmarket seems 
poised for a take-off. The composite 
index, having zipped past the 800-point 
mark, was on 12 February more than 
35% higher than when the market open- 
ed this year. Some analysts believe it will 
hit 1,200 points within 12 months. 
Brokers say that normally cautious in- 
stitutional investors have started moving 
into the stockmarket. Daily turnover 
surged on 6 February to US$10.8 million, 
compared with an average US$3-4 mil- 
lion in the previous two months. The 
New York-based First Philippine Fund is 


AUSTRALIAN 


rumoured to have moved into the market 
with at least P110 million (US$3.9 
million) to invest in Philippine stocks. 
The listing of up to 23 companies this 
year could give the market a further 
boost. 

The following blue chips are likely to 
figure large in more conservative port- 
folios: Philippine National Bank, which 
last year posted a 13% increase in net in- 
come to 23.3 billion; telephone mono- 
poly Philippine Long Distance Telephone 
Co.; and Ayala Corp., which has such 
varied subsidiaries as a commercial bank, 
a semiconductor exporter and food 
processor; and, despite prospects of re- 
duced beer sales because of power and 
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Back from the bottom 


By Glenda Korporaal in Sydney 


USTRALIA'S RECESSION has bottomed 
A out, according to some analysts, and 

certain stocks on the Australian 
Stock Exchange (ASX) may represent good 
value for investors willing to gamble on an 
economic recovery. 

This view is bolstered by increasing con- 
fidence that the country’s inflation rate, 
which was running at more than 7% last 
year, could fall below 6% by mid-year. 
Banks and companies in the industrial, con- 
struction, transport, food and property sec- 
tors are most likely to prosper from an eco- 
nomic turnaround. 

Economists point out that the prospect 
this year of crude-oil prices in the range of 
US$20-25 a barrel would also help the Aus- 
tralian economy. Prices in this range would 
result in stronger economic growth world- 
wide and provide a better market for Aus- 
tralian exports of wheat, wool, meat, coal 
and iron ore. They also would increase the 
possibility of even lower inflation and in- 
terest-rate cuts by the Reserve Bank of Aus- 
tralia, the central bank. 

Australia is still a net energy exporter, 
but the price link between coal — the coun- 
try's major export — and oil is no longer as 
strong as it was in the 1970s. The more 
likely impact of higher oil prices would be 
reduced demand for coal, particularly from 
Japan. 

The only Australian export to benefit di- 
rectly from the rise in oil prices since the Iraqi 
invasion of Kuwait on 2 August is liquid na- 
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tural gas, which is sold to Japanese utilities. 

Also helping to bolster the stockmarket 
is the view summed up by Bruce Parncutt, 
managing director of the Melbourne-based 
McIntosh Securities. "Our market was one 
of the first to head into a recession, so we 
should be the first out." 

Still, most analysts do not expect any 
upturn to occur until the second half of 
this year. Westpac Banking Corp., Austra- 
lia’s largest private bank, predicts the econ- 
omy will grow just 0.75% this year, down 
from about 2% in 1990. 

Australian industrial stocks were mark- 
ed down heavily last year because of in- 
creasing concern about the economy. At 


Recovery stocks 
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tax increases, even San Miguel Corp. 

The slide in market prices in the sec- 
ond half of 1990 means bargains are still 
available. The government is expected to 
speed up the dispersal of shares worth 
P728 million in mammoth power-dis- 
tribution company Manila Electric Co., 
which will boost the bottomline of First 
Philippine Holdings. Metro Drug is ex- 
pected to post substantial profit growth 
this year; similarly, Robinson’s Land Inc. 
is considered undervalued. 

Cynics abound, but the oil sector is ex- 
citing speculators. Oriental Petroleum & 
Mineral Corp. chairman Robert Coyuito 
claims that the Linapacan discovery of 
crude oil reserves equivalent to 100 mil- 
lion barrels is of historic proportions. The 
Energy Regulatory Board says 15 oil wells 
are scheduled to be drilled this year, 
compared with a four in 1990, but there 
is no guarantee all these plans will be im- 
plemented. m Rigoberto Tiglao 





the same time, however, companies raised 
their cash levels to near record levels to 
guard against the bear stockmarket, falling 
interest rates, depressed real-estate prices 
and the looming showdown between Iraq 
and US-led forces. 

The ASX All-Ordinaries Index closed at 
1,384 on 12 F , up 184 points from 


the start of the allied air offensive against — 


Iraq on 16 January. Brokers say the rally 
was fuelled by institutional investors com- 
ing back into the market. 

Share prices of Australian banks, once 
the glamour stocks of the market, are in a 
prime position to benefit from an economic 
recovery. Brokers say the safest bet for in- 
vestors may be National Australia Bank, 
which has avoided exposure to Australia's 
increasingly troubled highfliers. They are 
also giving a favourable nod to Westpac. 
Even though the bank is expected to cut its 
dividend this year, they say it has written 
off a large part of its bad debt. 

Other companies expected to perform 
well in an economic turnaround are: 
Brambles Holdings, an international- 
transport company; Lend Lease Corp., a 
construction concern; Coca-Cola Amatil; 
James Hardie Industries, a construction 
company; and Boral, a building-products 
company. 

Industrial companies Pacific Dunlop 
and BTR Nylex are favourites among for- 
eign investors. Brokers say some institu- 
tional investors are already looking out 
for second-rank industrial companies that 
could show promise. They say strong can- 
didates are: Hills Industries, a manufac- 
turer of clothes lines, wheelbarrows and 
ladders; Wattyl, a paint manufacturer; 
George Weston Foods; Gibson Chemical 
Industries; and F. H. Faulding & Co., a 
pharmaceutical maker. * 
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Japan’s car, consumer-electronics firms face harder times 


Hitting the brakes 


By Anthony Rowley in Tokyo 


wo important pillars supporting 

Japan’s four-year-old economic 

boom, car and consumer-elec- 

tronics companies, are showing 
signs of weakness because of contracting 
domestic and global markets. Executives 
blame the Gulf War, but the situation also 
reflects a drying up of the liquidity which 
had been fuelling global consumption. 
With consumer demand in Japan soften- 
ing, a US market increasingly mired in re- 
cession and European demand looking 
problematical, the industries are pinning 
more of their hopes on Asia. 

The vehicle and electronics industries, 
which employ nearly 27% of Japan’s work- 
force, account for nearly 30% of the coun- 
try’s manufacturing production and a simi- 
lar proportion of manufacturing capital in- 
vestment. Their contribution to total re- 
tail sales approaches 20%. Cars represent 
around 22% of Japan’s manufactured ex- 
ports, and consumer-electronics products 
account for a further 6%. 

Toyota Motor Corp., Japan’s No. 1 car- 
maker and the world’s third largest, said 
on 8 February that its profit for the fiscal 
year ending on 30 June is expected to fall 
18% from a year earlier, the first drop in 
four years. The magnitude of Toyota’s fore- 
cast profit decline surprised analysts since 
corporate earnings in the year are not ex- 
pected to fall so sharply in most industries. 

Other Japanese carmakers expect to 
maintain last year’s profit and revenue 
levels at best in the current financial year, as 
do major consumer-electronics companies. 
But this may prove to be an optimistic as- 
sessment by both sectors. Numerous indi- 
cators are signalling a significant slowdown 
in consumer and corporate confidence in 
Japan. In December 1990, Japanese orders 
for machinery — an important economic 
indicator — fell by what investment bank 
Merrill Lynch terms a “stunning” 28%. 

Slacker consumer demand will almost 

inly cause car and electronics com- 
panies to scale back capital investments in 
Japan and overseas. According to the 
Ministry of International Trade and Indus- 
try, Japanese car or car-related companies 
spent ¥5 trillion (US$38 billion) on fixed 
plant and equipment in Japan between 
1988 and 1990. The Japan Automobile Man- 
ufacturers Association says the country’s 
main carmakers have invested US$10.5 bil- 
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lion in North America and Europe since the 
mid-1980s. 

Japan's electronics companies have been 
investing in Japan at an annual rate of 
about ¥1.3 trillion since the mid-1980s. 
Overseas investments have also been sub- 
stantial. 

Much of this investment in Japan has 
been forced upon companies not so much 
by a desire to raise productivity and reduce 
unit-labour costs as a need to upgrade 
working conditions for an increasingly en- 
vironment-conscious workforce. A tight la- 
bour market has exacerbated these pres- 
sures. 

Toyota plans to invest ¥580 billion in 


Japanese cars go down hill... 


Toyota 
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plant and equipment in Japan in its current 
financial year, plus a further US$2.5 billion 
in the US and Britain. But analysts believe 
the company may have to trim spending 
plans for this year and next. Nissan Motor, 


Japan's No. 2 carmaker, wants to invest 


*¥280 billion annually in Japan in the three- 
year period ending on 31 March 1994 
and about 3560 billion annually on a 
worldwide basis. Analysts, however, say 
cuts are inevitable. 

Sony Corp., the second-largest con- 
sumer-electronics company in Japan after 
Matsushita Electric Industrial, has raised 
capital spending 15-20% a year since the 
mid-1980s. The company’s worldwide cap- 
ital spending totalled ¥360 billion in the fis- 
cal year to 31 March 1990. Analysts say the 
company may have to curtail spending. 

Officials at Japan Victor Co. (jvc), 
another major manufacturer of audio and 
visual equipment, say the company has al- 
ways been cautious in its capital-spending 
plans. They say the company has become 
even more prudent under the current eco- 
nomic conditions. 

Kenneth Courtis of Deutsche Bank Cap- 
ital Markets in Tokyo points out that the 
worldwide economic slowdown coupled 
with slower consumer spending in Japan 
will make it difficult for Japanese com- 
panies to pass on higher costs to consum- 
ers. He says this will result in a “sharp de- 
cline in return on investment.” 

Car and consumer-electronics com- 
panies are reluctant to discuss their rates of 
return on investment. They admit, how- 
ever, that costs have risen because of their 
heavy capital investments and that they are 
dependent upon higher levels of revenue 
and capacity utilisation. 

Returns on investment for Japan's 
manufacturing sector have fallen to 5.9% 
from a peak of 7% in 1989, according to 
Courtis. Because of much lower Japanese 
stock prices and higher interest rates, the 
cost of long-term corporate funding in 
Japan has risen to 8.5%. Unless Tokyo 
eases its monetary policy, Courtis says, the 
Japanese economy is poised to go from an 
“investment boom to an investment bust.” 
He says economic growth could fall to 2.7% 
in 1991, less than half the growth rate in 
1990. 

The overseas strategy of the car and 
electronics industries in the past decade has 


been to secure strong manufacturing bases — 


in the US and the EC. The tactic of getting 
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BUSINESS AFFAIRS 


around protectionist barriers in these mar- 
kets through these “transplant” manufac- 
turing bases has worked well, but ques- 
tions are beginning to surface about future 
levels of demand in these markets. 

The sharp fall-off in US consumer de- 
mand has given Japanese carmakers their 
most unpleasant surprise. In January 1990, 
according to Toyota, US demand for vehicles 
declined 5.7% from a year earlier to 14 mil- 
lion units. In January, the company says US 
demand dropped 25% from a year earlier. 
Analysts say an expected decline for this 
year will be less severe if the Gulf War ends 
soon, but they may be underestimating the 
severity of the US economic recession. 

Japanese carmakers have been accus- 
tomed to pushing up their market share 
even in a declining US market in the past 
two or three years. In January, however, 
Toyota's US sales fell 16% from a year ear- 
lier, while Nissan’s sales fell 6.6%. 

Toyota’s decision to cut car exports to 
the US by 15,000 units between March and 
May to cope with falling demand reflects 
the pessimism the carmaker has about a re- 
covery in the US market this year. Japan’s 
third-largest carmaker, Honda Motor, has 
also announced plans to cut shipments to 
the US; Nissan is expected to do so soon. 

Japanese carmakers decline to say what 
proportion of their profits is derived from 
individual markets, but the importance of 
the US market can be assessed from the fact 
that it accounts for about 40% of Japanese 
car exports of nearly 9 million units. This 
figure represents about 45% of total car pro- 
duction in Japan. 


he US and other overseas markets 

are even more important if trans- 

plant production, which has 

grown rapidly in line with a re- 
duction in absolute levels of exports in the 
past five years, is factored in. Nissan, one 
of the strongest Japanese companies in 
overseas markets, manufactured in the US 
about 44% of the 622,000 cars it sold there 
in 1990. The company manufactured in 
Europe more than one-half the 390,000 cars 
it sold there last year. 

Prospects for the European market, 
which takes just under 3076 of Japanese car 
exports, are also not promising. Stephen 
Usher of broker Kleinwort Benson in Tokyo 
says that "Europe will provide no safety 
valve or dumping ground for weakness in 
the US auto market." He expects growth in 
European demand to be modest for the 
next couple of years. 

Toyota expects its sales to Europe to de- 
cline from year-earlier levels. Nissan, how- 
ever, hopes that an increase in demand 
from Eastern Europe will compensate for 
sluggishness in the market. 

Japan's electronics companies rely on 
the softening US market for more than one- 
third of their consumer-oriented exports. In 
1990, exports of Japanese consumer-elec- 


tronics goods to the US fell 18% from a year 
earlier. They are forecast to fall this year, 
too. An official at JVC, which enjoyed 20% 
sales growth in the US in 1990, says that 
"even after the [Gulf War], the US econ- 
omy will not be strong." 

Japanese consumer-electronics sales in 
Europe have been growing robustly for 
several years, but few companies expect the 
trend to continue. JVC officials say Euro- 
pean consumers have become even more 
nervous than those in the US and the com- 
pany will be happy to maintain sales vol- 
umes at last year's level. 

The worst news for both car and con- 
sumer-electronics companies, however, is 
in Japan. Analysts say the automobile mar- 
ket could decline 2% this year. Kleinwort's 
Usher predicts the market will be hit with 
its biggest slowdown in a decade. 

Demand for consumer-electronics pro- 
ducts in Japan has been declining for two 
years. Last year, sales of consumer-elec- 
tronics goods fell 2%. This makes the fall- 
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Production hit by domestic decline. 


off in export markets all the more serious 
since Japanese makers sell 74% of their 
domestic production overseas. 

Moreover, economists are continually 
downgrading their estimates of Japan's eco- 
nomic growth for 1991, so retail sales are 
unlikely to improve. This is particularly bad 
news because in recent years the domestic 
market has become the most profitable for 
manufacturers since the costs of overseas 
production have risen sharply and the 
stronger yen has made Japanese exports 
less attractive. 

Toyota officials acknowledge that de- 
spite strong employment and income pat- 
terns in Japan, sales of all vehicles except 
trucks have been declining since November 
1990. They attribute part of the lack of de- 
mand to growing concern about the Gulf 
War, but they point out that Japan's wor- 
sening economy as well as the severity of 
the worldwide economic slowdown are 
also dampening sales. 

Despite the gloom about domestic sales 
and exports to the US and Europe, Asia is 
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a bright spot for Japanese car and con- 
sumer-electronics companies. Japanese car- 
makers have pushed heavily into the rest of 
Asia in recent years. Toyota is heavily in- 
volved in the Asean complementation plan 
for carmakers in which the company pro- 
duces one set of components in one coun- 
try and a different set in another. Nissan 
has substantial interests in Taiwan and 
Australia, and Mitsubishi Motors is 
Malaysia’s partner in the manufacture of 
the Proton Saga car. 

In 1990, demand in Asia for Japanese 
cars rose 17% from a year earlier to 3.4 mil- 
lion units, about 27% of the total US mar- 
ket. But Japanese carmakers say the mar- 
kets in Thailand, the biggest single Asian 
destination for Japanese car exports, and in 
Indonesia jumped 50% last year. 

Nissan officials say Asia represents the 
most promising market in the world for car 
sales. But they point out that because of im- 
port restraints in most countries, much of 
the potential demand will have to be satis- 
fied by local production rather than by ex- 
ports from Japan. This implies that direct 
investment in Asia by Japanese carmakers 
will rise as investment growth in the US 
and Europe declines. Meanwhile, Nissan is 
planning to increase its car exports to Asia 
to 200,000 units this year, up from 192,000 
units in 1990. 

Japan's consumer-electronics companies 
are more dependent upon Asia for exports. 
In 1989, exports of Japanese consumer-elec- 
tronics products to Asia were valued at 
¥ 445 billion, about half the value of goods 
shipped to North America and about two- 
thirds of those sent to Europe. Jvc officials 
expect Asia to become even more impor- 
tant as a buyer of Japanese consumer-elec- 
tronics goods in the next five years. 

Sony is counting on the market for video- 
cassette players and colour Tvs, the two 
most important areas of consumer elec- 
tronics, to open up in Asia as it reaches 
saturation point in Japan. At about *¥*200 
billion annually, the Asian market for Ja- 
panese videocassette players is already on a 
par with Europe and equal to 6076 of the 
value of the US market. The Asian market 
for Japanese colour Tvs, valued at about 
X113 billion a year, is 10 times larger than 
the US market and five times bigger than 
the European market. 

Officials from Sony and JVC see particu- 
lar promise for increased consumer-elec- 
tronics sales in Thailand. They also view In- 
donesia and China as areas of major poten- 
tial growth. 

JVC, for instance, signed cooperation 
agreements for TV production with 17 en- 
terprises in China before the pro-demo- 
cracy crackdown two years ago. Company 
officials say they hope to pursue these ven- 
tures now that political tensions resulting 
from the 4 June 1989 Peking massacre have 
begun to ease between China and the lead- 
ing industrialised countries. a 
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Japanese suppliers under fire in US military debate 


On the defensive 


By Susumu Awanohara in Washington 


daiming repeated successes in the 

Gulf War for its state-of-the-art wea- 
ponry, unease is growing in some quarters 
that these hi-tech missiles depend increas- 
ingly on components supplied by overseas 
manufacturers. Some US pressure groups 
believe that the US defence industry has be- 
come too dependent on allies of doubtful 
loyalty in times of conflict, particularly 
Japan. 

The same groups also worry that 
the technical superiority of US defence 
contractors is being eroded by technology 
developed in Japan that has civilian as well 
as military applications, known as dual- 
use. 
The reliability and competitive pricing of 
Japanese components, often the result of 
high-volume production for the commercial 
market, make them attractive for defence 
subcontractors. 

Of the 20 "critical technologies" (includ- 
ing semiconductors, robotics and supercon- 
ductivity) as defined by the Pentagon in its 
annual review last year, at least 15 are dual- 
use and Japan is a leader in five. 

If the US is to maintain its lead in de- 
fence technology, foreign investment in 
sensitive areas may have to be restricted 
ind US access to critical foreign technology 
may have to be increased, say some techno- 
nationalists. 

According to a study by the Washing- 
on-based Centre for Strategic and In- 
ernational Studies, the import share 
of US defence-related consumption in 1986 
was 12.3%, only slightly lower than the 
14.3% for all US manufacturing consump- 
ion. 

Nearly 19% of weapons components 
ind subsystems were sourced overseas. 
-ompleted weapon systems had a 13.9% 
oreign content. 

In another study, a senior fellow at the 
JS National Defence University, Martin 
-ibicki, identified areas in which precision- 
zuided munitions (known in military jar- 
yon as "smart bombs," including Toma- 
1awk cruise missiles, anti-missile Pat- 
iots and air-to-air Sidewinders) are depen- 
lent on foreign components. 

Field-effect transistors (FETs) used in 
high-frequency radar come in two types, 
silicon and gallium arsenide, and the Japan- 
ese are important sources of both. In the 
late 1980s, the US comprised half the US$40 
million world market for silicon FETs. 


t the same time as the US military is 
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Japanese electronics company NEC 
dominates that US market for silicon FETs, 
with perhaps US$1.5 million being used in 
the making of smart bombs, according to 
Libicki. 

US dependence on Japanese gallium ar- 
senide FETs is less marked but growing, 
with Toshiba occupying a strong position in 
certain niche markets. Both types of FETs 
are manufactured outside the US. 

Japanese and German companies not 
identified in Libicki's study (but thought to 
be Sumitomo and Siemens) are leaders in 
precision glass parts used in the target de- 
tectors of smart bombs. Sources say a "Buy 
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American” policy has recently reduced the 
US’ foreign dependence in glass parts. 

Dependence on Japanese semiconduc- 
tors is pervasive, especially in civilian, off- 
the-shelf memory chips. In addition, the 
US semiconductor industry depends heav- 
ily on overseas facilities to assemble 
finished chips from domestically produced 
wafers. 

Almost all military-grade semiconduc- 
tors which require extra protection from 
moisture and heat have to be packaged in 
ceramic, the bulk of which comes from a Ja- 
panese company, Kyocera Corp. The com- 
pany has a facility in the US with enough 
capacity to support the US military needs in 
an emergency. 

Unlike the British and the Israelis, how- 
ever, the Japanese do not supply important 
subsystems (such as launch tubes or rocket 
motor cases) for smart bombs. 

It is difficult to specify how much of a 
weapon “system” (such as a missile, air- 
craft or tank) is foreign. Main US defence 
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contractors make most procurements 
domestically, but their value-added may be 
only 30-40% of the system’s total. It is at the 
level of lower-tier subcontractors that for- 
eign subsystems and components creep in, 
says Richard Samuels of the Massachusetts 
Institute of Technology. 

Samuels and others point out that 
meeting military specifications can be an 
exacting experience for new entrants, par- 
ticularly foreign ones; for security reasons, 
the Pentagon prefers to use domestic 
suppliers. Given Tokyo's restraint on 
weapons exports, Japanese companies 
have hesitated to market their military ware 
explicitly. 

Libicki concludes that the US’ depen- 
dence on foreign sources for the manu- 
facture of smart bombs is surprisingly 
low; of the total US$5 billion a year spent 
on them, only 1-2% is spent abroad. (He 
considers foreign-owned facilities in the 
US as "domestic" and adds that depen- 
dence may have increased in the last few 
years.) 

He stresses that foreign dependence 
does not necessarily mean vulnerability, 
if the supplier is from a friendly coun- 
try. Defence chiefs would have to spend 
only US$15 million in an emergency to 
build up adequate stocks of smart bomb 
components to ensure continued pro- 
duction of the systems while manufactur- 
ing of these components was shifted to the 
US. 


But a recent report by a Defence Science 
Board task force may give extra impetus to 
the techno-nationalists’ cause. The report 
condudes that instead of waiting for for- 
eign firms with critical defence technology 
to invest in the US, the Pentagon "should 
actively recruit such investment’ by 
threatening to restrict access to US military 
and civilian purchasers. 

These sentiments are shared by many 
businessmen and officials, but the Penta- 
gon considers the conclusions too extreme 
and is blocking the public release of the re- 
port. 

In the meantime, techno-nationalists are 
trying to block the acquisition by Fanuc, a 
Japanese machine-tool giant, of Moore Spe- 
cial Tool, a Connecticut company which 
manufactures equipment needed to assem- 
ble nuclear weapons. Opponents of this 
deal, who want Moore to remain in US 
hands, are planning Congressional hear- 
ings soon. 

Moreover, their cause has only been 
helped by the comments of Japanese politi- 
cian Shintaro Ishihara in his book The Japan 
that Can Say No. "Without using new-gen- 
eration computer chips made in Japan, the 
US . . . cannot guarantee the precision of its 
nuclear weapons. Furthermore, the global 
military balance could be completely upset 
if Japan decided to sell its computer chips to 
the Soviet Union instead of the US," Is- 
hihara wrote. a 
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"jangsu province, one a the wealthiest 
and most developed in China, is aim- 
| ing to rival, if not supplant, Guang- 
ng as the favoured destination of foreign 
-investment in the 1990s. To do so, it in- 
~ tends to cash in on the ambitious economic 
renaissance being planned for the neigh- 
< bouring city of Shanghai. Although it has 
excellent transport facilities and abundant 
: mineral and human resources, Jiangsu is 
at a serious disadvantage compared with 
-other coastal provinces, because it lacks 
trong historical ties with other Asian 
"economies. Guangdong, by contrast, looks 
- to Hongkong and Fujian has long-standing 
links to Taiwan. 
The east coast has fewer historical and 
\ peoptaphical ties to the outside world. 
Shanghai was the nexus for the Yangtze 
-niver basin exports to the US and European 
. markets in the first half of the 20th century, 
. but these links have withered since the 
- communist party took control in 1949. Still, 
| Jiangsu has attracted investment from US 
- and EC companies as well as from North- 
' east Asian neighbours, Taiwan, Japan and 
South Korea. Hongkong firms are by far 
«(the biggest investors, accounting for more 
|... than 60% of the total in 1990, followed by 
"the US with 10.6% and Japan with 9%. 
c > Jiangsu officials chafe at Guangdong's 
. . successful wooing of foreign investment, 
arguing that their province offers more 
.advantages, including a better-educated 
workforce and a more developed local 
-economy. “Relatively speaking, Guang- 
. dong is a rather backward, agriculturally- 
based province whose only advantage, be- 
sides geography, is cheap but low-quality 
labour," said one Jiangsu official. 
. Both provinces were star achievers 
under the economic reforms of the 1980s, 
though for very different reasons. Jiangsu’s 
. success stems from the growth of township 
enterprises — mainly rural collective ven- 
tures — while Guangdong's good fortune 
is directly related to direct foreign invest- 
ment from Hongkong. 
. Jiangsu still holds the top provincial spot 
for gross industrial output for 1990, at Rmb 
- 213.79 billion (US$40.9 billion) — a 9.9% in- 
` -crease over 1989. But Guangdong is dosing 
the gap, registering 16. 4% growth in indus- 
rial biggie in 1990 D, torig Rmb 158.97 

































China’s Jiangsu aims to vie with Guangdong 


ncial rivals 


ventures have a good track record in their 
province; more than 80% of the 440 com- 
panies are profitable. Most of Tiangsu's 
joint-venture projects are concentrated in 
the textile, steel and chemical sectors, with 
interest growing in the province's rapidly 
expanding electronics industry — as shown 
by a US$180 million joint venture between 
the Dutch firm Philips and Jiangsu elec- 
tronics giant Huadong to produce televi- 
sion tubes. 

Jiangsu's most ambitious plans hinge on 
the successful transformation of Pudong, a 
relatively isolated, undeveloped area across 
the Huangpu River from central Shanghai, 
into a thriving international entrepot. The 
Pudong project is intended to help spur the 
development of half a dozen provinces lo- 
cated within the Yangtze river delta, includ- 
ing Zhejiang, Anhui, Jiangxi and Hubei. 

But Jiangsu is better placed than other 
provinces, given its proximity to, and his- 
torical ties, with Shanghai. Jiangsu leaders 
strongly backed Shanghai's efforts to win 
special concessions from the central gov- 
ernment. And since Peking sanctioned the 
Pudong plans in April 1990, officials and 
industry groups from the province and 
Shanghai have kept in close touch to help 
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communication inks, in particu 

structing a Rmb 3.5 billion, 225-km | 
way to connect Jiangsu's provincial ca tal 
Nanjing with Shanghai. When. completed 
within the next few years, the highway: vill 
cut travelling time from the current five 
hours to two hours. Jiangsu officials hope 
this will open up several cities along the 
route to foreign investors, including Su- 
zhou, Nantong and Nanjing. 

Provincial officials. acknowledge that a 
lack of investment on the province's trans- 
port infrastructure has slowed develop- 
ment as well as hampered foreign invest- 
ment. The local government is putting Rmb 
1.2 billion into transport projects and the 
central authorities Rmb 1 billion, while the 
rest of the funds are expected:to come from 
foreign investors, particularly Hongkong 
companies. 














Shanghai, will benefit most from this 
growing infrastructural and economic 
nexus. A number of towns and cities are 
looking to become service industry satel- 
lites. Suzhou, 45 minutes from Shanghai 
and located on the main Peking-Shanghai 
railway line, is planning a major tourist and 
entertainment centre, including hotels and 
golf courses, says Nie Hanging, the director 
of fiangsu's Commission of Foreign Eco- 
nomic Relations and Trade. 
Another priority is the upgrading of the 
province's extensive local waterway sys- 
tem, which should improve access to the 


S outhern Jiangsu, which is closest to 


The Dutch connection 


Hua Fei, a US$180 million television tube 
joint venture between Dutch electronics 
giants Philips Ltd and the Huadong Elec- 
tron Tube Factory in Nanjing, is Jiangsu's 

foreign investment showpiece. 
| Hua Fei has run up against many of 
| the problems that have plagued other 
| joint ventures operating in China, includ- 
| ing construction delays, the unavailability 
of raw materials, bureaucratic red-tape, 
and management differences between 
the foreign and Chinese partners. Still, 
| the firm is only four months behind 
schedule in reaching full-scale annual 
production of 1.6 million colour TV 
. tubes by next year, says P. C. Boland, 
Hua Fei’s general manager. There are 
plans to double output to 3 million tubes 

by 1993. 

Philips furnished 30% of the capital 
for the 25-year joint venture, with 


Huadong providing 4576 and Hong- 
kong's Novel Technology Development 
Co. 25%. Construction of the 51,000-m? 
factory, among the most modern in 
China, took two years to complete. Oper- 
ations began last November. 

The company expects to be p profitable 
by next year, despite the current depress- 
ed state of the domestic consumer mar- 
ket, particularly for TV sets. All of Hua 
Fei’s domestic production has. already 
been allocated in advance by local televi- 
sion manufacturers; almost half of the 
production is designated for export. 

The cost of glass, however, remains a 
drag on profits. Glass for the television 
tubes comes primarily from Philips sub- 
sidiaries abroad, accounting for 75% of 
Hua Fers total costs and proving to be a 

drain or Hua Fei’ s limited foreign: 











less developed northern half of 
Jiangsu. Work is under way to ex- 
pand a number of tributary canals 
that connect with the Grand Canal, 
which is also being revived as part of 
a larger national project to divert 
water supplies to northern China. 

Inland ports along the Yangtze, 
induding Nanjing, the country's 
largest, are likely to be the biggest 
beneficiaries from Pudong's deve- 
lopment. 

Jiangsu is also an important 
source of raw materials for Shang- 
hai, supplying agricultural goods 
and chemicals. Local officials say 
Jiangsu's economic relationship with 
Shanghai parallels Hongkong’s in- 
terdependence with Guangdong. 
While Hongkong is dependent on 
its northern neighbour for much of 
its basic commodities, Hongkong 
companies have poured huge 
amounts of investment into Guangdong to 
set up production facilities that have been 
crucial to the province’s rapid economic 
growth. 

Jiangsu planners expect this pattern of 
development to be repeated locally. Shang- 
haiís economy is particularly geared to 
technological and capital-intensive ven- 
tures, while Jiangsu is better placed for 
more labour-intensive industries, says Nie. 

With a population of 67 million people, 
the largest of any province, Jiangsu has a 
ready supply of cheap labour. More than a 
quarter of the workforce is employed in 
rural township enterprises, which make up 


contrast, makes up less than 296 of 
operating costs. 

The company plans to have domestic 
suppliers lined up for 85% of its glass 
within the next three years. The com- 
pany is cooperating with a glass producer 
in Anyan in Henan province to import Ja- 
panese technology to raise the quality of 
production sufficiently to meet the com- 
pany's specifications. 

Hua Fei's relative success rests largely 
with local authorities efforts to meet 
the company's every need, including gua- 
ranteeing essential supplies at low costs, 
such as utilities, and helping in the re- 
cruitment of employees. "The speedy 
construction of Hua Fei would have been 
impossible without the authorities’ full 
backing,” says Xu Sen, a director of 
Huadong, the Chinese partner. 

The joint venture has managed to 
negotiate generous financial incentives 
from Jiangsu as well. Hua Fei is exempt 
from land use fees for five years, fol- 
lowed by another three years at a 50% 
discount, and is exempt from most taxes 
for seven years. . 

Hua Fei is among the top three for- 
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98% of the province's total enterprises. 

Provincial planners are concerned, how- 
ever, that this proliferation of small-scale 
firms could hamper the province's overall 
economic development. Most of these 
firms are employed in low-value farming, 
textiles, food processing, light industry and 
simple consumer goods. Peking's tough 
austerity programme in the past couple of 
years targeted the township enterprises in 
particular, as the central authorities see 
them as notoriously inefficient consumers 
of credit and scarce raw materials. 

In an effort to improve the economic ef- 
ficiency of these enterprises, provincial 


eign investments in the province, one of 
China's biggest electronics joint ventures, 
and the most significant deal done to 
date by Philips. Another smaller Philips- 
Huadong joint venture, a US$30 million 
lighting factory, will begin operations in 
Jiangsu later this year. 

Philips is currently negotiating for 
another two electronics projects in Jiang- 
su, including an integrated circuit plant 
and a US$80 million colour television fac- 
tory — both to be located near Suzhou. 
This fits in with the province's deve- 
lopment plans, as the electronics sec- 
tor is a key focus of Jiangsu's present 
five-year economic plan, which runs until 
1995. 

The province is one of China's top 
electronics industry centres, with a high 
concentration of semiconductor factories 
located in Wuxi. This specialisation is a 
legacy of the pre-war era, when Euro- 
pean electrical companies used the pro- 
vince as a production base. Local officials 
hope that Philips’ decision to use Jiangsu 
as a major manufacturing centre will 
renew this European connection. 

m Tai Ming Cheung 
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authorities have encouraged the 
more successful township enter- 
prises to link up to or merge with 
larger firms. The aim is to promote 
the development of an export- 
oriented manufacturing base in the 
province. 

This has seen a growing number 
of Jiangsu companies join up with 
Shanghai firms to export finished 
products, in particular textiles, clo- 
thing and steel products. This 
earned Jiangsu enterprises an esti- 
mated Rmb 300-400 million last year. 

Overall, the province reaped 
US$2.97 billion in exports in 1990 — 
a 21.7% increase over 1989 — which 
exceeded provincial targets by 20%. 
Light industrial products and textiles 
made up 61% of total exports, with 
heavy industrial and chemical goods 
accounting for 18% and primary 
products 21%. While textile and silk 
exports grew sluggishly, provincial officials 
were encouraged by the performance of the 
electronics and machine products indus- 
tries, whose exports expanded by 30% in 
the year. 

Hongkong is the top destination for ex- 
ports, with a 22% share, followed closely by 
Japan with 21%, the EC with 16% and the 
US with 13%. Jiangsu governor Chen 
Huangou led a trade delegation to Hong- 
kong and Singapore in January, which saw 
Jiangsu firms sign up US$340 million worth 
of export contracts. Singapore and China 
established diplomatic relations with China 
only last October. 

A number of Jiangsu cities are being 
promoted as export-processing zones, with 
foreign investors being offered tax cuts 
similar to those granted to foreign joint ven- 
tures in Shenzhen and other special eco- 
nomic zones, say provincial officials. These 
include Jiangsu’s main coastal port of 
Lianyungang, along with Nantong, Chang- 
zhou, Suzhou and Wuxi. 

The 440 foreign joint ventures in opera- 
tion in Jiangsu have a total capital utilisation 
of more than US$1.26 billion. This is puny, 
however, when compared to Guangdong, 
which has nearly 10,000 joint ventures with 
investment totalling more than Rmb 68 bil- 
lion. 

Although Jiangsu officials are optimistic 
about Pudong’s development prospects, 
they acknowledge that it will be several 
years before any tangible benefits can be 
seen. The province is therefore looking to 
develop other avenues of access to foreign 
markets. 

One major alternative came with the 
completion last autumn of the final spur of 
a rail line from Lianyungang to Rotterdam 
in the Netherlands via Xinjiang in western 
China. Lianyungang officials hope this will 
eventually become a major Eurasian trade 
route, and have invested heavily in ex- 
panding the port's handling facilities. — m 
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By Cari Goldstein in Tokyo and Hongkong 
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lick through the sports pages of any 
Asian newspaper these days or 
watch any television sports round- 
~ up, and the names of leading com- 
< panies seem to pop up almost as frequently 
¿as those of the players themselves. In 
: Hongkong recently, Martina Navratilova 
< and Gabrielle Sabatini faced off in the First 
Pacific Tennis Challenge. In Tokyo last 
year, the Seiko Super Tennis match pulled 
in a bevy of top-ranked players competing 
for US$1 million in prizes, one of the richest 
pots in a high-priced sport. 

^ And when Hongkong's Rugby Sevens 
. gets under way next month, the tourna- 
^ ment's main sponsors — the colony's air- 
. line, Cathay Pacific Airways, and Hongkong 
. & Shanghai Banking Corp. — will be bank- 
. ing on television coverage picking up their 
_ corporate logos as the cameras follow play. 
-.« Asian business’ desire to get behind the 

sporting action is bringing a new industry 
to the region: sports marketing. American 
- and European companies have long recog- 
_ nised that putting their names on sporting 
events is a splendid way to generate televi- 
*.. sion and newspaper exposure worth far 
|. more than the costs of sponsorship. Now 
^. companies from Tokyo to Seoul to Bangkok 
|. are making the same discovery. 
Several factors make Asia ripe for the 

" "companies who package sports events, sell 
sponsorship rights and, in some cases, 
-manage the players involved: 
> Consumer markets for all kinds of goods 
— from cars to cigarettes — are growing 
faster in Asia than elsewhere. 

' Local companies have woken up to the 
potential for using sports to help sell their 
roducts within the region. 

Non-Asian companies wanting to break 
into the Asian market see the same benefits 
to. be gained from. sponsoring sporting 
vents. 

Asian companies — at this stage, princi- 
the Japanese — are using the same 
ctics to establish themselves in Western 
markets. 

Cigarette. manufacturers have a particu- 
lar reason to consider sponsorship as a 
j on strategy. Health concerns have 
already led evision advertising bans or 
restrictions in Japan, Hongkong, Singapore 
and Taiwan. = 

Sports marketing, however, i is still in its 
infancy in Asia. Hus has created openings 
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orts sponsorship wins converts among Asian companies 


for specialists from the US and Europe who 
are streaming into the region to take advan- 
tage of the upsurge in interest in advertis- 
ing through sports. Others, already estab- 
lished, are beefing up their presence. 

Leading the Western influx is Cleve- 
land-based International Management 
Group (IMG), the company that virtually in- 
vented the sports-marketing business in 
the US in the early 1960s. IMG opened an of- 
fice in Tokyo as early as 1964 and set up 
another in Hongkong in 1980. It has sharp- 
ly increased its Asian activity in the last two 
years, aiming to establish the same kind of 
leading position in the region that it has in 
the US and Europe. 

Following IMG are Swiss-based Inter- 
national Sports, Culture and Leisure Mar- 
keting (ISL), and the Kemper Lesnik Or- 
ganisation, another US firm. Both are rela- 
tive newcomers to sports marketing and to 
Asia. ISL has opened an office in Tokyo, 
while Kemper Lesnik is seeking Asian 





firms as sponsors of US golfing tourna- 
ments and other events. 

Advertising and public relations agen- 
cies in the region, meanwhile, are setting 
up their own sports and special-events divi- 
sions. These include Western firms such as 
Burson-Marsteller and Saatchi & Saatchi, as 
well as Japanese advertising giants Dentsu 
and Hakuhodo. 

Sports marketing can take many differ- 
ent forms. The industry leaders typically 
create and manage athletic events and 
other tournaments (in their own right or on 
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behalf of a sports federation or organising 
committee), recruit corporate sponsors to 
pay for it all and sell the television rights. 
Some parts of the job may be subcontracted 
to advertising and public relations firms or 
to staff of the ane organisation or 
lead sponsors. — 

The growing international popularity of 
soccer, American football, basketball and 
other sports has turned overseas television 
rights into a huge money-maker for sports 
promoters. IMG claims to be the world's 
largest independent distributor. of sports 
programming. Its properties indude the 
Wimbledon and Australian Open tennis 
tournaments, professional American foot- 
ball, and the US Open and British Open 
golf tournaments. In Asia, it has handled 
everything from badminton, snooker and 
tennis to gymnastics, volleyball, golf, table 
tennis and athletics. 

"We see Asia as the world's great 
growth area," says Breck McCormack, 





Hongkong-based vice-president for IMG in 
Asia. By laying the groundwork now, he 
says, IMG hopes to ensure that Asia contri- 
butes a major part of the company's rev- 
enues by 2000. McCormack is the son of the 
MG's founder, Mark McCormack, who 
started out in 1960 with golfer Arnold 
Palmer as his sole client. Although pri- 
vately owned IMG does not release financial 
results, Sports Illustrated recently estimated 
its 1990 revenues at US$707 million. 
Despite MG's early efforts, sports mar- 
ii dir not- is ecome a significant busi- 
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ness until the 1970s. It then grew rapidly in 
the US and Europe during the 1980s. In the 
1990s, however, a period of consolidation 
and slower growth seems likely in the 
West, making it all the more imperative for 
companies to expand into Asia. 

What makes Asia such fertile ground? 
According to Mark Bain, a senior vice-presi- 
dent at Burson-Marsteller in Hongkong, 
the upsurge of sports marketing in Asia re- 
flects equally rapid changes in the region's 
overall marketing environment. Rising af- 
fluence and consumption, together with a 
proliferation of print and electronic media 
hungry for news and programming, have 
combined to create opportunities for event 
marketers. 

"Sports events offer an active, involving 
way to reach a consumer and involve him 
with your product," says Bain. Event spon- 
sorship also helps a company stand out 
from the crowd. "Media clutter is making 
conventional advertising harder all the 
time, because the image you would like to 
establish gets blurred by all the competing 
messages," says Shinichiro Inoue, general 
manager of Hakuhodo's sports events de- 
partment in Tokyo. 

This kind of image projection is not 
cheap. United Distillers, the British brew- 
ing, spirits and hotels group, paid more 
than US$1.2 million to stage the Johnny 
Walker Hongkong Classic golf tourna- 
ment in December, according to Distillers' 
Southeast Asia director Daniel Tso. 
The cost included US$350,000 in prize 
money. When the event is staged again in 
Thailand next year, the pot will rise to 
US$500,000. 


et even at these levels of expendi- 

ture, the worldwide exposure is 

worth the price, says Tso. The 

company reaped many hours of 
unpaid television promotion in Southeast 
Asia, a key whisky-drinking market (Japan 
consumes most, with Thailand second). 
Viewers who tuned in to watch world-class 
golfers such as Nick Faldo and Ian Woos- 
nam also imbibed the marketing message 
chosen by Tso’s team: “When you think 
golf, think Johnny Walker.” 

The price is even higher in Japan. Title 
sponsorship — tacking the company name 
on to an event — costs ¥200-400 billion 
(US$1.5-3 million) for a tournament on the 
Japanese Professional Golfers tour. Major 
tennis tournaments start at about ¥350 mil- 
lion, according to Hakuhodo's Inoue. 

In addition, the title sponsor must gen- 
erally buy two-thirds of the television ad- 
vertising time, though there are beginning 
to be signs of "sticker shock." Dentsu and 
Hakuhodo, which manage most big sport- 
ing events in Japan on behalf of the athletic 
associations, will sometimes lower the re- 
quirement to one-half, leaving the rest to be 
paid for by secondary sponsors. 

Across the Pacific, Japanese companies 
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Asia’s search | 
for a star 


If only Arnold Palmer were Asian. True, 
he commands god-ike reverence in 
golf-mad Japan. But the world of Asian 
sports marketing is still waiting to dis- 
cover an Asian athlete — male or female 
— on whom to bestow similar celebrity 
status. 

The creators of personality cults de- 
sperately need someone who can win 
— and keep — a place in the top world 
rankings of a major sport. Someone, 
perhaps, like Michael Chang, the 18- 
year-old American tennis player of 
Chinese ancestry — though it would 
help if he were to win a few more tour- 
naments. Chang has not captured a 
major title since the 1988 French Open 
victory that catapulted him to interna- 
tional stardom. However, that has not 
stopped him from becoming a celebrity 
and commercial property in Hongkong 
and, to a lesser extent, Taiwan. 

Celebrity-athlete endorsements have 
long been an important part of the inter- 
national sports marketing business. 
Some athletes earn millions of dollars a 
year from activities off the playing field. 
In 1989, Arnold Palmer topped the 
worldwide earnings league at US$12.5 
million, according to Sports Illustrated 
magazine. Second was Australian golfer 
Greg Norman. Eighth-placed Ivan 
Lendl, the Czechoslovak tennis player, 
may be moving up the list: he recently 
signed a two-year, US$2 million en- 


operating in the US are using sports to 
counter public anger at the perception that 
Japan is “buying up” chunks of the Ameri- 
can landscape. “Sports sponsorship is a 
sophisticated way for the Japanese to as- 
sociate themselves with something Ameri- 
cans cherish,” says Steven Lesnik, Kemper 
Lesnik’s chief executive officer. 

Even this, however, can have its pitfalls. 
Rumours of Japanese interest in buying 
various US baseball teams created a.rum- 
pus last year. Because of such sensitivities, 
Japanese companies in the US have also 
tended to avoid title sponsorship. Second- 
ary sponsorship is less heavy-handed 
and cheaper. A “presenting” sponsor of 
a major, televised golf tournament in 
the US might pay US$500,000 to US$1.5 
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dorsement contract with Japanese sport- 
ing goods maker Mizuno. 

But not until number 24 on the list 
does an Asian name appear — that of 
Ayako Okamoto, a Japanese woman 
golfer, who earned US$2.5 million. 
Another golfer, male star Isao Aoki, 
pulled in US$2 million. 

However, the fact that there are not 
more Asians on the list illustrates Asian 
athletes’ lack of achievement in com- 
mercially important international sports. 
(Asians are consistent winners in bad- 
minton, volleyball, diving and several 
other sports, but these do not generally 
attract big-money sponsorship.) 

Besides Chang, some exceptions are 
snooker players James Wattana of Thai- 
land and Frankie Chan of Hongkong. In 
South Korea, another potential star is 
national soccer team player Kim Joo 
Sung, nicknamed Samson because of 
his long, flowing locks and aggressive 
style. 

Some observers think more celeb- 
rities may emerge in the next few years. 
Rising affluence, which gives young 
people more time to play sports, and an 
increasing number of regional events 
may eventually produce a pan-Asian 
sports star. But racial and cultural differ- 
ences also make this difficult. 

“What you need are athletes with 
charisma and outstanding athletic abil- 
ity, combined with a certain cultural or 
political neutrality,” says Burson- 
Marsteller vice president Mark Bain. 
Companies will not want to spend 
money on an athlete who antagonises 
as many people as he (or she) pleases. 

B Car! Goldstein 


milion for the privilege; but having its 
name in the title would cost roughly twice 
as much. 

Nissan, Matsushita, Toyota and Sony 
are just a few of the Japanese firms that 
have become heavily involved in sports-re- 
lated sponsorship in the US. In addition, 
three of the 12 official “worldwide” spon- 
sors of the 1992 Olympics in Barcelona are 
Japanese: Ricoh, Brother and Matsushita 
Electrical Industrial. 

After the Japanese, the most aggres- 
sive Asian companies in US sponsorship 
have been South Korean, particularly 
Daewoo, Samsung and Lucky-Goldstar. 
Few firms from other Asian countries have 
so far ventured outside their home markets 
in this way, but it seems inevitable that 
they will. 

Although corporate promotion is gener- 
ally a weak spot among Asian companies, 
one feature, at least, of sports sponsorship 
fits nicely with the Asian business culture: 
sports events provide an excellent oppor- 
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. ported the project to the tune of ¥150 mil- 


Colours to the mast 


It started with a simple idea. "We wanted 
to show the world the Japanese can be 
hot-blooded too, not just the cold eco- 
nomic animals we're usually made out to 
be," says Taro Kimura, broadcaster, writer 
and ardent yachtsman. | 

Five years and ¥6 billion (US$46 mil- 
lion) worth of corporate sponsorship later, 
the Nippon Challenge is ready to sail into 
battle for the America's Cup, the premier 
event in international yachting. The Cup 
finals will take place in May 1992, when 
the successful challenger — who is to 
emerge from four months of sea trials in- 
volving 10 or more entries — will take on 
the current holders, the San Diego Yacht 
Club. 

Japan's first-ever entry in the competi- 


tunity for the sponsor to entertain its 
clients. Dozens of Asian companies have 
spotted the attraction of the corporate hos- 
pitality tent (or its equivalent), a business 
sideline that probably made its debut at 
Wimbledon. 

Japanese beer and spirits maker Suntory 
invites hundreds of distributors, customers 
and other guests each September to a 
week-long bacchanal at its Suntory Golf 
Tournament in Chiba prefecture. And the 
most favoured clients are paired with lead- 
ing professional golfers in a pro-am charity 
match that precedes the tournament. 

As the sport of choice among most 
Asian businessmen, golf lends itself par- 
ticularly well to this sort of thing. The hefty 
price tag on sports sponsorship only en- 
hances the appeal; in Asian cultures; how 
much money the host splashes out remains 
the best guide to just how honoured are his 
guests. 






tion lacks nothing in financial or technolo- 


gical punch. Its credibility as a serious con- 


tender also gained when the Nippon | 
Challenge's backers hired Chris Dickson, 


a 28-year-old New Zealander, as their 
helmsman. The world's top match race 
helmsman, Dickson skippered the New 
Zealand entry in 1987, losing only in the 
finals to San Diego. 

The Japanese have built two Nippon 
Challenges. After six months of ocean 
testing, the 24-m yachts left Nagoya 


aboard a freighter in January, bound for 


their San Diego base. There, they will pre- 
pare for the America's Cup Class World 
Championships in May, a warm-up to 
next year's event. | 

Thirty Japanese companies have sup- 


Such sponsorship is not without risks. 
The Asian Games, held in Peking in Sep- 
tember, had been expected to draw as 
much as US$125 million from Western 
companies eager to peddle their wares to 1 
billion Chinese. But in the aftermath of the 
bloody pro-democracy crackdown in the 
Chinese capital in June 1989, most com- 
panies that had yet to sign contracts backed 
out. Those that had already struck deals 
could not quit without taking huge losses. 
These included Coca-Cola, which had re- 
portedly signed a contract for US$2.7 mil- 
lion, Adidas (US$1 million), Fuji Film (US$3 
million), Mars, Daewoo and Samsung. In 
the end, the event attracted a bare US$25 
million, according to a Hongkong-based 
public relations executive whose firm 
worked with the organisers. 

In addition, some companies are dis- 
couraged by the difficulties of measuring 
the impact of event sponsorship on sales, 


GWG 
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lion each, among them Fujitsu, Sanyo 
Securities, Yamaha Motor, Sumitomo In- 
surance, Kajima, Japan Air Lines and Nip- 
pon Oil. There are also 35 official suppliers 
and co-suppliers. 

Decision-making power lies with two 
people: Tatsumitsu Yamasaki, chairman - 
of S&B Shokuhin, a food manufacturer 
litle known outside Japan, and Hideto 


. Eguchi, president of Yamaha Motor. Both 


are enthusiastic yachtsman and, together 
with Kimura, leading members of the 
Tokyo-based Nippon Ocean Racing Club, 
the official Cup entrant. 

Their efforts have been marked by the 
high technology and attention to detail ex- 
pected of the Japanese. The team has had 
meteorologists posted in San Diego for 
more than a year, observing weather con- 
ditions and monitoring weather buoys 
placed on the race course itself. 


and hence the return on their investment. 
One firm that has no such doubts is US 
soft-drinks giant Coca-Cola. "The benefits 
are there, and we are convinced they are 
very real and important to our business," 
says Gary Hite, vice-president for interna- 
tional sports based at the company's At- 
lanta headquarters. 

Coca-Cola uses a variety of techniques 
to ascertain the impact of its promotion. At 
the most basic level, it can simply tot up 
how much product was sold or sampled 
during the event. However, it is more dif- 
ficult to gauge the long-term benefits. “Td 
like to know there is a direct sales impact, 
but it's not always possible to see it," says 
Distillers’ Tso. 

At most sporting events, the major 
benefit a sponsor buys is the right to dis- 
play the company name or logo in agreed 
locations where it is guaranteed visibility. 
The best sites attract premium prices — and 
those who pay for them closely scrutinise 
the television coverage they get. Other 
rights entitle a sponsor to be the official 
supplier of goods or services to an event. 

Coca-Cola pays undisclosed millions of 
dollars to be the official softdrink to the 
Olympics. Besides the direct revenues from 
sales, it also gets the benefit of using the 
Olympic symbol alongside its trademarks 
on a worldwide basis (this compensates for 
the fact that signboard advertising is not al- 
lowed in the Olympic stadia). 

Besides such high-profile sponsorship, 
however, Coca-Cola also spends large 
sums on supporting grass-roots sports pro- 
grammes in Asia. Although the benefits are 
purely local, the goodwill generated by 
donating money and other resources helps 
build consumer loyalty. 

According to Patrick Garner, a director 
and senior vice-president for marketing for 
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Coca-Cola (Japan), the company spends 
US$2 million a year in Japan on community 
sport programmes such as the Sawayaka 
Cup youth-volleyball tournaments. He esti- 
mates that independent bottlers spent 
another US$1 million. (Sawayaka, meaning 
refreshing, is the Japanese equivalent of 
Coca-Cola's "Its the real thing" slogan 
used in many other countries. Public affairs 
manager Kenichi Miura says the Japanese 
Government frowns on company-name 
identification with certain activities, prefer- 
ring the more indirect approach.) 
Elsewhere in Asia, Coca-Cola funded 
community support schemes include 
soccer-training programmes for children 
in Thailand, the Philippines, (China, 
Malaysia, Indonesia, Taiwan and Hong- 
kong. Swire Bottlers, the Coca-Coca bottler 
in Hongkong, has been closely involved in 
supporting many other sports programmes 
as well. * 
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MARKETING 2 


. Advertising giants dominate Asia s richest markets 


Japan's spoilsports 


By Carl Goldstein 


ike the American baseball players 
i who have been coming to play in 


Japan's professional leagues since 
the 1970s, foreign sports marketers are 
discovering that the corporate-promotion 
business in Japan is a whole new ball- 
game. 

The culture shock and other woes ex- 
perienced by the (for the most part) age- 
ing baseball pros were vividly depicted 
in Bob Whiting's 1989 book, You Gotta 
Have Wa. The difficulties the foreign 
sports marketers have faced in tapping 
Asia's richest market are illustrated by a 
single example. 

International Management Group (IMG), 
which casts a giant shadow over the busi- 
ness in the US and Western Europe, and 
increasingly also in the rest of Asia, gener- 
ates only ¥6 billion (US$46 million) in an- 
nual revenues from its Japan operations — 
roughly 6% of the company's estimated 
1990 revenue. And this is 27 years after IMG 
opened its Tokyo office. 

“The big events in Japan are already 
locked up by [advertising agencies] Dentsu 
and Hakuhodo," says IMG’s Tokyo vice- 
president for corporate administration, 
Kazuo Kondo. "It's difficult to persuade the 
main golf and tennis associations to sanc- 
tion new events, so we've unfortunately 
been unable to create our own here." 

Dentsu handles 24 major golf tourna- 
ments for the Japan Professional Golf As- 
sociation, while Hakuhodo controls a fur- 
ther 18 events. 

The Japanese agencies secure the 





Ji. A NEW 


| À Foreign companies seeking to pry open 


courses, find sponsors and book the televi- 
sion time, leaving little for an outsider to 
do. IMG's main role is to supply the foreign 
golf stars it has under contract. 

In fact, the biggest portion of IMG's rev- 
enues in Japan comes from licensing Ar- 
nold Palmer's popular line of sports wear, 
rather than from the firm's sports market- 
ing activities. The raw sales figures under- 
state IMG's Japanese presence to some ex- 
tent, however, as some business is booked 
in the US. 

Selling television rights to overseas 
events and bringing foreign athletes to par- 
ticipate in sports meetings in Japan make 
up the rest of IMG's business in the country. 

By contrast, business is booming for 
Dentsu and Hakuhodo, which dominate 
Japan's advertising industry. Dentsu's 
sports division will bring in ¥26 billion 
for the year ending on 31 March, says 
Masahiko Hoshino, manager of the sports 
and culture business division. This repre- 
sents about 2% of Dentsu's projected 
billings of ¥1.3 trillion for the year. 

Hakuhodo's sports and special events 
department, which includes cultural and 
other activities, expects sales worth ¥24 bil- 
lion for the same fiscal year. This amounts 
to some 4% of Hakuhodo's overall billings 
of ¥600 billion, according to the de- 
partment's general manager, Shinichiro 
Inoue. 

Better yet, while overall advertising bill- 
ings are not expected to grow by more than 
6-7% in the coming year, sports-related 
business is growing by 30% a year for 
Hakuhodo, though somewhat less for Den- 

“Japanese companies are becoming 
more accustomed to the idea that sports 
sponsorship can be adopted as a long- 
term marketing strategy,” says Dentsu’s 
Hoshino. 

One company which came to that con- 
clusion early is watch and precision instru- 
ments maker Seiko. It took its first big step 
into sponsorship in 1964, when it became 
the official time-keeper of the Tokyo Olym- 
pics. 

It will play the same role at the 1992 
Olympic Games in Barcelona. But its mar- 
keting strategy has evolved over the years. 

“In the early days, we simply wanted to get 
our name known internationally,” says 
spokesman Hiroshi Tsukahara. Now the 
aim is to boost the image of Seiko’s high- 
end watches, which sell under different 
brandnames, as well as to bolster the com- 
pany’s reputation. 
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the Japanese market are also keen custom- 
ers of sports marketing groups. Among 
them are the big tobacco companies looking 
for ways other than direct advertising to 
promote their products. Japan now restricts 
television advertising of cigarettes until 
after 10 p.m., but will probably ban televi- 
sion ads entirely within three years. 

Numerous other signs point to con- 
tinued rapid growth for the sports market- 
ing business in the 1990s. One is the need 
to stand out from the media clutter en- 
veloping Japanese society. Another is the 
rage for kokusaika, or internationalisation, 
which is generally defined as the desire to 
demonstrate that Japan is a world-class 
country and a charter member of the inter- 
national community. 

One way to accomplish this is to bring 
world-class sporting events to Japan. In 
September, Japan will for the first time 
stage the quadrennial World Athletic 
Championships for the International 
Amateur Athletic Federation (IAAF). The 
event is second only to the Olympics in 
prestige, and a long list of corporate spon- 
sors will foot the bill. 


he Japanese also seem to have de- 

veloped an insatiable appetite for 

American-style sports. Tokyo now 
hosts National Football League exhibition 
games, to the accompaniment of high-kick- 
ing, tights-clad cheerleaders, and National 
Collegiate Athletic Association football, 
complete with half-time featuring marching 
bands. 

But the main reason for Dentsu and 
Hakuhodo's seemingly unshakeable grip 
on the sports marketing business in Japan 
is simple. 

Both firms have longstanding ties with 
virtually every major Japanese corporation. 
(In Japan, major advertisers generally do 
not maintain exclusive links with advertis- 
ing agencies, as in the US, but rather divide 
their business to ensure that each of the big 
two firms gets a share.) So when com- 
panies think about sports sponsorship, 
they turn naturally to the Japanese agencies 
rather than a foreign specialist. 

Acknowledging this fact of life, Swiss- 
based International Sports, Culture and 
Leisure Marketing (ISL) turned to Dentsu 
when it wanted to break into the Japanese 
market. Owned by Sporis, the holding 
company that controls athletic footwear 
maker Adidas, ISL had offices in New York, 
London and Paris, but the company had 
nothing in Asia. 

Last year, it established a 51:49 joint 
venture with Dentsu. Already, ISL has be- 
come the exclusive agent for the IAAF cham- 
pionships, and the company will assist 
Dentsu in handling the exclusive Japan 
agency for the International Olympic Com- 
mittee. That means Dentsu and ISL will re- 
ceive a cut of all Olympic sponsorship by 
Japanese companies. 


ECONOMIC MONITOR: 


HONGKONG 


Seeds of stagflation 


s the much-heralded Hongkong re- 

covery finally at hand? The stock- 

market and a number of brokers think 

so. But the economic numbers are 
open to conflicting interpretations. 

There is now a big distinction between 
the Hongkong economy, for which statis- 
tics are published, and the Hongkong- 
Guangdong economy, whose health is not 
directly quantified but which can be infer- 
red from trade and other data. Whereas 
this larger area, taking in Hongkong-af- 
filiated businesses in southern China, is 
emerging from the trough of the business 
cycle, Hongkong itself is bedevilled by per- 
sistently high inflation. What should worry 
the government as it prepares for its 6 
March budget is that the monetary seeds 
of yet-higher inflation have already been 
sown. 

Despite repeated claims throughout 


Hongkong’ s money supply 
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1990 that inflation had peaked, the terri- 
tory's principal inflation indicator, the so- 
called CPI-A, was butting an annual 11% by 
the end of the year — a figure which the 
more reliable Hang Seng cri had been 
showing since the end of 1989. Hongkong's 
monetary figures are notoriously difficult 
to interpret because the huge amount of 
offshore money which careers through its 
banking system is not tracked by the gov- 
ernment. This in turn makes the relation- 
ship between money supply figures and 
nominal GDP tenuous at best. 

However, a monetary shift clearly took 
place half way through 1990, with poten- 
tially inflationary consequences which have 
yet to work through the system. 

The 12-month moving average for real 
Hongkong-dollar M3 growth (nominal 

wth deflated by cPrA inflation) re- 
bounded around June, after falling steeply 
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since mid-1988. By the end of 1990, real 
Hongkong-dollar M3 growth was 7% a 
year and climbing. This upturn in the broad 
measure of the territory’s money supply 
signalled the revival of business activity in 
the wider Hongkong-Guangdong eco- 
nomy. 

The performance of real M1, by con- 
trast, suggests that the squeeze on Hong- 
kong people continues unabated. M1 is the 
narrowest measure of money, containing a 
negligible foreign-currency element: it com- 
prises notes and coins in circulation plus 
sight deposits (current accounts). 

By the end of 1990, real M1 had been 
shrinking for 14 consecutive months: 
people were getting poorer. In a recent 
local newspaper poll, fully 2576 of inter- 
viewees considered themselves to be in 
poverty. Not surprisingly, the shrinkage of 
real M1 is closely mirrored by retail-sales 
data. November's figures showed a picture 
of stagnation: the value of retail sales grew 
at exactly the rate of inflation — 11% — on 
a year-on-year basis. Moreover, in the year 
to the end of November, sales of mass-mar- 
ket basics such as clothing and footwear fell 
3% in volume, while volume sales of mis- 
cellaneous consumer products dropped by 
a similar amount. 

This slackening in consumer demand is 
the chief result of wage restraint which 
economists detected in the second half of 
1990. There is little evidence to support 
brokers’ assertions that the Hongkong 
economy has undergone an "adjustment" 
which will enable it to climb contracyclically 
out of the business trough into which many 
of its trading partners have fallen. 

The recent upturn in Hongkong's ex- 
port performance, for example, is almost 
entirely due to Guangdong, where export 
competitiveness has been helped by the de- 
valuation of the renminbi. Although Hong- 
kong's total merchandise trade was up 20% 
in December compared with a year earlier, 
the breakdown showed that domestic 
exports grew just 1%; re-exports leaped 
24%. 

With much of Guangdong’s manufac- 
turing base owned one way or another by 
Hongkong companies, the province’s trade 
recovery soon translated into bigger cor- 
porate bank balances, and hence accelerat- 
ing Hongkong-dollar M3 growth. Unfortu- 
nately, this financial buffer will only en- 
courage Hongkong companies to put off 
the painful adjustments — such as further 
cutting wage bills — that the economy still 
needs. These are the perfect conditions for 
continued stagflation. m Michael Taylor 
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Singapore brewery swaps problem stake 


Lions and tigers 


By Jonathan Friedland 


ingapore’s Asia Pacific Breweries 

(APB) has swapped a troublesome 

minority stake in Australasia's largest 
brewery, Lion Nathan, for an indirect 
27.2% interest in its smaller New Zealand 
rival, Magnum Corp. The NZ$500 million 
(US$300 million) deal, announced on 12 
February, will give APB's Singapore parent 
Fraser & Neave a dominant management 
role in Magnum, whose beverage and re- 
tailing activities mirror its own, and will 
provide a boost to APB’s bottom line. 

The transaction also allows Fraser & 
Neave, which together with Heineken of 
the Netherlands controls 80% of APB, to 
exact a form of mischievous revenge on 
Lion Nathan chief executive Doug Myers. 
The acquisitive Myers engineered the dilu- 
tion of APB’s holding in his firm from 22% to 
14.17% by merging the then Lion Breweries 
with retailer L. D. Nathan in 1988. APB 
fiercely contested the merger in court and 
remains at loggerheads with Myers. 

APB, which was known as Malayan Bre- 
weries until last year, has put Myers on the 
defensive by acquiring from Brierley Invest- 
ments Ltd (BIL) a half share in a new 
NZ$496 million joint venture that controls 
54.4% of Magnum. BIL, whose remaining 
direct and indirect stake in Lion Nathan to- 
tals 44.1%, has accepted APP's shareholding 
in Lion, valued at NZ$193 million, plus 
NZ563.89 million in cash. 

Brierley Investments is associated with 
corporate raider Sir Ron Brierley, who has a 
reputation for trading assets with little re- 
gard for the interests of other shareholders. 
He relinquished a formal role at the firm in 
1989. 

"Ihe deal with Brierley in effect ex- 
changes a portfolio investment for a par- 
ticipatory one," says Fraser & Neave com- 
pany secretary Ian MacLean. "It achieves 
our objective. We are not an investment 
company but an operating company." 

Analysts in New Zealand and Singa- 
pore applauded the the potential impact on 
APB and Magnum while warning that 
former market darling Lion Nathan might 
have a wolf at its back door. In Singapore, 
APB's share price climbed 20% in the wake 
of the deal; Magnum shares increased al- 
most 22% in value before retreating in line 
with the rest of the New Zealand market. 

Lion Nathan's stock, in contrast, took a 
thorough drubbing, having been run up 
the week prior to the deal's announcement. 
The shares fell steeply on investor percep- 
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tions that BIL would seek a quick trading 
gain by selling its shares. 

BIL has been vigorously hiving off assets 
in recent months, some of them held by 
its listed Hongkong-subsidiary Industrial 
Equity, to help pay down a burdensome 
debt load taken on in 1990 through the 
US$1.27 billion takeover of British hotels 
group Mount Charlotte Investments. “BIL 
has no strategic investments at present, 
only trading opportunities," says a Wel- 
lington broker. 

By moving into Magnum, say Singapore 
analysts, Fraser & Neave is taking another 
step in weaving together under its direct 
control a network of breweries around the 
region. This thrust was thwarted some- 
what, says MacLean, by APB’'s investment 
in Lion Nathan which was "large in dollar 
terms but not in percentage terms." 
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APB's estranged relationship with Lion 
Nathan allegedly became particularly gall- 
ing to Fraser & Neave chairman Michael 
Fam last year when Myers successfully exe- 
cuted a buy-out of 50% of Bond Brewing, 
which catapulted Lion from New Zealand’s 
largest brewer to the largest in the region. 
That coup was made possible, according to 
New Zealand analysts, by Myer's previous 
takeover of L. D. Nathan, which gave him 
the financial clout to pull off the US$1.25 
billion Bond deal. APB, which bitterly op- 
posed the deal, gave up its board seats at 
Lion after the 1988 merger. 

The move out of Lion and into Magnum 
"is very much in line with APB’s goal 
of becoming a major force in the Asian- 
Pacific brewing industry,” says Quek 
Peck Lim, head of research at Morgan 
Grenfell Securities in Singapore, “and 
it is very much Fraser & Neave's style 
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to control the assets it owns.” 

APB dominates the Singapore beer and 
soft-drink market and owns a 50% stake in 
the joint venture that owns 51% of publicly 
listed Guinness Anchor in Malaysia. APB 
has a similarly formidable presence in 
Papua New Guinea, where it owns 80.55% 
of dominant beer and soft-drink maker 
South Pacific Holdings. 

APB is expected eventually to take con- 
trol of a planned beer-making joint venture 
between Heineken and a Vietnamese state- 
owned brewery once Singapore establishes 
diplomatic relations with Hanoi. Further, 
APB has a marketing link-up with Heine- 
ken's part-owned Multi Bintang in In- 
donesia. Fraser & Neave has the Coca-Cola 
bottling franchise in Singapore, sells its 
own F&N brand soft drinks in Singapore 
and Malaysia and has built a strong distri- 
bution network in both markets. 

In the year to 30 September 1990, APB re- 
ported a pre-tax profit of S$95.6 million, a 
decline of 5.5% over the previous year 
owing to the temporary closure due to civil 
unrest of its soft-drink bottling plant on 
Bougainville Island in Papua New Guinea 
and a reduced dividend contribution from 
Lion Nathan. Its earnings per share (eps) 
last year of 44 S cents will be improved by 
an expected 5 S cents for 1991 as a result of 
the Magnum purchase, according to Mac- 
Lean. Unlike profits from its stake in Lion 
Nathan, APB will be able to equity account 
contributions from Magnum. 

APB will provide technical assistance to 
Magnum, something the financial techni- 
cians at BIL were unable to offer. Magnum's 
Dominion Breweries unit, which has a 45% 
market share in New Zealand, is "a higher 
cost producer than Lion Nathan," says Paul 
Glass, research chief of Cavill White Sec- 
urities in Auckland. 

Brokers in Auckland say that under BiL's 
financial management, Magnum has turn- 
ed in a reasonably strong performance de- 
spite the woes afflicting the New Zealand 
economy, where it conducts 70% of its 
business. In the year to 30 June 1990, Mag- 
num posted net income of NZ$52.6 million 
on turnover of NZ$1.4 billion. 

Glass expects Magnum's 1991 after-tax 
earnings to fall to NZ$50 million owing to 
higher interest charges and the cost of 
opening five new supermarkets under the 
Countdown banner. Currently, Magnum 
derives 60% of its revenues from brewing 
and liquor distribution; the remainder 
comes from food retailing and wine making. 

MacLean plays down the potential di- 
rect benefits to APB, which has been trying 
to boost exports of its flagship Tiger Beer, 
from Magnumvs sizeable distribution net- 
work in Australia and New Zealand. 
“There is a possible benefit to us from 
Magnum's manufacturing and distribution 
capabilities,” he told the REVIEW. "But our 
main objective is to promote Dominion's 
own brands." 5 
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BANKING 


Falling interbank margins hurt Singapore banks 


Spreading woes 





By N. Balakrishnan 


hin interbank lending margins, 

lower loan demand from companies 

and individuals, and less income 
from investment-banking activities last year 
were not good for Singapore's Big Four 
banks. When the banks disclose their 1990 
results in March, they are expected to have 
net income gains of only 5-7.5% from a year 
earlier, half the size of growth forecasts by 
analysts late last year. 

In the first half of 1990, the average net 
income of the banks — DBS Bank, United 
Overseas Bank (UOB), Oversea-Chinese 
Banking Corp. (OCBC) and Overseas Union 
Bank (OUB) — rose 15.8% from the previous 
year. In 1989, they enjoyed average net in- 
come gains of 32.6%. 

Declines in earnings at the banks could 
have major implications for Singapore's 
economy. In the third quarter of 1990, the 
financial-services sector grew 16.8% from a 
year earlier. The sector, the most dynamic 
in the period, accounted for one-third of 
GDP. The major reason behind the expected 
decline in income-growth rates of the banks 
is the narrower margins in the interbank 
market. The banks, which have developed 
large branch networks, have become reliant 
on the market to provide a steady source of 
funds to meet their retail-lending needs. 
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Squeezing the four 
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But the government contributed to 
higher liquidity within the banking system 
in the second half of 1990 by increasing the 
money supply to bolster the economy. It 
also sold Singapore dollars in the foreign- 
exchange market in an effort to weaken the 
local currency. 

Consequently, interbank rates, which 
hovered around 7% in the first half of the 
year, fell to about 4% in the second half. In 


Small-screen drama 


70 


Japanese makers of flat panel displays — 
used widely in laptop and notebook com- 
puters — can claim a tentative victory after 
a preliminary US Commerce Department 
ruling that Japanese screens are selling in 
the US at below "fair market value." A 
complaint by US display makers was up- 
held, but the dumping margins were 
much smaller than claimed. 

This amounts to an indirect admission 
that it is not primarily through dumping 
that the Japanese have raced ahead of 
US competitors in this critical technology. 
The Commerce Department said that 
Sharp, the biggest Japanese supplier, 
was selling panels only 4.6% below fair 
value, the Toshiba margin was 1.576, and 
for several other smaller vendors it was 
2.3%. Matsushita and Hosiden Electronics 


were cleared of the dumping charge. 

When the Advanced Display Manufac- 
turers of America filed their complaint in 
July 1990 they charged that Japanese pro- 
ducers were selling their products by as 
much as 70% below fair market value. The 
US group asked that punitive duties be set 
between 71% and 318%. 

Flat panels are used in portable com- 
puters — the fastest growing segment of 
the computer market and where the Ja- 
panese are particularly competitive — as 
well as in medical instruments, industrial 
controls and avionics. 

In recent years, the Japanese have in- 
vested heavily in the US-originated tech- 
nologies, including liquid-crystal, gas- 
plasma and electro-luminescent displays. 
But neither Japanese nor US makers can 
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the fourth quarter, three-month deposit 
rates were often lower than interbank rates, 
making it impossible for banks to make 
money by collecting deposits from the pub- 
lic and then lending the deposited funds in 
the interbank market. 

Banks in Singapore do not publish fig- 
ures on what percentage of their loans is 
made to end-users and what percentage is 
placed in the interbank market. But one 
way of deducing the extent of a bank's in- 
terbank lending is to look at its loan-deposit 
ratio. On the assumption that whatever 
percentage of a bank's deposits not loaned 
to customers will be placed in the interbank 
market, the lower the bank's loan-deposit 
ratio, the higher its exposure to the inter- 
bank market is likely to be. 

In 1989, DBS Bank had a loan-deposit 
ratio of about 32%, while OCBC had a ratio 
of 55.5%, OUB had 60.7% and UOB had 
65.6%. Based on these figures, DBS Bank's 
earnings for 1990 are likely to have been the 
most affected by the decline in interbank 


margins. 
D BS Bank, which is 44%-owned by 


the government and is Singapore's 
largest bank in terms of assets, is 
also likely to have been the most affected by 
the decline in investment-banking activities, 
according to Alan Wang, research manager 
at Kim Eng Securities. In the first half of 
1990, DBS Bank's net income from invest- 
ment banking increased by $$54.8 million 
(US$32 million) from the preceding period 
to S$84 million. But Kim points out that the 
bank's after-tax earnings in the period rose 
by a much smaller amount, S$27.1 million, 
to S$130.40 million. 
Moreover, DBS Bank, which has the 


keep up with demand. Most US display 
makers do not even have the products to 
satisfy big US computer makers such as 
IBM, Compaq and Apple, which are scep- 
tical of the dumping allegations. 

Some experts suspect that US display 
makers are upset because the Japanese are 
now pushing into the US military pro- 
curement market, where “cost-plus” con- 
tracts have guaranteed profits for US flat 
panel manufacturers. 

A Commerce Department team will ar- 
rive in Japan at the end of February for 
further on-site investigations in order to 
arrive at a final calculation of dumping 
margins. Basically, US investigators must 
decide whether to accept as "fair" the Ja- 
panese practice of recovering the cost of 
developing the display technology over 
the life of the product, rather than cal- 
culating these costs into the price of the 
product up front, as US display makers 
do. 

If the US team decides on greater 
dumping margins, substantial punitive 
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generate as much income frain 
sues. Singapore s banks made 
earnings in the past not only 
underwriting new share issues but 
o from lending billions of dollars at heal- 
thy margins above prime-lending rates to 
small investors buying new shares in the 
hope of selling them later at higher 
prices. 
t^. These mostly short-term loans led to 
-volatility in the money supply and interest 
à tes, prompting the Stock Exchange of Sin- 
re. (SES) to issue new guidelines last 
esigned to give a greater percentage 


















es have discouraged small ap- 
applying for more shares than 


e days of the record 730-times over- 
) are gone, along with a substantial 


` source of income for banks. 
G. K. Goh's research director, Ong Nai 


Pew, says there is “cause for concern, but - 


not panic" among the Big Four. He says the 
"banks can compensate for less income from 
‘the interbank market by dropping deposit 
rates faster than lending rates to widen 
their margins on customer lending. 

The banks have also been hurt by lower 
loan demand. In October 1990, total loans 


and advances to companies and individuals _ 


rose 11% from a year earlier. In 1989, loans 
and advances increased 18%. 

The banks have offset this somewhat by 
increasing their lending to foreign com- 
‘panies, particularly to Japanese concerns. 
Ong notes that Japanese banks, which had 

a virtual monopoly on lending to Japanese 
companies, have cut back on corporate 





duties are still possible. US computer 
manufacturers, however, are warning 
(creased duties on Japanese flat 
id lead to sharply higher prices 
aiias portable computers. 

gainst Japanese panels may also 
: ased computer makers to take 
production of portable computers off- 
'shore. 

. The current dumping complaint is 
only against Japanese panels as compo- 
nents. If the US penalises Japanese panels 
contained in completed systems, US con- 
sumers’ access to this flat-screen tech- 
nology may be much reduced. 

The flat panel dispute is reminiscent 
of the US-Japan controversy over memory 
chip prices in the mid-1980s. As the 
Jar roducers brought large mem- 
capacity on line, prices plum- 
‘US vendors demanded US 
Sa under anti-dump- | 




















y was reached between P 


res on offer to small applicants. - 


iptions reached on the SES in January 


shortages of the chips and to higher prices 


tion. Slapping hefty duties on Japanese 

imports is unlikely to help the US display 
makers in the long run, but it may bolster 
their profits i in the short term. 


donesia is also growing in importance. 


The only public statement last year from - 
the Big Four about short-term earnings - 
prospects came from UOB. Shortly after Iraq 2 

invaded Kuwait on 2 August, chairman - 
Wee Cho Yaw said Middle East tensions - 
could result in UOB reporting flat earnings | 
growth for 1990 because of a worldwide | 
economic slowdown ‘ie about by | 


higher oil prices. 


In January, however, UOB officials said . 
could par- - 
tially compensate for losses of income from - 
elsewhere. Since UOB has the least exposure _ 
to the interbank market, the main drain on — 
earnings, its net income will be the least | 
affected by the thinner margins in that - 


earnings from regional lending 





sector. 


to bolster earnings figures. 


tic Singapore (EMS), to hurt the Big Four. 


Bankers say DBS Bank loaned the company - 
5$5-6 million, a figure that would not sig- - 
nificantly dent its expected net income of | 
$$265 million for 1990. s 


re Fata t i aana ek RIS rede rer aur err ik its 


mum prices were set for Japanese mem- 
ory chips in the US. This led to severe 


for both computer components and sys- 
tems. US manufacturing began to shift 
more rapidly towards East Asia, where 
memory chips remained cheap. 

The US memory chip industry then 
went into decline, with vendors concen- 
trating on more lucrative lines such as 


US computer makers turn out their own 
memory chips. At the same time, most 
major US chip makers have made ar- 
rangements with Japanese chip makers to 
secure a steady source of supply. 

The difference between the memory 
chip battle of the 1980s and the flat panel 
dispute of today is that many US display 
makers have already abandoned produc- 
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microprocessors. Today, only a few big s : 


s Susumu Awanohara 
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x ending bns of capita constraints. He : 
says corporate lending in Malaysia and In- : 


Banks have more leeway than other Sin- _ 
gapore companies in the reporting of pro- - 
fits since they are allowed to transfer funds _ 
in and out of inner reserves. An analyst | 
also points out that banks have some dis- _ 

cretion in making specific provisions | 
against non-performing loans, as well as a | 
general provision for the expected percen- _ 
tage of loans that may turn sour as their as- 
sets increase. In addition, he says banks | 
can make use of write-backs — collected | 
loans that have already been written off — _ 


Despite a slowing economy in Singa- | 
pore, there have yet to be any major cor- | 
porate collapses, except for Electro-Magne- — 
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MARKETS 


Singapore offers primary 
listings to foreign firms 


Off shore. 


on board 


F oreign companies with most of their 


assets outside Singapore can now 

qualify for a primary listing in the 
main section of the Stock Exchange of 
Singapore (SES). GP Batteries International, a 
Singapore-incorporated subsidiary of the 
Hongkong-based Gold Peak Holdings, was 
the first overseas company to win approval 
under the new rules, which came into ef- 
fect on 19 February. 

But such a listing comes replete with 
many restrictions, including a ban on the 
raising of funds in Singapore dollars. Ac- 
cording to the SES, this regulation is to com- 
ply with the government's policy of pre- 
venting the “internationalising” of the Sin- 
gapore dollar. 

Foreign companies with a primary list- 
ing will have to be priced in foreign cur- 
rencies and in larger (though unspecified) 
denominations, according to the guidelines 
of the sES. GP Batteries is priced at US$2 a 
share, and it is unlikely that exchange offi- 
cials will accept anything lower. 

The restrictions are to ensure that the 
stocks attract only large investors. As the 
SES will be unable to monitor companies 
whose operations are mainly abroad, it is 
unable to offer much protection to the 
small, less sophisticated investor. 

The exchange has said that listed foreign 
companies which subsequently transfer 
their assests to Singapore will be able to ob- 
tain a quotation in the local currency. 

Foreign stocks in Singapore — with the 
119 Malaysian counters representing the 
large majority — have been listed in the 
Clob International section. Twelve Hong- 
kong stocks are listed in the Clob, and 
recently, the Jardine Matheson group of 
companies was granted permission to 
make a secondary listing in the main 
section. 

Except for the Malaysian stocks, which 
used to trade in the main section until 
Malaysian authorities decided to delist 
them in January 1990, volume in the for- 
eign stocks has been extremely poor, with 
no trades at all on most days. 

Analysts say that highly priced foreign 
counters denominated in a foreign currency 
are unlikely to be of much interest to most 
Singapore-based investors. If such primary 
listings are to generate worthwhile volume, 
they may have to attract foreign institutions 
to the SES. m N. Balakrishnan 
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The new NICs 


Japan is fond of employing the metaphor of a flock of geese flying in a “V” forma- 
tion to describe the way it would like to see East Asia’s economy develop. Japan is 
out there in the lead, followed at a respectful distance by the NICs — South Korea, 
Taiwan, Hongkong and Singapore. The poorer members of Asean (Indonesia, Thai- 
land, Malaysia and the Philippines) take up the rear. The metaphor appeals to the 
Japanese sense of harmony, but these particular geese are a bit more unruly than 
the image suggests. Some of the laggards are catching up on the leaders. 

In 1991, for the third year running, the growth of GDP in Malaysia and Thailand 
is expected to exceed that of the NICs. Even the economy of lumbering Indonesia 
will probably expand this year by about 676, the same rate as those of Singapore and 
South Korea. As a result, the "V" formation is flattening slightly and there are at 
least three good reasons to think that its shape is changing permanently. 

The first is that the economies of Malaysia and Thailand have "taken off" in the 
sense that industrialisation is accelerating at a rate comparable with the speed at 
which South Korea and Taiwan built up their manufacturing bases in the early 
1970s. In Thailand, manufacturing output has grown at an annual rate of more than 
16% a year since 1988 and at an even faster pace in Malaysia. 

The second factor is demographic: the population of the proto-NICs is younger 
than that of the "old" Nics. Their labour forces are growing faster as a result. 
Malaysia's pool of labour is expected to expand by 2.9% a year in the 1990s, five 
times faster than Singapore's. The NICs, therefore, have to produce more goods and 
services per worker than countries like Thailand simply to grow at the same rate. 

Third, foreign investment has been pouring 

into Malaysia, Thailand and Indonesia over the 

Asürads aliia dendütkoda past five years or so. It has provided a much 
GPP growth 1980-88 1989-91 
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bigger impetus to growth in these three coun- 
tries than in Taiwan and South Korea, but not 
as much as in Singapore, 80% of whose manu- 
facturing investment comes from abroad. 

The NICs themselves are slowing down for 
similar reasons to those that caused the rate of 
Japanese economic expansion to halve after the 
first oil shock of 1973. One reason is that ser- 
vices are growing as a proportion of their 
economies and annual productivity gains have 
therefore slowed. 

Can Malaysia, Thailand and Indonesia keep 
it up? Many people say “no,” because their in- 
adequate infrastructure is expected eventually to strangle economic growth. In ac- 
tual fact, however, this kind of bottleneck tends to cap the rate of expansion rather 
than to cut it drastically. 

As for the three factors mentioned earlier, the first, industrialisation, tends to 
take on a momentum of its own. Once economies become less dependent on the 
production of raw materials, opportunities for trade and specialisation tend to grow 
exponentially. Demographics — the second factor — looks set to support rapid eco- 
nomic growth well into the next century. 

Foreign investment seems more problematical. On the face of it, the capital flow 
from Japan and the NICs depends on the vagaries of exchange rates. But it will prob- 
ably continue to infuse Malaysia, Thailand and Indonesia for the foreseeable future. 
The savings surplus is dwindling rapidly in Japan and Taiwan, and has disappeared 
in South Korea, but capital from all three of these countries will continue to look for 
cheaper homes in the rest of Asia. 

If this admittedly rosy prospect is correct, East Asian economic integration is 
about to enter a new phase. The first was the supply of raw materials to Japan by 
the poor countries of the region. The second phase, now nearing its end, is the sup- 
ply of components to Japan. The next stage is the export of finished goods, not just 
from the NICs, but from countries like Thailand and Malaysia, too. The geese are still 
flying Japan's way. m Nigel Holloway 
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Malaysian bank unveils 
second restructuring 

> Perwira Habib Bank, Malaysia's 
seventh-largest commercial bank in terms 
of assets, on 19 February announced a 
second restructuring, under which 
M$285.7 million (US$106.2 million) will be 
injected into the bank to wipe out loan 
losses and repay earlier borrowings. The 
funds will be provided by Perwira’s 
shareholders — including Malaysia's 
central bank, which holds a nearly 5095 
stake. An initial infusion in March will 
raise Perwira's paid-up capital to M$647 
million to cover the write-off of 
accumulated losses, which stood at 
M$640.7 million on 31 December 1989. The 
rest of the new money, M$43.7 million, 
will be injected after the proposed capital 
reduction, leaving shareholders' funds of 
M$50 million. 


Debt payments consume 
more of Bangladesh's aid 


> Bangladesh's increasing debt burden 
will reduce its net aid receipts in the fiscal 
year ending on 30 June 1991, the central 
bank said. Debt service costs are projected 
to rise to US$331 million from US$290 
million in the previous fiscal year. 

Gross aid is expected to drop to US$1.73 
billion from US$1.81 billion. The fiscal 
1991 total comprises US$260 million in 
food aid, US$460 million in commodity aid 
and US$1.01 billion in project aid. 


Indonesian power crisis 
kills investment plans 


> At least 25 foreign firms have cancelled 
plans to invest in Indonesia because of the 
country's worsening power shortages, 
according to Mohammad Hidayat, 
chairman of Indonesia's real-estate 
association. Hidayat said the retreating 
investors were from Japan, South Korea 
and Taiwan and had mostly planned 
projects at industrial estates in West Java, 
one of the areas worst hit by power 
shortages. Hidayat noted they were given 
government guarantees of adequate power 
when their investments were approved. 


Thailand, US extend 
air-services talks 


> Thailand and the US agreed on 13 
February to extend talks for a further nine 
months on reviving a lapsed air-services 
agreement. They also agreed that until a 
new accord can be reached, there will be 
no reduction in the number of flights 
between the two countries. Bangkok last 
year demanded that Thai International be 
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given more access to US airports. When 
Washington refused, Bangkok froze US 
carriers' access to Thailand at the existing 
level of 23 flights a week. 


Japanese unions seek 

higher pay. shorter hours 

9 Japan's trade unions are pushing for pay 
rises of 8-9% and shorter working hours in 
the year beginning 1 April. If met in full, 
the rises sought would be sharply higher 
than the 5.94% pay boost granted last year, 
and roughly double the present rate of 
inflation. Negotiations are carried on with 
individual employers by national labour 
groups such as the Japanese Trade Union 
Confederation, or Rengo. Although pay 
awards are likely to fall short of the levels 
claimed, analysts believe cuts in working 
hours are likely. Rengo says Japanese 
workers put in 200 hours a year more than 
their counterparts in the US and 500 more 
than those in Germany. 


Business indicators 
China’s trade with the US: 
Leading categories (US$ million) 
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India's Ambanis poised 
to retake reins at L&T 


P Reliance Industries, run by the Ambani 
family, seems set to regain control of 
Indian engineering contractor Larsen & 
Toubro (L&T) following the sudden 
resignation on 1 February of government- 
nominated chairman D. N. Ghosh. 
Reliance bought a controlling 30% stake in 
L&T amid great controversy in 1988, but 
was ousted from board control in 1990 by 
the newly elected V. P. Singh government, 
which wielded the previously passive 37% 
shareholding of state institutions. With the 
advent of the Chandra Shekhar 
government last November, the Ambanis 
have regained favour in New Delhi. Ghosh 
said he resigned "at the request of the 
government." An Ambani family member 
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is likely to be elected chairman at a board 
meeting due on 26 February. 


Vietnam. Laos to trade 
in hard currencies 


»> Vietnam and Laos agreed on 11 
February to settle future trade transactions 
between the two countries in hard 
currency, rather than Soviet roubles. The 
long-time Indochinese allies project that 
two-way trade this year will total US$14 
million. Both countries recently signed 
agreements with the Soviet Union under 
which future trade with the Soviets will be 
calculated at world-market prices, also 
with payment in hard currency. 


British, Vietnamese firms 
to produce lubricants 


> Saigon Petro and Britain's Castro Ltd on 
12 February signed a contract to build a 
small plant near Ho Chi Minh City to 
process Vietnamese crude oil into 
lubricants. The plant, which is scheduled 
to begin operations in November, is 
expected to produce 25,000 tonnes of 
lubricating oil a year, roughly one-quarter 
of Vietnam's needs. Castro contributed 
60% of the investment capital, while 
Saigon Petro — which operates a small 
refinery in Ho Chi Minh City — 
contributed 40%. 


Perwaja Steel announces 

M$1 billion expansion 

> Malaysia's government-owned Perwaja 
Steel said it plans to spend another M$1 
billion (US$372 million) on expansion. The 
announcement throws further confusion 
on the finances of the debt-ridden steel 
maker, whose handling of a M$880 million 
restructuring has troubled bankers 
(REVIEW, 7 Feb.). Perwaja managing 
director Tan Sri Datuk Eric Chia said the 
M$1 billion comprised M$400 million to 
build a steel rolling mill (previously said to 
cost M$350 million) and M$680 million to 
upgrade the company's capacity to 
produce steel billets. 


South Korean companies 
saw profits slide in 1990 


»> Listed companies in South Korea 
posted sluggish results in 1990, according 
to a survey by Lucky Securities. Among 
the 489 companies which are on à 
December-December fiscal year, profits 
rose 4.1% and turnover grew 16.8%. The 
survey included most listed non-financial 
companies as well as banks. In 1989, 
profits climbed 22.4% while revenues 
increased 10.4%. 
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BUSINESS 


AFFAIRS 


SIL CLARO TLE BF AS CANES, TI PES SY BEAT IR G5 yv ES HE E FETT a FORET 
TRENDS 


PRICES 


3 months 


Last sale to 18 Feb. 


Copper 

Current delivery (Mar.) 
May delivery 
Aluminium 

Current delivery (Feb.) 
Tin 

Cotton 

Current delivery (Mar.) 
May delivery 

Rubber 

Current delivery (Mar.) 
May delivery 

Jute 

Palm Oil 


Current delivery (Mar.) 
May delivery 


Sugar 
Current delivery (Mar.) 
May delivery 


Pepper 
Sarawak Asta blk 100% 


Wheat 

Current delivery (Mar.) 
May delivery 

Maize 

Current delivery (Mar.) 
May delivery 


Rice 
5% white fob 


Soyabeans 

Current delivery (Mar.) 
May delivery 

Cocoa 


Current delivery (Mar.) 
May delivery 


Coffee 
Current delivery (Mar.) 
May delivery 


Petroleum 
Sumatran light 
Brent 


AND 


London (2) 
New York (3) 


London (7) 


Kuala Lumpur (1) 
New York (3) 


Kuala Lumpur (8) 


Dhaka (11) 
Kuala Lumpur (4) 


New York (3) 


Singapore (9) 


Chicago (5) 


Chicago (6) 


Bangkok (7) 


Chicago (5) 


New York (7) 


New York (3) 


Tokyo (10) 
London (10) 


Latest 


364.05 


109.60 
106.30 


1,505.00 


14.63 


84.17 
83.03 


230.00 


410.00 


846.00 
843.00 


8.50 
8.43 


275.00 


256.20 
266.40 


238.60 
247.40 


338.00 


572.60 
587.20 


1,184.00 
1,204.00 


91.70 
93.95 


18.10 
20.88 


Previous 
week 


368.85 


107.45 


1,480.00 
14.77 


82.80 


229.50 


410,00 


843.00 


8.61 


275.00 


250.60 


239.20 


338.00 


566.20 


1,133.00 


83.95 


21.00 
21.93 


ago 


379.85 


117.65 


1,635.00 
16.19 


74.25 


244.00 


410.00 


825.00 


10.07 


302.50 


250.20 


225.00 


270.00 


566.60 


1,312.00 


81.35 


32.90 
31.55 


(1) M$ a kg (2) US$ an oz (3) USc alb (4) M$ atonne (5) US¢ a 60 Ib bushel 
(6) USc a 56 Ib bushel (7) US$ a tonne (8) PSS1, Mc akg (9) S$ a 100 kg (10) US$ a barrel 


(11) BWD, Chittagong/Mongla, US$ a tonne 


Year 
ago 


416.75 


107.05 


1,455.00 
16.37 


69.53 


230.00 


410.00 


652.00 


14.74 


370.00 


386.20 


242.60 


310.00 


571.00 


981.00 


84.98 


21.85 
19.95 


Source: Telerate, International Jute Organisation 


US$1 
18 Feb. Worth 
Australia dollar 
Bangladesh* taka 
Britain pound 
Brunei dollar 
Burma* kyat 
Canada dollar 
France franc 
Germany mark 
Hongkong dollar 
India rupee 
Indonesia rupiah 
Japan yen 
Macau* pataca 
Malaysia dollar 
Nepal* rupee 
New Zealand dollar 
Pakistan rupee 
Papua N.G. kina 
Philippines peso 
Singapore dollar 
South Korea won 
Sri Lanka rupee 
Switzerland franc 
Taiwan NT dollar 
Thailand baht 


Spot 
ratet 


1.2677 
35.98 


8.05 
2.69235 
39.00 
1.6479 
21.8581 
0.9378 
28.125 
1.7155 
721.00 
40.11 
1.271 
27.10 
25.11 


Previous 
weekt 


1.2834 
35.80 
0.503 
1.712 
5.855 
1.159 
4.965 
1.4578 
7.797 
18.6445 
1,911.00 
127.84 
8.05 
2.689 
24.00 
1.6647 
21.8581 
0.9398 
28.125 
1.712 
722.00 
40.11 
1.2443 
27.1005 
25.02 


3 months Year 
agot agot 
1.3072 1.3132 
35.85 32.20 
0.50697 0.5886 
1.7091 1.859 
5.90 6.65 
1.163 1.1985 
4.9695 5.69 
1.4738 1.674 
7.7933 7.809 
18.0489 16.5978 
1,876.00 1,811.00 
128.85 144.60 
8.05 8.05 
2.6919 2.703 
24.00 24.00 
1.6391 1.6906 
21.8281 21.3986 
0.9407 0.9653 
27.944 22.705 
1.7091 1.859 
714.20 690.40 
40.01 39.78 
1.2465 1.489 
27.2475 26.115 
25.035 25.60 


Communist countries: China US$-Rmb 5.2221 HK$-Rmb 0.66995 
Soviet Union US$=Rouble 0.545 Laos US$=Kip 700.00 
Vietnam US$=Dong 7,250.00 Cambodia US$=Riel 600.00 


SDR1=US$1.44453 ECU1=US$1.38892 S$=M$1.56785 
"Official rate tMiddle rate Source: Telerate for spot rates, Deak for official rates 


Other: 


1 


18 Feb. month 
US$ 6.4375 
Sterling 13.50 
Yen 7.9375 
Swiss Fr. 7.75 
Dm 8.8125 
A$ 11.3125 
c$ 10.375 
ECU 9.375 


3 12 
months months months 
6.5625 6.50 6.75 
13.1875 12.625 12.125 
7.875 9.5625 7.25 
7.75 7.5625 7.4375 
8.875 8.875 8.9375 

11.125 10.9375 10.875 
10.1875 9.375 9.50 
9.4375 9.4375 9.50 


tOffered rate Source: Telerate, Salomon Brothers 


Currency deposit and bond yields 


Eurocurrency and Asian currency unit deposit rates (%)t 
6 


10 year govt 
bonds yeild 


7.81 
9.97 
6.30 
8.20 
11.40 
9.42 
9.24 





Economic indicators, selected Asian countries 


Australia China Hongkong 
Economic Growth % (real) (1) 
1990 -0.5 5 2.3 
1991 2 6 3-4 
International Reserves (5) 
Latest US$15.52b (Nov) US$26.67b (Oct) n.a. 
Year earlier US$13.78b US$15.95b n.a. 
Trade Balance (total merchandise) 
Latest 3 months +US$0.17b (Oct-Dec) +US$3.40b (Nov-Jan) -US$0.14b (Oct-Dec) 
Previous 3 months -US$0.34b +US$2.95b +US$0.85b 
Year earlier -US$0.83b +US$0.22b +US$1.18b 
Exports (7) 
Latest 3 months US$10.14b US$18.79b US$23.79b 
% change previous 3 months +6.0 +13.8 48.7 
% change year earlier +10.4 +29.6 122.3 
Imports (7) 
Latest 3 months US$9.97b US$15.38b US$23.93b 
% change previous 3 months +0.9 113.5 +13.8 
% change year earlier +0.2 +7.8 +30.9 
Consumer Prices 
Base Jul 80-Jun 81=100 Oct 1989=100 Oct 84-Sept 85=100(2) 
Latest 3 months index average 214.5 (Oct-Dec) 103.1(11) (Oct) 147.4 (Oct-Dec) 
% change previous 3 months $2.7 n.a. +2.6 
% change year earlier +6.9 *3.1 +10.9 
Money Supply (3) 
Latest A$200.86b(9) (Nov)  Rmb1,114.94b (Apr.-Jun) HK$539.67b (Dec) 
% change previous month +1.2 -6.8(10) £17 
% change year earlier 412.2 +10.7 +15.5 


India Indonesia Japan 

4(4) 6 5.2 

3.5-4(4) 5 3.8 

US$2.05b (Nov) US$6.07b (Nov) US$77.73b (Nov) 
US$3.70b US$4.50b US$83.74b 
-US$1.72b (Aug-Oct) +US$1.65b(8) (Sept-Nov) +US$10.89b (Oct-Dec) 
-US$0.80b +US$0.21b +US$15.77b 
-US$0.87b +US$1.59b +US$14.39b 
US$4.31b US$7.90b(8) US$80.65b 

-0.4 +39.4 +11.9 

+12.6 +36.9 +15.9 
US$6.03b US$6.25b(8) US$69.75b 
+17.6 +144 +23.9 

+28.4 +49.4 +26.3 
1982=100 Apr 88-Mar 89=100 1985=100 

194.7 (Sept-Nov) 116.8 (Oct-Dec) 108.9 (Oct-Dec) 
+3.5 +1.8 +1.7 

+10.6 +9.9 +3.8 

Rs2.53t(9) (Dec) Rps80.70t (Nov) ¥490,08t (Nov) 
+1.5 42.9 -1.2 

+15.9 +46.5 +9.9 


Malaysia 


6.5 
8 


US$8.74b (Aug) 
US$6.44b 


+US$0.02b (Sept-Nov 
-US$0.05b 
+US$0.33b 


US$8.51b 
+16.9 
+27.0 


US$8.49b 
+15.8 
+33.4 


1980=100 
140.2 (Oct-Dec) 
+2.3 

+3.9 


M$82.67b (Oct) 
+2.8 
+28.9 


(1) Official and other estimates of GDP (GNP in Japan) (2) Consumer Price Index A (3) M2 or currency plus bank deposits (4) To March (5) IMF definition of reserves minus gold except for Singapore (6) fob (7) cif 
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uu a Tokyo, New York slip on profit-taking a a a Straits bourses buoyed by Gulf peace 
prospects a a a Hongkong hit by sell-off a= a Bangkok speculators sustain rally a «= Taipei 
surges on post-Lunar New Year optimism in week ending 19 February 1991 u u u 





























































Bombay /^ 









































































































































































Tokyo (Aight scale) Hongkong Kuala Lumpur 
Nikkei Stock Hang Seng Index, KLSE Composite | | Maniia BSE Sensitive 
3,600 Average, 26,166.98 3,467.84 36,000 580 Index, 555.34 630 | | 1,190. Left scale) Index, 400 
Average daily Average daily Average daily T Composite Index 1 1.149.89 
turnover turnover US$209.72m m | pes 
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Average daily turnover 
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*Market capitalisation-weighted index of nine Asian bourses excluding Japan, published by Asian Markets Monitor, a REVIEW newsletter, 1 Jan. 1990-100 


Philippines 


5-7 
1.5-2.5 


US$0.81b (Nov) 
US$0.82b 


-US$1.15b (Sept-Nov) 
-US$0.97b 
-US$0.75b 


US$2.11b 
+3.4 
+6.8 


US$3.26b 
+8.1 
+19.6 


1978=100 
527.8 (Oct-Dec) 
+5.0 

+13.1 


P288.12b(9) (Nov) 
+1.8 
+27.8 


(8) Including petroleum (9) M3 (10) % change over past 3 months (11) One month 


Singapore 


8-9 
5-6 


US$26.50b (Sept) 
US$19.04b 


-US$1.85b (Oct-Dec) 
-US$1.71b 
-US$1.02b 


US$15.94b 
+20.4 
+30.0 


US$17.79b 
+19.1 
+33.9 


Sept 87-Aug 88=100 
107.6 (Sept-Nov) 
+1.5 


+3.6 


$$59.95b (Oct) 
+1.9 
+21.4 
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South Korea 


8-9 
6.3-7 


US$16.12b (Nov) 
US$17.37b 


-US$1.71b (Oct-Dec) 
-US$0.21b 
+US$$0.73b 


US$18.32b 
+8.7 
46.7 


US$20.03b 
+17.4 
+21.8 


1985=100 

133.6 (Oct-Dec) 
+0.8 

49.2 


Won68.74t (Dec) 
45.5 
+17.2 


Taiwan 


5.2 
7 


US$70.26b (Oct) 
US$73.42b 


+US$2.45b (Nov-Jan) 
+US$4.16b 
+US$3.56b 


US$17.76b 
+1.3 
+12.6 


US$15.31b 
414.5 
+25.3 


1986=100 
111.8 (Nov-Jan) 
-2.1 

+4.3 


NT$6.23t (Dec) 
*3.1 
49.8 


Thailand 


9-10 
5.5-7.5 


US$13.21b (Nov) 
US$8.96b 


-US$1.86b (Jul-Sept) 
-US$2.22b 
-US$1.30b 


US$6.14b 
49.8 
418.9 


US$8.11b 
13.8 
+25.5 


1986=100 

119.1 (Jul-Sept) 
+1.0 

+4.7 


Baht1,479.0b (Nov) 
40.7 
41.8 


Source: Official statistics 
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Prime Interbank Interbank Interbank 
18 Feb. lending 1 montht 3 monthst 6 monthst 
Australia 15.50 11.82813 1157813 11.46875 
Britain 13.50 13.50 13.00 12.50 
Hongkong 9.50 6.3125 6.4375 6:50 
Indonesia 23.50 24.00 23.50 23.00 
Japan 7.80 

'8.25 8.0625 8.00 7.6875 

Malaysia 7.25 6.90 7.00 7.18 
New Zealand 15.00 11.88 11.94 2.05 
Philippines 24.00 21.00 21.6875 1.3125 
Singapore 7.00 4.4375 4.50 4.625 
South Korea 1116.10 -- — - 
Taiwan 10.00 — -— - 
Thailand 16.50 16.50 17.50 — 
US 9.00 6.50 6.625 6.625 
"Long term "Short term Tf Monetary Stabilisation Bond (1 year) 


TOffered rate Source: Telerate and Review Data 


interest rates (%) 
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SHROFF 


A 


Morgan stampede 


hat can be said of Morgan 
Stanley's decision to murder 
its — two-and-a-half-year-old 
Hongkong institional equity 
operation? "Weird" and "incomprehensi- 
ble" were some of the more respectful reac- 
tions Shroff received from Hongkong brok- 
ers. 

Certainly it is difficult to credit Morgan 
Stanley's management with either common 
or strategic sense. It was hardly two weeks 
ago that Morgan Stanley's global economic 
guru Barton Biggs was impressing upon 
large and monied Hongkong audiences 
that Asia was the place to be. 

Outside Japan, Hongkong is still the 
pre-eminent financial centre in the region, 
despite its profusion of political problems. 
Its stockmarket is not only the region's 
largest but was the best performer in 1990. 
| More importantly, across the border in 
Guangdong province burgeons an eco- 
nomy — fuelled to no small extent by Ameri- 
can money — that 
puts even the likes 
of Thailand to 
shame. 

Shroff is not 
privy to the precise 
state of Morgan 
Stanley's books in 
Hongkong and the 
US, but the bottom 
line must be blaz- 
ingly technicolour 
to warrant this ac- 
| tion. All who have 
tried to re-enter a 
market once aban- 
doned will attest to 
the expense and difficulty of doing so. 

The company is at pains to emphasise 
that its commitment to Asia is undi- 
minished and that its other operations will 
continue unabated. But without a distribu- 
tion network, an investment bank is at best 
out of touch and at worst emasculated. 
Doubtless, the division was losing money, 
but some aspects of successful merchant 
banking are not captured best by profit- 
centre analysis. 

Nevertheless, some of Morgan Stanley's 
reasons are revealing. In particular, much is 
made of the fact that the company's heavy 
expenditure in trading technology has not 
proved justified in Hongkong. 

First, it was astonishingly difficult to 
liquidate positions in falling Asian mar- 
kets in the second half of 1990. Hong- 
kong was much more liquid than most, 
but the tendency undermines the ra- 





Azmi. 
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tionale of US-style trading operations. 

Second, the redundancy of Morgan 
Stanley's expensive trading software in 
Hongkong reflects the market's antidilu- 
vian development. The colony's ban on 
short-selling, coupled with a joke index- 
futures market, renders modern trading 
technology practically worthless, while in- 
hibiting active trading. 

More worrisome, Morgan Stanley is the 
appointed overall financial adviser to the 
government for the Port and Airport Deve- 
lopment Scheme (PADS). Now Shroff has 
no wish to decry the financial expertise of 
the Morgan Stanley rump. However, PADS 
is a project that demands staying power. 
Does Morgan Stanley have what it takes? 

8 Michael Taylor 


Malaysian Finance Minister Datuk Daim 
Zainuddin may be hanging up his spurs, 
but there is still money to be made trading 
in politically sensitive stocks at the behest of 
the country's ruling party. 

In early February, General Lumber 
chairman Wan Azmi Wan Hamzah, a pro- 
tege of Daim, sold his controlling 30.23% 
stake in Nanyang Press, publisher of one of 
Malaysia's most influential Chinese-lan- 
guage newspapers, Nanyang Siang Pau. The 
sale of Azmi's 10 million shares, which was 
carried out through an open-market place- 
ment, has netted him a tidy profit of 
M$12.75 million (US$4.8 million). 

The managing director of one of 
Malaysia's largest securities houses insists 
that the ultimate buyer was Renong, the 
holding company for the corporate assets of 
the United Malays National Organisation 
(Umno). When Azmi first picked up his 
stake in Nanyang, observers suggested that 
he was being used as a proxy by the ruling 
party — under the direction of its treasurer, 
Daim — to take control of a major Chinese 
newspaper ahead of October's national 
elections. Azmi brushed off the sugges- 
tion. 

But now that the elections are over — 
and Umno and its allies are the clear win- 
ners — some observers believe Umno has 
even bigger plans for Nanyang. 

The profitable and prestigious news- 
paper would make a welcome addition to 
the party's media empire. Fleet, one of Re- 
nong's chief investment arms, currently 
controls would benefit from Nanyang’s 
strong cash flow. 

Some observers are convinced that the 
real buyer of Azmi's stake was a unit of 
Quek Leng Chan’s Hong Leong Group. 
There has been a noticeable convergence of 
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interests between Umno and the Chinese- 
run conglomerate since early last year, they 
argue 
Spinning off Nanyang into friendly 
Chinese hands would be a politically savvy 
move as well, since Umno is eager to 
downplay charges that it is swallowing up 
the country's independent Chinese busi- 
nesses. Hong Leong has increased its stake 
in the newspaper-publishing company to 
6.74 million shares, representing more than 
20% of the company's equity. 
8 Doug Tsuruoka 


The fool’s rally in world stockmarkets has 
induced an especially unreal reaction in 
Tokyo. A 3.5% rise in the Nikkei index on 
18 February on turnover of 1.24 billion 
shares, the highest for months, does not 
even have the dubious support of easier of- 
ficial monetary policy. 

There is an element of misplaced 
euphoria in Tokyo over prospects for an 
early end to the Gulf War, but it is mainly 
foreigners — from Wall Street in particular 
— who are allowing themselves to be 
duped into buying shares while the rally 
lasts. 

Pensions and other financial institutions 
from the US bought X325 billion (US$2.5 
billion) worth of Japanese equities in the 
week ending on 8 February, 150% more 
than in the previous week and four times 
more than during the week before. Most Ja- 
panese institutions were selling heavily. 

Andrew Ballingal of Barclays de Zoete 
Wedd in Tokyo says that "distressed 
buyers" in the US were meeting "distressed 
sellers" in Japan. This helps to explain why 
recent buying has shifted from interest 
rate-sensitive stocks like banks and top 
property firms to almost every industry. 

US institutions are going for the blue 
chips they know and which they sold after 
last year's crash. In this way they look like 
miscalculating on the way down, just as 
they did on the way up. The proportion of 
shares owned by foreigners fell sharply in 
1985-88, when the Tokyo stockmarket rose 
by 157% — even before taking account of 
the yen's doubling against the US dollar. 

Japanese institutions, by contrast, are 
selling because they assume, quite reasona- 
bly, that they will be able to buy back later 
(not very much later) when the Nikkei 
index has fallen to around 21,000, about 
20% below its current level. But then they 
have other problems, the most pressing of 
which is how to show a profit on their 
zaiteku (financial speculation) for the year 
ending on 31 March. Anthony Rowley 
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RESEARCHER 


SOUTH ASIA 
£17,300 pa 


| Appointments 






BasedinLondon, you will nn human rights violations in several countríes in South 


Asia, in particular Pakistan and Bangladesh. You will document cases, prepare reports, 
advise on and initiate actions by Amnesty International, particularly in relation to prisoners 
of conscience, trial procedures, treatment of prisoners and the death penaity. 

You must have proven research and writing skills, the skill of impartiality, sound political 
judgement and specialist knowledge of the above countries. The ability to work in and be 
responsible for the work of a team is important. Good English is essential and relevant 
South Asian languages are highly desirable, as is a knowledge of relevant political and 





. Course 








legal systems. 
€ Closing date: 2 April 1991 


amnesty — — 
international 





RESEARCH ASSOCIATE 
East-West Center 


The East-West Center is a non-profit educational institution established in 
Hawaii in 1960 by the United States Congress with a mandate “to promote bet- 
ter relations and understanding among the nations of Asia, the Pacific and the 
United States through cooperative study, training, and research." 

Applications are being accepted for a three-year limited position as Re- 
search Associate in the Resource Systems institute (RSI). Conducts research 
on the political economy of economic reform; on economic interdependence; 
on the nature of public-private sector participation in development, and eco- 
nomic restructuring; and on the efficacy of economic reforms in the Asia-Pacific 
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the Asia-Pacific region; develops and maintains a network of institutions in the 
region involved in economic modelling, forecasting, and quantitative policy 
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directions for further research and software/hardware development in this area; 
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tical economy of stabilization and structural adjustment issues, especially as 
these apply to international trade, capital flows, and foreign debt issues. Re- 
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on issues surrounding the relationship between government and the private 
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An Equal Employment Opportunity/Affirmative Action Employer 


3 Readers are recommended 

;to make appropriate enquiries and take appropriate advice 

before sending any money, incurring any expense or enter- 
1g into a binding commitment in relation to an advertise- 
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The Review Publishing Company Limited is now publishing a 
quarterly index which details by country, subject and date every- 
thing that has appeared in the Review, 


The index is available on a quarterly basis. Subscribe now and each 
quarterly index will be sent to you automatically as soon as it be- 
comes available. A vital research tool, the Repiew index will Save 
hours of needless searching for information. ORDER YOURS 
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INNOVATION 


Ships in stress 


verybody understands the need 

for regular safety checks on civil 

aircraft. But few people expect 

anyone to take care of ships in the 
same way, perhaps because their structures 
are far less fragile than those of aircraft. 
Also, ships have an aura of invincibility 
about them. 

With aviation perceived as terribly un- 
forgiving of mistakes in a hostile environ- 
ment, the officially mandated level of care 
for airframes and systems is not surprising. 
Detecting cracks, pulled rivets and separa- 
tions in bonded areas is performed in a 
variety of ways using X-rays, magnetism 
on particles in suspension and dye-pene- 
trant checks as well as the trained human 
eye. And there are examples in recent years 
of what can happen when insufficient care 
is applied — the classic being the aircraft in 
Hawaii from which a large chunk of fuse- 
lage skin was blown off because of corro- 
sion damage. 

Ships are carefully inspected every five 
years, with economic life usually deemed 
as ending some time after the third survey, 
but a five-year check on the thickness of 
plating does not match an X-ray survey of 
an aircraft's skin when it comes to assessing 
damage caused by corrosion. Ships operate 
in a hostile environment, with salt water 
and salt-laden air taking a heavy toll on 
metal plating and with slamming of bows 
into waves and twisting of hulls in heavy 
seas producing strains on hull plates and 
supporting frames. 

With the current trend of small crews, 
however, there are fewer man-hours avail- 
able for preventative maintenance or for the 
birth of small defects to be seen and noted 
for correction. One group of ships in which 
this is causing concern is bulk carriers, 
which shipping executives say have had a 
poorer safety record than general cargo ves- 
sels 


Early this year, Lloyd's Register of Ship- 
ping announced that it had noted “with in- 
creasing concern" a high rate of casualties 
among bulk carriers in 1990 resulting from 
either unknown causes or structural failure. 
It listed 12 vessels that sank and 11 that 
were damaged. 

Lloyd's, which instigated a major re- 
search project into the causes of the casual- 
ties, says that while a lot of work still needs 
to be done, some inferences are possible. 
Loss of hull plating from the sides of cargo 
holds was generally a common factor. In 
addition, a significant number of the ves- 
sels carried coal and iron ore, sometimes on 
the same voyage. How the ships were un- 
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loaded could also be significant, Lloyd's 
says, adding that rates of corrosion of lower 
side-frames and their connections to side 
plating appeared to be high. 

A shipping executive says that apart 
from possible chemical interaction between 
coal and iron ore residues in holds, iron ore 
causes problems in any case because it is 
the densest cargo carried in bulk. For equal 
tonnages of coal and iron ore carried in al- 
ternate holds, the top of the iron ore in one 
hold will be lower than the top of the coal 
in the adjacent hold. In the iron ore's hold, 
the load pushing outwards on the side plat- 
ing will be greater per unit area than that in 
the coal's hold, producing uneven stresses 
in the plating along the ship's side. 

Ships are loaded and discharged accord- 
ing to strict rules designed to prevent com- 
pletely filling or emptying one hold before 
starting on another, which can break a 
ship’s back because of too great a difference 
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Bulk iron ore carrier: strict rules for loadin 
between the downward load of cargo in 
one area and the upward load of the 
ship’s buoyancy in another. Sometimes, 
however, loading plans are given short 
shrift in the rush to clear a delayed ship 
from a port — and frames and plating are 
damaged. 

One ship whose demise was not part of 
the list from Lloyd’s but whose name con- 
tinues to haunt the industry is the 169,044 
dwt bulk carrier Derbyshire, which sank al- 
most without trace in 1980 in the Pacific 
Ocean. No reason was established for the 
disaster, but there are strong suspicions 
that the ship’s hull broke up because of 
wave-induced stress. While not every ana- 
lyst is convinced hull stress is responsible 
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for the ship's loss, the incident highlights 
the need to measure the strain. 

Now a British company, Ship & Marine 
Data Systems, is producing a system that 
electronically monitors the strains in ships 
structures while at sea. Six strain transduc- 
ers, which are placed in the hull according 
to Lloyd's recommendations, feed then 
data to a central computer. Two transduc- 
ers measure the effects of waves slamming 
into the the bow, while the other four give 
a picture of conditions over the rest of the 
hull. 

After processing, the data is displayec 
as well as stored for later analysis. Excessive 
strain on the hull from heavy swells can be 
seen by watchkeepers, and corrective ac 
tion such as a course change or a reductior 
in speed can be taken. 

The cost of the basic system is abou 
US$36,000 per ship, or about US$100,000 ii 
a more elaborate version is wanted that wil 
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also provide ship’s log data such as speed 
heading, wind and wave conditions i 
parallel with the strain measurements. Th 
system can display the highest stress read 
ings and sound alarms when pre-set level 
are reached. Establishing safe levels fc 
ships of different ages is a job for naval ai 
chitects, for whom the company is settin 
up a data base via a system set up on 
British Petroleum oil-production ship. 
While the present anxiety concerns bul 
carriers, the cost of the system is such thé 
owners of any vessel might forego its us 
unless the ship is new. But it seems likel 
that shipping insurers will eventually d: 
mand its use on virtually all large ocea1 
going ships. = Michael Westlah 
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worldwide. They re also easily integrated to non-Wang applications via 


Effectively managed and easily verifiable data is the lifeblood of 


networking or program-to-program links. So you never need to worry 


any banking operation. And the world’s most sophisticated integrated 


about compromising past investment or network integrity. To see just 


imaging system is just one of hundreds of ways in which Wang can 


help improve your productivity. 


how superior Wang banking systems really 





are, call your local Wang representative now. LEADERS 


Unlike many vendors’ applications, Wang systems are available 


Then. 


In 1964, the Sanwa Bank opened a branch 
in Hong Kong—its first overseas branch in 
Asia and Oceania—to provide commercial 
banking services to businesses in the region. 













Leadership in the development 
of new financial instruments, 
Tokyo headquarters 


Leading-edge dealing 
technologies, Tokyo 
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Sanwa Bank Foundation scholar- 
ships for students in Bangkok 


Dealing and forex activities, 
Singapore 


Extensive development financing, 
Shenzhen 


Long expertise in international 


Prominencein international loan 
capital markets 


syndications, Hong KOng 
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Project financing for coal mines, 
Australia 


Leasing services for a wide range 
of businesses 


A familiar name throughout Asia 
and Occania 






The Sanwa Bank, Limited is proud of its long tradi- 
tion of service in Asia and Oceania. E 
We, and of course the clients we serve, have grown e 
over the years. d 
Today, Sanwa is the world's Sth largest bank’. Our 
network in Asia and Oceania is one of the largest in 
the region, providing comprehensive financial services 
to individuals, businesses, and nations, including every- 
thing from commercial banking to investment banking 9 
to near-banking services. 
As a result, we're better positioned than ever to meet & 
your financing needs today. 
And for a long time to come. 


eh. Sanwa Bank 


Ay, 
, Sanwa bankers are working for you everywhere. *1990 Institutional investor surve 
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. À Unique Approach. Finding the right solution often requires approaches your needs from a unique 
: 4 seeing the familiar in an unexpected way. vantage point. And when your rr arket 
As the leading global bank with origins — is the globe, a new point of view can 


in the Western U.S., Bank of America make all the difference in the world. 





The Golden Gate Bridge, 
photographed by Michael Kenna. 
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LETTERS 


| ent. motives, such as eda an nn: 


1 and the destruction of Iraq, v whic 1 thre. 
, ened to challenge the W Vests manip ; lation 


Winnie Law Assistant 


Registered: 85 2 newspaper at the Genera! Post Office. U.S.A.: The Far Easier : 


Conflicting motives 

There seems to be a contradiction between 
the stated objectives of the US-led coalition 
at the start of the Gulf War and their 
subsequent operations. Was the liberation 
of Kuwait indeed their objective? Sub- 
sequent operations tend to highlight differ- 









ground to test hi-tech mi 


of the Gulf. | s 

The question that arises at his tin 
where is the next testing grou 
on the world map? Could it poss oly be 
another Islamic state which the Western i in- 
telligence sources believe has nuclear po- 
tential? 
Manila 








SYEDA Z. GILLANI 


While the world’s conscience is asleep, civi- 
lians, military and religious shrines in Iraq 
are the target of saturated bombardment by 
US and allied troops. I ask in all decent fair- 
ness, is the UN resolution which allows the 
use of military power to push Iraq out of 
Kuwait is being implemented in its true 
spirit by levelling Iraq to the ground? How 
many times has the world witnessed a 
bank robber shot indiscriminately by law 
enforcement authorities without giving a 
thought for the innocent people around 
him? Never is every possible effort made to 
catch the culprit without causing injury, let 
alone death, to others. And that is how it 
should be. 

Shall we expect from the precedent now 
set by the pious UN that it will continue 
with the policy of forcefully expelling ag- 
gressors from the soil they have snatched? 
Who shall be next in line . . . Israel from the 
West Bank or perhaps India from Kashmir? 
Let’s see. Remember the UN resolutions 
No. 40/168-A and No. S/1461. 

Karachi SALEEM MOHAMMED 


In Mahmood Elahi's letter [21 Feb.] about 
the Gulf War he reports on the outcome of 
a task set for students at Berea Christian 
College to research the reasons behind the 
Gulf War. The results summarise several 
reasons which are not behind the conflict. 
I am curious. Did the students do what 
they were asked and identify the reason (or 
reasons) which are behind the conflict? 

Canberra PETER MAY 
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Filipinos and US politics 

The article on Filipino-Americans [ARTS AND 
SOCIETY, 7 Feb.] was both perceptive and 
generally accurate. Over the years, I have 
formed my own conclusions regarding the 
reluctance of Filipino immigrants to get in- 
volved in politics in the US: most of them 
are too busy pursuing the American dream 
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to pay attention to an activity that, bac 
home, was not considered "honorable. É 
They are more interested i in earning money 
















achieve uch deae but duy are fre 
pursue them in the most democratic societ 
in this world. 
Los Angeles 






Contrary to.the claim that they lac 
sive. sense of their ow m 












rote this despica 
crime for a Vidal circulated AS publica 
tion. Many women's non-government or 
ganisations in the Philippines often fe 
frustrated that they must work against gc 
ernment bureaucracy, institutional 
crisy and general prejudice in order to uplift 
their lot. M 
There are two points I would 
raise, though. First, vour use of the gender 
specific "hostess." In our society, the ter 
has taken on other less flatterir 





ng meanings = 
In the Philippines, “host” has been the pre- ——— 
ferred term for both males and females = 
playing that television role. ie 
Secondly, on the observation of tycoon... 
Enrique Zobel, 1 would like to note that i 
was this same Zobel who addressed the 
Association of Secretaries some 10 years 
ago, telling them that women do not make: 
good corporate bosses, but make excell 
secretaries. That was when the ma 
oriented Zobel conglomerate — with ; 
than 30 companies — had only a handf 
women in assistant vice-president p 
tions, and their executives club, Bulls ar 
Bears, allowed women only if they were- 
invited by (strictly male only) member : 
Perhaps things have improved since then. 
Obviously, Zobel's views on women have 





















not. ANNA LEAH SARABIA 

Executtoe. Director 
Manila The Women's Media Circle 
Correction 


In On the defensive [REvikw, 28 Feb], 
Japanese and German firms making pre 
glass parts are Hoya and Schott (not Su 
and Siemens). There are two US manafu 
of memory chips, Texas Instruments and Mi 
Technology, which sell them to third parties, i 
addition to IBM and AT&T, which make thet for 
their own use. | 





CONTENTS 


7 March 1991 Volume151 Number 10 





Regional Affairs 


The Gulf : War’s Aftermath 

The success of the US-led ground attack 
on Iraqi forces in Kuwait has produced a 
mixed reaction in Asia with some 
governments fearing the start of an era 
marked by excessive US dominance. 
Washington bureau chief Susumu 
Awanohara looks at the way the war may 
have changed earlier notions about a 
multi-polar society in which economic 
power could count for more than military 
might. Moscow correspondent Sophie 
Quinn-Judge suggests that US behaviour 
in the Gulf may have placed a severe 
strain on US-Soviet relations, 
strengthening the hand of conservatives 
who have argued that Moscow has been 
over-hasty in dismantling relationships 
with traditional Asian allies. From South 
and Southeast Asia REVIEW 
correspondents report on the attempts of 
governments to steer a middle course 
between cooperating with the coalition 
and placating pro-Iraqi public opinion at 
home. In Southeast Asia especially 
reactions seem to reflect the mood of the 


-. World War I song “Once this lousy war is 


over . . ." The rebuilding of key 
installations in Kuwait and Iraq is 

ed to be at least as costly as the war- 
itself, but international finance editor 
Anthony Rowley suggests that the US 
may cooperate with Saudi Arabia and 
Kuwait to stabilise oil prices to finance 
reconstruction 8 


INTELLIGENCE 


Following the Money 


The Bangladesh Government is 
investigating alleged bribery cases related 
to the purchase of two container ships 
from Pakistan Shipbuilding Corp. and 
three British Aerospace (BAe) ATP aircraft. 
The bribes for the ships' purchase were 
allegedly paid to the shipbuilder's 
Bangladeshi agent before the vessels' 
design was even approved. Two of the 
three ATPs have already been delivered to 
Biman Bangladesh Airlines, though they 
have been grounded since one of them 
suffered an engine fire. BAe is pressing 
Biman to take delivery of the third ATP, 
which the airline is trying to refuse. 
Instead, Biman is asking BAe to take back 
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Thai troops in control (17). 


Thailand : Military Coup 

The recent bloodless coup by Thai 
generals, the 17th in the nation’s recent 
history — though it toppled an elected 
prime minister — turns out be popular 
among the people. Chief correspondent 
Rodney Tasker analyses the reasons for 
the coup and its popular support. To 
bolster public confidence, the generals 
have promised an interim civilian 
administration by respected non-partisan 
personalities. Correspondent Paul 
Handley reports early indications show 
that it will adversely affect the country’s 
foreign-exchange earnings and unsettle 
overseas investors 17 


Afghanistan : Human Rights 

Abuses of human rights by the 
mujahideen and the Kabul government 
are detailed by two US reports 20 


the ATPs and replace them with other 
aircraft. Sources said while Biman is 
unlikely to be able to evade its contractual 
obligations, Dhaka may ask the British 
Government to open an inquiry into the 
deal. Former president H. M. Ershad and 
others have been implicated in a 
corruption case concerning the ATP deal. 


Economic Shield 


A recent secret internal memorandum 
quoting unnamed senior Chinese party 
leaders said solving China’s economic 
problems is the only way to defeat the 
plans of “hostile forces in the West” and 
avoid the fate of Eastern Europe. The 
document said the Western strategy of 
“peaceful evolution” originally anticipated 
“changing Eastern Europe in two to three 
years, changing the Soviet Union in five 
years and changing China five years after 
that.” It said because a strong economy 
will enable China to defeat this Western 
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Afghanistan : Mujahideen Rift 

The Gulf War adds a new element of 
disunity among the leaders of a 
movement already hampered by internal 
rivalries 20 

Malaysia : Sabah Rivals 

Sabah's Christian-led government faces 
new challenges following the formal 
entry into state-level politics of the 
federal ruling coalition’s Umno 

party 22 

Cambodia : Winning Votes 

Temporarily abandoning their heavy- 
handed tactics of old, Pol Pot’s Khmer 
Rouge make a remarkable comeback in 
the much-neglected countryside aimed at 
gaining power in any election to be held 
under a UN-proposed peace plan 25 


Japan : Military 

The country’s Self-Defence Forces are 
likely to lose funding and recruits as a 
result of Tokyo’s financial contribution to 
the Gulf War 26 


Soviet Union : Treaty Anxiety 

The Central Asian republics accuse 
Moscow of inadmissible slowness and - 
loss of initiative, and agitate for the 
speedy conclusion of a new union 
treaty 26 


Vietnam : Politics 

Reaction to the communist party’s draft 
political report prepared for the next party 
congress highlights the divisions between 
conservatives and reformers 28 


strategy, development is not merely an 
economic question but represents a major 
political issue directly affecting the solidity 
of the international socialist system. 


Visa Control 


The Hongkong Government's refusal to 
allow prominent Soviet academic Georgi 
Arbatov to enter the colony for a series of 
academic seminars has made a mockery 
of its recently announced policy of 
removing visa restrictions on people from 
the Soviet Union. It also shows visa 
permission for Soviet citizens is still 
highly restrictive. Edward Chen of , 
Hongkong University said Arbatov's visi 
application was rejected on 6 February, 12 
days before the government announced 
the lifting of the visa ban. Hongkong 
Governor Sir David Wilson said the 
Arbatov decision "came before the new 
policies of relaxation had come in with 
rather short notice." However, Chen 
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Books Special 


The late Nobel laureate Patrick White is a 
hard act to follow. Out of the ‘Great 
Australian Emptiness,’ he inaugurated an 
indigenous literature — ‘Auslit’ — while 
standing squarely in the English 
tradition 30 

Hongkong, 150 years old, takes stock in a 
far from celebratory mood 34 
Bird's-nest gathering is a disappearing 
way of life 35 

Sinophobe-Sinophile swings in US 
perceptions 36 


Business Affairs 


Australia : Investment 

An increasingly less-protected domestic 
market has spurred the country’s 
manufacturers to shift production to 
low-cost offshore factories 38 

An ‘Asian’ manufacturer 38 


Asia : Markets 

Foreign securities houses in Asia, faced 
with high overheads and dwindling 
revenues, are re-considering their 
commitment to the region 40 


Asia : Industry 

From the economic behemoth of Japan to 
the impoverished minnow of Nepal, the 
demand in Asia for up-to-date and 
not-so-modern telecommunications 
equipment is growing at a remarkable 
rate. For the richer countries, the need is 
for sophisticated products such as digital 


maintains the decision was made after the 
government had already decided to lift 
visa restrictions on Soviet nationals. He 
said the refusal was probably motivated 
by political considerations, as Arbatov 
holds senior positions in the Soviet 
hierarchy, including membership of the 
Communist Party Central Committee. 


Showa Resentment 
Japanese politicians 
are talking about a 
major change of 
leadership within the 
ruling Liberal 
Democratic Party 
(LDP) once the current 
parliamentary 
session ends this 
May. Many of the 
so-called Showa 
generation of LDP officials — born in the 
Showa era which began in 1926 — are 


Ozawa. 
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networks, mobile communications and 
data lines. For the poorer countries, 
reliable communications are integral to 
attracting the overseas investment that 
will fuel economic progress. Foreign 
companies have rushed into this huge, 
lucrative market, with only Japan's NEC 
and Fujitsu offering any home-grown 
Asian competition. But a growing 
number of local companies are gaining a 
stake in the equipment boom through 
joint-venture operations with the 
telecoms majors 42 

The state disconnects 43 

The big switch 45 


Vietnam : Shipping 

Saigon and Haiphong ports, the country's 
two largest, have upgraded their services 
in the past two years, but a great deal 
more investment is required to bring 
them up to international standards 46 


Philippines : Aid 
Foreign aid pledged to Manila at an 
international donors' meeting in 
Hongkong puts pressure on the nation's 
legislature to implement the government's 
economic reform programme 53 


Gatt : Economic Relations 

Uruguay Round negotiations resume 
after the EC relaxes its stance on farm 
protection, but the propects of an 
imminent agreement remain bleak 54 


Australia : Banking 
Westpac, the largest private bank, seeks 
to suppress the publication of internal 


reportedly unhappy with the rise of their 
peer, LDP secretary-general Ichiro Ozawa. 
They feel Ozawa has jumped the queue 
in seizing power from other more senior 
politicians disgraced by the Recruit 
inside-trading scandal two years ago. 
Ozawa's rivals complain that with an LDP 
president as weak as Prime Minister 
Toshiki Kaifu, too much power is now 
concentrated in Ozawa's hands. They 
want former prime minister Noboru 
Takeshita, also a victim of the Recruit 
scandal, to succeed Kaifu so that other 
disgraced politicians can make a comeback 
and curtail Ozawa's power. 


Going for Brokers 

A share scandal that rocked the Jakarta 
Stock Exchange during January has 
claimed another victim. The latest 
casualty, brokers say, is Sani Pernama, 
chairman of the 245-member Brokers 
Club. The sources say Pernama's offence 
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documents relating to foreign-currency 
loans 55 


China : Industry 

The textiles sector in 1990 recorded its 
worst overseas sales performance in five 
years, according to analysts. Inadequate 
supplies of raw materials, a chaotic 
distribution network and rising prices 
have contributed to the industry's 
decline 56 
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was to criticise the market watchdog 
agency Bapepam for responding too 
slowly to the scandal. Between 10-18 
January a brokerage called Wira Unggul 
Securities (WUS) bought up to Rps 6 billion 
(US$3.13 million) in scrip with false 
cheques. When the deception was 
revealed, the top broker at WUS had 
already disappeared. Following 
publication of Pernama's comments, 
brokers say, Bapepam's chairman 
Marzuki Usman instructed that Pernama 
resign from his position with the Brokers 
Club. The club will hold new elections on 
9 March. In private, brokers are strongly 
critical of Marzuki because of Bapepam's 
ineffectiveness in supervising the 
exchange, its failure to screen new 
brokers and its reluctance to consult 
brokers on market policy. As of 27 
February, Bapepam had yet to tell brokers 
its plan for allocating losses arising from 
the WUS scandal. 
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THE GULF 


he triumph of US military power in the Gulf has been 

watched with mixed feelings by governments from Is- 

lamabad to Tokyo, and with unmixed indignation by the 
Islamic communities in the region where emotional support 
existed for Saddam Hussein. 

By pressing ahead with a ground war after the launching of 
a Soviet peace initiative, and even after Iraq's withdrawal an- 
nouncement, the US may have alienated supporters as well as 
critics in the region. In Indonesia, for example, anxieties are 
being expressed that the sequel to the war could be a unipolar 
world in which Asia could have less say than during the era of 
superpower competition. 

Beyond Asia, the allied victory raises questions about the 
role of both the UN and Third World organisations such as the 

‘Non-Aligned Movement in helping to resolve global conflicts. 
Although the US continually cited UN resolutions to justify its 
military actions, the Security Council's Permanent Five, rather 
than the UN itself, appeared to be calling the shots. 

Among the Permanent Five, the war may have seriously 
strained relations between Washington and Moscow. Foreign 
policy conservatives in the Soviet Union argue that the war has 
not only demonstrated US “arrogance,” but allowed it to widen 
its military advantage over the Soviets at a time when the War- 


saw Pact was being dissolved. This could lead to second 
thoughts by Moscow on a number of Asian policy issues, in- 
cluding the winding down of economic and military commit- 
ments to traditional Soviet allies. 

Asian concern about the politics of the post-war era contrasts 
with relief that some of the economic side effects of the war may 
be about to disappear. Reconstruction in the Gulf could bring 
a resumption of remittances from expatriate workers while 
lower, or at least stable, oil prices should repair some of the 
damage done to the payments positions of heavily indebted 
countries. 

But the main pickings from a post-war reconstruction boom 
in the Gulf appear likely to go to the US and its Western allies, 
rather than to Asian conributors to the war effort. Preference for 
US, and to a lesser extent European companies, is already ap- 
parent in the contracts awarded by the Kuwaiti government in 
exile for rebuilding wrecked oil installations. 

The positive side of the Gulf operation is the resounding 
proof that medium-sized powers will not be allowed to get 
away with bullying smaller neighbours. The question is 
whether this point could have been proved with less flexing of 
US military muscle and fewer strains on global confidence in the 
quality of US leadership. m Charles Smith 


Post—Cold War notions survive re-examination 


The test of war 


By Susumu Awanohara in Washington 


he slow build-up towards the Gulf 

War and the swift, one-sided 

execution by the US-led coalition 

have put to the test some notions 
about the post-Cold War world that were 
becoming fashionable, if not universally ac- 
cepted, in Washington policy circles before 
Iraq invaded Kuwait in August. 

The first such idea to be challenged by 
the Gulf War is that the end of the Cold 
War would make economic power para- 
mount and, thus, transform Japan and 
Germany into new superpowers and rivals 
of the US. One implication of this was 
that Japan was a more serious threat than 
the Soviet Union to the security of the 
US, now only first among equals. After the 
Gulf War, the dividing line between those 
who can act militarily and those who can- 
not suddenly appears important once 
again. 

The second fashionable idea being re- 
examined is related to the first: as Japan be- 
comes — to some — the principal threat to 
the US, the Soviet Union, under President 
Mikhail Gorbachov, becomes a friend. 
“Gorbophoria” reached its peak with the 
Soviet leader's triumphant tour of the US in 


June 1990. But Gorbachov's recent use of 
force against domestic nationalist move- 
ments, the increasing prominence of the 
military in Soviet politics, and the Soviet 
peace initiative in the Gulf War, which 
some Americans saw as a ploy to deny the 
US a military victory, are making last year's 
sceptics sound more persuasive. 

Gorbachov's latest warning that pro- 
gress in superpower relations was fra- 
gile, just as Iraqi troops were abandon- 
ing Kuwait, has led even US proponents 
of superpower partnership to wonder 
whether another period of adversarial US- 
Soviet relations, or "Cold War IL" is at 
hand. 

The third popular idea under scrutiny is 
that the UN Security Council has emerged 
as an effective instrument to ensure collec- 
tive security. In a speech to the UN General 
Assembly in October, US President George 
Bush expressed his belief that the "collec- 
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tive strength of the world community ex: 
pressed by the UN” can “deter and defea 
aggression." 

The increased security role of the UN 
implies that nations, including superpow: 
ers, are willing to trade at least part of thei 
freedom of action for collective security 
From the start, many observers, Americar 
and non-American, suspected that the US 
would revert to unilateralism as soon as i 
was no longer able to obtain UN suppor 
for its policies. 

Although the US has been accused o 
going beyond the UN mandate, it has con 
tinued to invoke the UN's "solemn resolu 
tions" in conducting the Gulf War. Bu 
given that "the changes in the Soviet Unior 
have been critical to the emergence of ; 
stronger UN," as Bush himself put it, de 
terioration in US-Soviet ties could affect thi 
UN's effectiveness. 

Another idea about the post-Cold Wa 
world was that it would be a much safe 
world, an idea which Saddam Hussein de 
molished by taking Kuwait. Whether thi 
world is characterised as “multi-polar” c 
“unipolar” (with the US dominating), - 
suddenly appears less predictable and les 
stable than the familiar bipolar world. 

But for the most part, the other notion 
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discussed above have withstood re-exami- - 


nation. The proof that economic power will 
indeed become crucial, if not paramount, is 
seen in the fact that more than 75% of the 
coalition’s war costs are being paid by non- 
US. governments. The US may have 
emerged from the Gulf War as the only mi- 

























: ‘nations, but it was clear it 
t execute the war without financial 
apan, Germany and the oil-pro- 


tions may sour and arms 
‘stall, but the bankruptcy 
and centrally planned 
does not appear reversible. 
et military hardware and capabil- 
10t be sustainable in the long term. 
Nar II, if there is one, will not be a 
conflict between equals. Given that the US 
cannot fully finance its own wars, the UN 
will remain important, at least as a legiti- 
macy-bestowing tool. 

The vindication of ideas about the post- 
Cold War world means that US foreign po- 
licy towards Asia will not change that much 
as a result of the Gulf War. Even as one 
wing of the Pentagon was working on 
plans to bring all available coalition forces to 
bear on Iraq, another wing was formulating 
plans to cut US military spending by 25% 
Over a six-year period. 

The cut in outlays will be deepest in 
Europe and perhaps slightest — but still 
significant — in Asia. But Malaysian Prime 
Minister Datuk Seri Mahathir Mohamad 
and Philippine Foreign Minister Raul Mang- 
lapus need not worry about "one country 
50 strong that it does not heed the views of 
3thers" or about the US as "constable," ac- 
sording to an expert. In the future, the US 
will have to meet its global responsibilities 
with fewer forces and will not be seeking op- 
»ortunities to apply them, one official says. 

. US officials are now making a concerted 
2ffort to push a charitable view of Tokyo's 
'umblings in responding to the Gulf War. 















. Some point out that it was only after the 


1985 revaluation of the yen that the world 
was thrust on Japan and that a genuine 
constitutional issue slowed the Japanese 
response. Others go on to argue that in 
the circumstances, Tokyo acted quickly and 
generously. Despite the animus towards 
Japan in Congress and some business sec- 
tors, US officials are ready to resume work- 
ing on the vaunted US-Japan "global part- 
nership." | 

One of the partnership's projects may 
well be to put Japan on the UN Security 
Coundl on a permanent basis. The argu- 
ment in favour of this is that, unless impor- 
tant financial contributors to the UN are 
Biven a commensurate voice, they may 
stop helping or begin operating outside the 
organisation. The Italians have gone to the 
extreme of suggesting that France and Bri- 
tain should surrender their permanent Sec- 
urity Council seats to Japan and a German- 
led Europe. | 

Another proposal is to add two perma- 
nent seats to the current five to accommo- 
date Japan and Germany. Japan would 
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welcome such a move but other e 
powers — India, Indonesia ars 
among them — and the rest of the U 
begin questioning the criteria for confer 
new privileges. | 
Given that Gorbachov's diplomat 

cesses in Asia were achieved by 

previous Soviet foreign policy but he is 
being forced to backpedal, and given 
the Soviets do not have much of an & 
nomy to participate in the "Pacific ec 
nomic. dynamism,” US officials do not. 
pect Moscow to make much headwa 
the region. China, having capitalised o 
veto power over US policy in the C 
win effective lifting of some US sar 
imposed against it after the Tia 











massacre, has more or less di 



















versed this. 






US power display revives old fears in Soviet Union 





T he Gulf War, which initially looked 


cooperation in world affairs, could 
instead contribute to a cooling in super- 
power relations. An increasingly assertive 
Soviet military establishment is uncomfort- 
able with the US display of might so close 
to its southern border, while foreign policy 
makers now have to confront the possibility 
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much. pon 
President Mikhail Gorbachov's last-mi- 
nute bid to avert a ground war may in- —— 
crease Soviet authority as a peace broker in —— 
the region, but there is concern in Moscow. 
that President George Bush's “new world | 
order” will effectively amount to a; 
Americana. This apprehension could i 
to a delay in the Soviet restrücturi 
lationships in Asia while they wait. 
dust from the war to settle. | 
vatives and military men w 

































even Gorbachov's Defence Minis 
Yazov, usually more measured th 
vocal rightist bloc, claimed the US ha 
ready overstepped its UN mandate for th 
use of force against Iraq. 

The launching of the ground war ca: 
just days before the formal dissoluti 
the Warsaw Pact, and Yazov claim 
Soviet Union — shorn of its East Eur 
allies — had lost its conventional v 
parity with the Western bloc and is 
a 2:1 disadvantage in some kinds: 
The defence minister also wan 
Soviet Union's views only carri 










when the country was militarily strong. 
-This revival of fear towards the US is 
seen by some Soviet intellectuals as a re- 
version to the old ploy of using an external 
threat to justify internal control. In any 
event, long-term US intentions towards the 
Soviet Union are again being questioned 
publicly. Krasnaya Zvezda (Red Star) com- 
mentator Alexander Golts linked the US- 
South Korean "Team Spirit" military. exer- 
cises with what he said could be a "new 


delay Planned US force cuts in Asia and 

create a new faith in the US as a guarantor 

of security. He said this could "make a very 
serious breach in the trust that had built up 
between the US and Soviet Union.” 

. Mikhail Kapitsa, director of the Institute 

of Oriental Studies and a member of the 

Supreme Soviet's Foreign Affairs Commis- 

sion, told the Interfax newsagency that 

h’s rejection of Moscow’s peace plan 
emonstrated US lack of respect for its 
yviet partner. 

Soviets outside the military establish- 
|. ment, however, are slower to draw conclu- 
| sions about US actions. Vladimir Ivanov, 
. who studies the Asia-Pacific region, said he 
|. cannot detect any change in US attitudes 
|. towards its Asian bases. "There are clear 
. . signs that the US is thinking about how to 
^. withdraw from Asia [or] at least thinking 
-about ways of making its presence less mi- 
- litary,” he said, adding that the Soviet 
|... Union has little choice but to work with 
De the US in Asia and the Pacific. 7 
However, Ivanov cited the cancellation 
of February's planned Moscow summit 
= after which Bush was to have visited 
^5 Japan — as a blow to various US-Soviet 
.. .jnitiatives in Asia. After the signing of 
|... fhe Strategic Arms Limitation Treaty, origi- 
|... nally planned for the summit, the US 
... might have been expected to give its bless- 
ing for a more active Soviet-Japanese 
dialogue. 

. There was also a possibility an agree- 
ment limiting arms supplies to the warring 
Mghan parties would have been signed at 
he cancelled summit. This delay opens the 
possibility that the Soviets might withdraw 
their consent to such an agreement as fears 
for their southern borders increase, though 
\fghan specialists are now optimistic this 
“will not happen unless the war spreads 
| beyond Iraq and Kuwait. 
Expressions of concern among the 
Soviet Union's Islamic community over 
"Moscow's support for the coalition ap- 
-peared to have been mobilised from above 
.rather than reflect spontaneous outpour- 
ings for Saddam Hussein. A call by Uz- 
< bekistan's members of the Supreme Soviet 
on 25 February to condemn the "overstep- 
| ping of the UN Security Council mandate, 
for example," 





















' was in line with conservative 
thinking on the crisis. - " 
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Asian nations fear a US dominance 


Pax Americana 





By Michael Vatikiotis i in Jakarta, 
Salamat Ali in islamabad and 
Hamish McDonald in New Delhi 


he. prospect of a Pax Americana 

| looming in the wake of the Gulf War 

is the obvious cause for concern for 

several major Asian countries. While these 

countries supported the US-led coalition 

forces, they would have preferred to avoid 

a land offensive against Iraq and were dis- 

mayed at Washington's rejection of the be- 
lated Soviet peace initiative. 

In Muslim Indonesia and Pakistan, 
nationalistic as well as Islamic concerns 
moulded official and popular reaction to 
the war. China and India — one a perma- 
nent member of the UN Security Council 
and the other a prominent player in the 
Non-Aligned Movement — have seen 
themselves sidelined in the current crisis. A 
pervading fear seems to be that any Third 
World country which interferes with the in- 
terests of the US and its Western friends 
will receive short shrift in the future. 

Developing Asian countries are also 
worried about future foreign aid, most of 
which comes from the West and Japan. 
These donors have been financing the Gulf 
War at the rate of some US$1 billion per 
day and will have to pitch in for the post- 
war reconstruction of the Gulf region. This 
could mean less aid for Asia. 

Making his most trenchant remarks on 
the Gulf War so far, Indonesian Foreign 
Minister Ali Alatas warned the US and its 
allies that the purpose of the UN resolu- 
tions was Iraq's withdrawal from Kuwait, 
and not the destruction of Iraq. In common 
with other Asean members, the Indone- 
sians are also worried about the impact of 
the post-war situation on the regional sec- 
urity framework. 

An unchallenged US global influence 
could leave Asean wary of its American 
ally. The dangers of a new unipolar world 
were driven home after Washington ig- 
nored efforts to find a negotiated peace, is- 
sued its own ultimatum and finally stuck to 
a preset timetable for the ground offensive. 
Although long fearful of the threat to re- 
gional security posed by superpower 
rivalry, the prospect of unipolarity alarms 
governments used to modulating reliance 
on one superpower using relations with 
another. 

Nationalist overtones appear to have 
overshadowed Islamic concerns in In- 
donesia. The spectacle of the US hounding 
another Third World state has reactivated 
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long dormant "anti-imperialist" emotions. 

In Pakistan, there had been widespread 
anti-American demonstrations as the US Í 
build-up in the Gulf progressed until early 
this year. But the recent ground attack by 
the coalition forces did not cause a fresh: 
spate of protests, thanks largely to the ef- 
forts by Prime Minister Nawaz Sharif — 
both within the country and in the Middle 
East through his hectic shuttle diplomacy. 

The credit is shared equally by army 
chief Gen. Mirza Aslam Beg who, in the 
wake of countrywide outburst of anti- 
Americanism in January, strongly iden- 
tified himself with the public sentiments. 
This led to persistent rumours of a split be- 
tween the army and the civilian govern- 
ment, but also prevented what might have 
been an explosion of public resentment 
against the country's ruling elite. In a ges- 
ture of atonement for implicitly comparing 
the US with the worst tyrants of Islamic his- 
tory, Beg later visited Saudi Arabia to in- 
spect Pakistani troops stationed there as 
part of the Gulf War effort. 

The prime minister has successfully 
highlighted the fact that the Iraqi president 
had shown no friendly feeling towards 
Pakistan, and in any case had no business 
invading a small neighbour like Kuwait. 
While Pakistan was acting in its national in- 
terests, it had opposed the destruction of 
Iraq. 

Although Pakistan has sent 11,000 
troops to the Gulf, it has not been compen- 
sated adequately. Its troops in Saudi Arabia 
are paid by Islamabad, with the Saudis 
feeding, housing and arming them. Riyan 
agreed in early February to supply 50,000 
barrels of crude oil daily to Pakistan at no 
cost. This is calculated to save US$100 mil- 
lion annually from the oil import | bill. Pakis- 
tani losses due to the Gulf War — including 
loss of exports, foreign remittances and 
higher oil prices — are estimated to range 
between US$1.5-2 billion. 

In India, the tense days leading to the 
coalition ground attack saw renewed efforts 
by New Delhi to mobilise its old non- 
aligned and Soviet contacts in an attempt to 
secure a ceasefire and peaceful settlement. 

That these efforts were spearheaded by 
a politician officially outside the govern- 
ment, Congress party leader Rajiv Gandhi, 
who went to Moscow as President Mikhail 
Gorbachov conducted his own last-minute 
efforts, merely emphasised the internal 
gears of a minority government. 
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set off for Baghdad just as the coalition 
tanks burst through Iraqi lines was spurned 
even by Iraq. 

Gandhi has expressed concerns — 
which predominate among the secular- 
minded educated classes of India — that 
the world is in for a long spell of Pax 
Americana. This kind of thinking created 
the wave of protest that forced Prime 
Minister Chandra Shekhar to prohibit the 
refuelling of US transport aircraft en route 
to the Gulf. 

Among India’s Muslims, support for 
Saddam Hussein is overt and many non- 
Muslims admire his defiance of the West, if 
nothing else. But it would be a mistake to 
think that India is united on this issue. The 
Hindu-oriented Bharatiya Janta Party has 
been virtually silent on the Gulf. The Gulf 
crisis has heightened Hindu-Muslim com- 
munal tensions, causing savage rioting on 
at least one occasion: in Ghaziabad, near 
New Delhi, on 26 January when local Mus- 
lims attempted to burn an effigy of Presi- 
dent George Bush. 

All the same, India could come out quite 
well in the post-Gulf War scene. On the 

economic side, should oil prices drop below 
‘the US$18 a barrel level prevailing before 
*the war, India's foreign payments crisis will 
ibe eased. While the major contracts for 
Kuwait's reconstruction will go to Western 
wm Japanese companies, Kuwaiti officials 

ave said nothing to indicate that Indian 
contractors will be excluded. Whatever its 
wmoral blind eye at various points of the 
crisis, India did support the UN resolutions 
and the embargo, and did allow US refuel- 
"ing well into the conflict. 

India's greatest opportunity could be to 
swean the US away from Pakistan. Despite 
Pakistan's military commitment to Saudi 
"Arabia, it appears to be seen as a volatile 

niddle power with its hand on dangerous 
wechnologies. Pakistan, rather than India, 

sould thus feel the weight of post-war 
»Vestern displeasure. 

Chinese leaders are both dismayed by 
d prospect that the US may emerge from 

e conflict as the only superpower, and 
walled that the peripheral role China has 
“layed in the affair has undermined its own 
status as a big power. 

But China’s cooperative role in the UN 
security Council has repaired some of the 

lamage to its ties with the West since the 

'eking massacre in June 1989. Its earlier ad- 
"ocacy of a regional Arab solution to the 
"onflict was aimed at maintaining its links 
with the Third World. 

By steering down the middle of the 

sulf, China has foregone the obvious im- 
ediate gains in consolidating its ties with 

e West and the chance to collect on valu- 

ble IOUs from Saudi Arabia and Kuwait. 
the same, China can look forward to 
wending thousands of workers to the Gulf 
mnce the war is over, as well as to some 
sub-contracts for reconstruction. a 


— MARCH 128304 








THE GULF 4 


Reconstruction may cost more than war 


burden of peace 


By Susumu Awanohara in Washington 
and Anthony Rowley in Tokyo 


s the Gulf War enters its final and 
A most destructive stage, the question 

of how to pay for the post-war re- 
construction of Kuwait, and presumably 
also of Iraq, has emerged as a more crucial 
issue than the outcome of the conflict itself. 

Some Kuwaiti officials have estimated 
that the cost of a five-year reconstruction 
plan for Kuwait alone might run as high as 
US$100 billion — more than the US$70 bil- 
lion cost (in 1990 dollars) of the Marshall 
Plan that rebuilt Western Europe after 
World War II. 

Yet comments by US officials and con- 
gressional leaders suggest that Washington 
is still too preoccupied with the events of 
the next few weeks, or days, to have given 
much time to considering a scenario for re- 
construction. 

Those few analysts who have had time 
to look beyond the end of the ground war 
appear to be assuming that the oil revenues 
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of Saudi Arabia and Kuwait — and perhaps 
Iraq — will go much of the way towards 
paying for post-war reconstruction as well 
as rewarding the Egyptians, Syrians, Turks 
and others who helped the war effort. In 
contrast with this rather bland assumption 
Washington remains acutely concerned 
about the behaviour of allies who have 
promised substantial sums for the war ef- 
fort but have yet to honour their commit- 
ments. 

Top US officials say they are not at all 
uncomfortable about passing the hat to 
raise money to fight a war. Many are confi- 
dent that those countries which have pro- 
vided financial support can afford it and 
know that the war effort is in their interest. 
But congressional critics of Japan and Ger- 
many are wary that these countries may 
not pay up the promised sums quickly 
enough. 

These critics began by concentrating 


EAD EASTERN f£O(CXNOCOYMIOC DOIWVILM 


their attacks on the slow disbursement of 
Japanese financial support. More recently 
attention has shifted to a move by Tokyo to 
cut its own defence spending in order to 
help finance a promised US$9 billion instal- 
ment for the allied war effort. A major aim 
of US policy has been to induce Japan to in- 
crease its defence spending to lighten the 
US defence burden in the Pacific. So long as 
this remains a top priority congressional 
leaders say they cannot accept a tradeoff 
between Japanese defence spending and 
the Gulf outlays. 

In Tokyo private economists argue that 
the Japanese Government could easily fund 
the Gulf War expenditures by drawing 
down some of its fast-mounting social sec- 
urity reserves. In fiscal 1990 alone, the gov- 
ernment over-provided against current so- 
cial security payments to an extent which 
many times exceeds the Gulf War contribu- 
tions, it is argued. 

The Finance Ministry, however, has in- 
sisted that Japan must not pass on the bur- 
den of the Gulf War to future generations 
and that expenditures must be financed 
through revenues and not through draw- 
ing upon budgetary reserves. Hence the 
ministry's insistence on budget cutting as 
a means of financing the Gulf contribution 
package. 

US insistence on allied nations paying 
up could look unreasonable if the war ends 
before all the funds committed by the allies 
have been disbursed and before all the 
US$71 billion now committed for the fight- 
ing has been used up. Asked if the US 
could end up making money if the war 
ended soon President Bush's budget direc- 
tor, Richard Darman, admitted that it could 
at least end up by breaking even, though 
he claimed this was unlikely. 

Darman's comment appears to confirm 
suspicions that part of the war budget 
might end up being used after the war is 
over. In that event surplus nations like 
Japan and Germany could become even 
less enthusiastic about coming forward 
with large additional sums for post-war re- 
construction. 

In the view of many Washington offi- 
cials, Japanese (or German) unwillingness 
to make large additional contributions for 
post-war reconstruction may not matter be- 
cause those costs can be met from the as- 
sets of countries involved in, or close to, the 
war. One common view is that much of the 
cost of reconstructing Kuwait will be paid 
out of the reserves of Kuwait itself. This 
would mean Kuwait having to sell many of 
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-especially Japan. Alternatively, the Kuwaitis 
might borrow against their assets. 

. The money from Kuwaiti asset sales 

would be recycled to countries in the form 

of payments for contracts, but it already 

seems clear that the US would get the lion's 

share — not its European allies and cer- 

tainly not nations like Japan which have 

-done no more than help to finance the war. 

So far about 70% of the 171 initial contracts 

‘awarded by the Kuwaiti Government in 

exile have gone to US firms with the rest 

‘scattered among various European coun- 

‘tries. There have been some complaints, 

especially among British construction com- 

. panies that the US is shutting others out of 

the bidding. 

^. Japan continues to adhere officially to 

‘the view that the role of its companies in re- 

constructing the Gulf region will be mini- 

compared to that of other countries. 

Japan. Institute of Middle Eastern 

momies argues that, even after the Gulf 

. War is over, the political stability of the re- 

gion is likely to remain in question and that 

|^. Japanese contractors prefer to seek work in 

___. the more stable countries of Southeast Asia. 

| 2 Obayashi Gumi, a major Japanese con- 

struction company, concurs, adding that 

|o the firm has its "hands full" with domestic 

^. contracts. 

Such views may, however, reflect 

Japan's desire at official level not to be seen 

as anxious to capitalise on the outcome of 


>the Gulf War at a time when anti-Japanese 


- sentiment in the US and elsewhere has 
«C been heightened by Tokyo's failure to send 
^ troops to the theatre of war. 
-... Whatever is Washington's official posi- 

|... ton, it is a fairly common assumption that 
^.^. the US will remove Saddam Hussein before 
-< helping to rebuild Iraq. One congressman 
-< was quoted as saying: "Once Saddam is de- 
v feated, we'll have a country decimated by 
~~. our bombing, and that's going to involve 
some dollars." 
. The Japanese Finance Ministry is lean- 
ng towards channelling financial aid to the 
zulf through existing multilateral institu- 
ions such as the IMF and the World Bank. 
The ministry is unenthusiastic about a US 
lan for a new regional reconstruction bank 
in the Middle East. But no official estimate 
-of likely assistance has so far been given as 
‘the extent of ultimate war damage is still far 
from clear. 
. A Kf surplus countries do have to find ad- 
ditional money for reconstruction, com- 
bined private loans and investments could 
¿play a larger role than official budgetary 
funds. This means that there may be more 
flexibility than initial statements have 
.suggested. The political problem however 
remains: countries that have paid heavily 
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Peace promises Asia economic benefits 


Division of the spoils’ 


he crucial economic question facing 

l the world in the aftermath of the 

Gulf War will be over the price of oil 

and who controls that price. While oil's fail- 

ure to maintain sharp price gains seen at 

the outset of the conflict has delighted fi- 

nancial markets and relieved poorer oil im- 

porters, it does not signify that oil prices 
will settle for long at very low levels. 

Crude oil's plunge in the spot market 
from around US$40 a barrel last October to 
nearer US$18 now is not good news for the 
Gulf oil exporters — including Kuwait and 
Saudi Arabia which are financing the lion's 
share of the war bill and will need addi- 
tional income to reconstruct after the war. 

Saudi Arabia will probably not wish to 
see the oil price markedly below US$20 a 
barrel because otherwise it could be seen by 
other Arabs as a puppet of the West act- 
ing for the interests of advanced countries 
against those of the Arabs. Consequently, 
Saudi Arabia is likely to cut back its pro- 
duction near to pre-war levels as Iraqi 
and Kuwaiti production gradually resumes. 
Price stability will be maintained if Saudi 
Arabia can arrange it. 

There is a growing belief in financial 
markets that Saudi Arabia, along with the 
US and Mexico, are likely to form a de facto 
Opec arrangement after the war in which 
they occupy the driving seat. Together they 
will probably manoeuvre the price back to 
around US$20-22 a barrel. 

This would allow the two most directly 
affected Gulf producers — apart from Iraq 
itself — to finance the war reconstruction 
effort and provide subsidies to Arab allies. 
The Saudis will also probably help the US 
by undertaking to recycle funds back to US 
banks in order to help finance the US war- 
burdened budget deficit and strained finan- 
cial system. This scenario has already been 
given credibility by the US$560 million 
which Saudi Prince Alwaleed bin Talai 
agreed to spend in February to acquire fur- 
ther shares in Citicorp — one of the most 
prominent US bank holding companies. A 
US$20 target also fits with the US need to 
reduce its foreign oil dependence by en- 
couraging local production. Germany and 
Japan, rather than the US, are the main be- 
neficiaries of cheap oil. 

Compared to six months ago, an oil 
price of around US$20 a barrel will amount 
to what Kenneth de Courtis of DB Capital 
Markets in Tokyo calls the equivalent of a 
“massive tax cut” for the world. This will 
add to disinflationary pressures already ap- 
parent through economic recession in the 
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English-speaking world and now ud 
ing. This in turn should lead to all central 
banks lowering interest rates — though real 
interest rates could remain high. 

Meanwhile, the financing of post-war 
reconstruction has been added to the many. 
fiscal burdens facing the West. Thus the” 
peace dividend and lower oil prices may be 
less than buoyant stock markets have been 
assuming and will have to return to consid- 
ering more fundamental. problems. For a 
world close to recession, price-earnings 
ratios are mostly still high. 

For countries like Japan — which has 
cut its ratio of oil imports to GNP from 4.55% 
in 1980 to 0.62% by 1990 — the direct im- 
pact of lower oil prices on economic growth 
will be limited. However, Japan's whole- 
sale prices are expected to fall sharply once 
current six-month contracts for crude oil 
work through the system. This will also 
build pressure for interest rate cuts in 
Japan. 

Given the size of its budget deficit, 
lower interest rates and the recycling of 
Arab oil revenues may have only a margi- 
nal effect in helping the US to resolve long 
term fiscal problems. But allied promises of 
some US$50 billion worth of funding for 
the war could be a massive windfall for the 
external payments balance, as could de- 
fence and reconstruction contracts. This. 
should boost the dollar, while the end of: 
the war may make the Federal Reserve: 
more cautious about interest rate cuts. 

For non-oil producing developing na-: 
tions a major peace dividend will be the re- 
newed demand for contract workers in the 
Middle East. Asia has suffered heavily fromm 
the loss of work done for the oil-rich states 
in the Gulf area, especially in Iraq and® 
Kuwait themselves. Contracts have beens 
suspended and many workers have had tos 
leave. But as soon as peace is establishedil 
work can be expected to start on the res 
building of shattered infrastructure, with 
Asia supplying the bulk of the labour. 

More immediately, the lower oil price 
will help Thailand, the Philippines ie 
others as oil represents a significant percen« 
tage of their imports. But it could densi 
Malaysia's finances, which are already: 
overstretched. There should also be a revi“ 
val of tourism and an end to the business: 
decision-making paralysis which has af: 
fected many companies — particularly ir 
the West — since the war began and whic 
has added to. recessionary factors. 

gm Antar Pee James Bartholomew: 
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Amy moves swiftly to restore political confidence 


By Rodney Ta Tasker in Bangkok 


hais who switched on their radio 

and TV sets on 23 February had a 

familiar sinking feeling when they 
heard the strains of martial music in- 
terspersed with military announcements. 
The country's 17th coup in modem history 
was in full swing. But this coup proved to 
be different from the military power grabs 
of the past — it was widely accepted, al- 
most popular. 

Taken at face value, the military chiefs 
who seized power and toppled the elect- 
ed government of prime minister Chatichai 
<hoonhavan gave good reasons for their 
putsch. They listed rampant corruption in 
the government — with which few obser- 
vers would disagree — attempts by politi- 
cians to manipulate the bureaucracy and 
-hatichai's alleged bid to distort the evi- 
dence in a sensitive assassination plot to 
Protect a close aide, Maj.-Gen. Manoon 
3oopkachorn. 

A special anti-graft committee was 
‘ormed to investigate alleged corruption 
among Chatichai's former senior officials, 
vith powers to freeze and seize assets. The 
unta also announced that a new constitu- 
ion would be drawn up, particularly de- 
signed to eliminate the vote-buying system 
in elections. 

Above all, Chatichai and his cohorts 
were trying to assert control over a proud 
and traditionally powerful military leader- 
ship. by political trickery, the generals 
claimed. And that, as the daylight coup 
Jemonstrated, was playing with fire. 
ne of the first moves of the coup-mak- 









ers was to arrest Chatichai on a military air- 
craft in Bangkok as he was about to leave 
for the northern city of Chiang Mai for an 
audience with King Bhumibol Adulyadej. 
Also arrested was former army commander 
Arthit Kamlang-ek, Chatichaís deputy 
prime minister whom he had just ap- 
pointed deputy defence minister. 

The appointment of Arthit to a position 
where he could influence the military 
budget and promotions was thought to be 
the last straw for the current military leader- 
ship, with whom Arthit has been at logger- 
heads since his departure as army com- 
mander in 1986. Chatichai and Arthit and 
several aides were later held by the military 
in ^comfortable" surroundings. 

Political sources say the National 
Peacekeeping Council (NPC) which the mili- 
tary formed to rule the country would not 
hold Chatichai for long. He, and possibly 
also Arthit, would be put out to political 
grass for the foreseeable future, along with 
Chatichai's brother-in-law former interior 
minister Pramarn Andireksarn, former fi- 
nance minister Banharn Silpa-archa — both 
key members of Chatichai’s Chart Thai 
party — and other ministers and former 
ministers on the military's hate list. 

The NPC is headed by Supreme Com- 
mander Gen. Sunthorn Kongsompong, 
with military service chiefs Army Com- 
mander Gen. Suchinda Kraprayoon, Navy 
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Commander Adm. Pray pat 
and Air Force Commander Air Chief A 
shal Kaset Rojananin as his deputies, and 
Deputy Army Commander Gen. | 
sarapong Noonpakdi as NPC secre try ge 
eral. Sources say that Chatcha, in P 
deepening conflict with the military = 
ship, carried an order for the king to s 
removing Sunthorn as supreme comm 
er, to be replaced by his deputy Gen. T 
Kullavanich — potentially à further c 
lising manoeuvre for the military, 
'rstood to have a cold 

ship with the powerful Suchinda. 
Political sources say Chatichai le 
that a possible coup was in the air « 
days before it happened, and want 
thit and himself to have an audien 
the king as early as possible so € 
subsequent move by the military lez 
would be seen as going against the 
revered king's wishes. In the e 
Suchinda told a 24 February press co 
ence that he had seen the king the 
night, and that the king had effectiv 
doned the coup by telling him ti 
should “not let the Thai people do: 
In all of Thailand's successful o 
prior sanction by the king has been. 










































































ceive royal MEME Sc 
Suchinda -- the main force behind: the. 
coup — had talked about launching acoup.—— 
in late 1990, as he became more and more 
angry with Chatichai for not honouring his ^ - 
word and resorting to political games, but o 
had been talked out of such a move be- | 
cause it was felt the new democratic mood — 
among the Thais would not accept it, and .— 
that military leaders such as himself would = 
stand to lose because of their direct interest © 
in seeing the economy continue to flourish: = 
There was still anguish among more. | 
sophisticated Thais about the 23 February 
coup. “We have gone back 15 years — a 
giant step backwards,” one foreign militar 
analyst with close connections to the T] 
military leadership commented. At 
same time, he added: "But Chatichai 
to move too far, too fast to control. the: 
tary.” Even former prime minister Ki 
Pramoj, regarded as Thailand's respe 
sentinel of democrac y. said the military 
"legitimate reasons" for carrving out th 
coup, and complimented the generals | 
the efficient way in which thev executed 
If, as is generally agreed, Suchind 
not intent on holding rites for lor 
main question now is who will be- 
up as a civilian interim prime m 
While the initial military takeover + 
Sunthorn’s leadership had all the ; 
Thai-coup trappings of troops takin 
broadcasting stations, Governmen 
and parliament, the NPC was quick 
nounce that an interim, mainly c 
government would be formed wi 
week, and elections held wit 





















ing would be done io harm Th 
ooming economy, or deter the hordes of 
reign investors in the country. 


inister will have to be non-partisan, hon- 
est and popular. Speculation centred on 
former prime minister Prem Tinsulanond, 
former parliamentary president — Ukrit 
Mongkolnavin and former interior minister 
Sitthi Jirarote as candidates for the position. 
^ Most countries with a stake in Thai- 
and's economic and political destiny were 
uitably assured, particularly given the lack 
f violence in the takeover and the NPC's 
announcement of a quick return to demo- 
cracy. The US was automatically obliged to 
uspend its US$16.4 million economic and 
ilitary aid programme to the country, be- 
juse a democratically elected government 
ad been overthrown by the military, but 


pan, by far the biggest foreign investor, 
announced that it would continue to have 
good relations with Thailand and there was 
no that the aid programme run- 
jd at Y 80 billion (US$614 million) a year 
|. would be lifted. 

-The dark side of the coup was an almost 
obligatory declaration of martial law — 
though any troops and armour on 
. Bangkok's streets were withdrawn within 
48 hours of the coup — suspension of the 
constitution, the dissolution of parliament 
and the arrest of Chatichai, Arthit and 
Others in the government. While these 
were considered comparatively harmless 
| victims of the coup, the NPC launched a 
concerted manhunt for Manoon, and to a 

lesser extent Chalerm Yubamrung. 
—.': Manoon is a member of Chulachomklao 


























THAILAND 2 


. The party to celebrate the wedding of 
Savitri Sophonpanich, only daughter of 
Bangkok Bank president Chatri Sophon- 
panich, was the scene of a quietly buo- 
>- yant gathering of Thailand's business 
- elite in the hours following the coup an- 
- nouncement. While there was no jubila- 
tion at the military's overthrow of prime 
‘minister Chatichai Choonhavan, accord- 
g to one guest, there was relief. The 
eneral conclusion was that there had 
‘been no other choice, because, as one ob- 
server put it, “the money politics was get- 
ting out of hand . . . to such an extent it 
ras hard to swallow. n 
- "The same evening, senior technocrats 
2 gathered under the auspices of the Old 
England amame Association, were 








then prime minister Prem. Manoon was 
considered the mastermind in both coups, 
and the fact that Chatichai allowed him 
back into the country from exile, arranged 
his promotion from colonel to major-gen- 
eral and then took him under his wing in 
the Defence Ministry incensed Suchinda 
and his classmates from Chulachomklao’s 
Class 5, who monopolise the current mili- 
tary leadership. 

Apart from his leadership of two coup 
attempts, Manoon was allegedly a key 
figure in the 1982 series of attempts to 
assassinate Prem, Arthit and Queen Sirikit. 
The NPC leadership accused Chatichai of 
trying to distort evidence in the recently re- 
vived investigation into the plot to remove 
Manoon as a suspect and the queen — who 
was believed to have personally intervened 
to help put down the 1981 coup — as a 


On the evening of the coup, the new 


military rulers aired a video confession- 


by Class 7 assassination-plot suspect Col 
Bansak Pocharoen, an MP in the dissolved 
parliament, saying that Manoon master- 
minded the plot, and that the queen along 
with Prem and Arthit was a target. 

It was not surprising, therefore, that the 
NPC ordered 11th Infantry Regiment troops 
to raid Manoon’s Bangkok house when the 
coup was launched, and to then order a 
manhunt for him when the forewarned 
officer was not found. Manoon was former 
commander of the 4th Cavalry Regiment, 
and coup troops surrounded the Bangkok 
headquarters of the 2nd Cavalry Division to 
ensure that Manoon's lingering influence 
among cavalry officers did not lead to re- 
sistance. 





| Sustainable damage 


equally content with the day's events. 
While some were disappointed the gov- 
ernment had not been removed democ- 
ratically, the bureaucrats were pleased to 
be rid of interference by self-interested 
politicians within Chatichai's administra- 
tion. 

The new regime is expected to review 
many of the major infrastructure projects 
initiated during Chatichai's term of office. 
The review — which will seek to investi- 
gate accusations that numerous projects 
were decided by Chatichai’s cabinet 
based on corrupt payoffs — could further 
slow projects imperative for Thailand’s 
sustained economic growth and most of 
which are already behind schedule. 
While many criticised Chatichai’s han- 
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e military academy's Class 7 -whose officers cXR 
Jed the failed 1981 and 1985 coups against the m 





ninister iri Chatichai’s prime nitis- 
ter s ‘office had sláminéd former army com- 
mander Chaovalit Yongchaiyut over the 
issue of corruption in June 1990, a factor in 
Chaovalit's resignation from the position of 
deputy prime minister and defence minis- 
ter which he had accepted on his retire- 
ment from the army two months before. 
This was considered demeaning by the 
military chiefs. Chalerm followed up later 
in the year by clashing with Sunthorn over 
the seizure of a government mobile radio 
station by Supreme Command troops, and. 
more recently he was thought to be acting 
closely with Chatichai in arranging a cover- 
up of the assassination plot case. Chalerm, 


like Manoon, went to ground just before 


the coup was launched. 

Most Thais appeared to believe that this 
was a new-style coup, and were prepared 
to accept a military leadership of the coun- 
try so long as it kept its promise to hand 
over to civilians as soon as possible, though 
many fretted over the damage to Thailand's 
international image. 

Suchinda, who with his Class 5 col- 
leagues was seen as the driving force be- 
hind the coup, said he had no design to be- 
come prime minister, and people believed 
him. The soft-spoken general, who has 
been a staff officer throughout his career, 
does not have to retire from the military 
until 1993. It is thought that any political 
ambition he harbours will wait until then. 
His deputy, brother-in-law and classmate 
Gen. Issarapong, does not have to retire 
until one year later, and is viewed as his 
successor as army commander. However, 
Issarapong, who could prove a powerful 
member of the NPC, is regarded by military 
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dling of these projects, there are now 
fears that delays will only lengthen. At 
issue are a US$6 billion private invest- 
ment in 3 million telephone lines by the 
Charoen Pokphand group with British 
Telecoms, two mass-transit projects for 
Bangkok valued at US$5 billion and 
numerous other private transport and 
communications projects. 

While the review of the projects will 
take some time to carry out, the new re- 
gime moved swiftly to ride on the wide- 
spread support in favour of the coup. 
Coup leaders Gen. Sunthorn Kongsom- 
pong and Gen. Suchinda Kraprayoon re- 
peatedly stated that the country's eco- 
nomic managers could continue doing 
their jobs without interference. The Bank 
of Thailand (BOT) — the country's central 
bank — was immediately informed fol- 
lowing the coup, and Suchinda sub- 
sequently told BOT governor Vijit Supinit 
in private meetings that the bank should 
continue to follow its independent line, 
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analysts as an outspoken officer “not 
known for his intellectual qualities.” 

Many political observers have puzzled 
over Chaovalit’s silence throughout the 
whole affair. The former army chief now 
heads a political party, the New Aspiration 
Party, which he is grooming as his vehicle 
to be elected prime minister. It is doubtful if 
he would accept an appointment as interim 
prime minister, given his confidence that 
he can be elected to the post, despite his 
support from his immediate former subor- 
dinates who now control the military. 

Suchinda made a half-joking reference 
to Chaovalit during his 24 February press 
conference when he pointed out that the 
NPC, while banning political activity, had 
not dismantled existing political parties. 
“Big Jiew [Chaovalit’s nickname] would 
never forgive me,” he said. 

Sunthorn, a Class 1 classmate of Chao- 


sources in the financial community said. 

The same message was presented to 
separate gatherings of leading civil ser- 
vants and commercial bankers in the 
days following the coup, with the bank- 
ers notably positive about the situation. 
Ministries were put in the charge of their 
permanent secretaries, with air force 
commander Kaset Rojaninin overseeing 
the main economic portfolios. Sources in 
the National Economic and Social Deve- 
lopment Board (NESDB), Thailand's prin- 
cipal planning agency, said operations 
were continuing as usual. 

To underscore this image of order, the 
creation of a blue-chip economic advisory 
team was announced immediately fol- 
lowing the coup. The team members in- 
cluded former NESDB chief Snoh Unakul; 
former central bank governor Chavalit 
Thanachanan; former finance minister 
Sutthee Singhasaneh; former head of the 
state power agency Kasem Chatikava- 
nich, and Paron Israsena and Anand 
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outside army headquarters. 





valit, is viewed in much the same light as 
Issarapong. The supreme commander, 
who is due to retire from the military in 
September, is popular with the press as an 
forthright military spokesman, but is re- 
garded as a political lightweight. 

Clearly, therefore, the widespread ac- 
ceptance of the military takeover would 
turn sour if the generals clung to power. 
That, presumably, is why the NPC quickly 
announced that an interim civilian leader- 
ship would soon be appointed, with mili- 
tary chiefs acting as advisers. The NPC also 
announced a long list of civilian advisers, 
including the names of senior, well-respect- 
ed former bureaucrats, techocrats and busi- 
nessmen — many of whom were as- 
sociated with the former Prem administra- 
tion. 

Among them are Ukrit Mongkolnavin, 
who was well regarded as a parliamentary 


Panyarachun, respectively heads of Siam 
Cement and Saha Union — two of Thai- 
land’s most respected industrial con- 
glomerates. 

The initial success of the new regime's 
moves shored up the Securities Exchange 
of Thailand (SET) The market index 
plunged 7.3% on heavy local and foreign 
selling on 25 February, the first day of 
trading following the coup. The fall 
would have been sharper were it not for 
intervention buying by the semi-gov- 
emmental Mutual Fund Co. which 
caused Siam Cement, the largest weight- 
ed counter in the index, to rise against 
the market. Yet local brokers remained 
sanguine. Even after its initial fall, the SET 
index was 18% above its level a month 
earlier and many market players were 
taking profits. With Suchinda publicly 
encouraging buying, the market turned 
around on 26 February and regained 
5.7%. 

Overall, the coup is likely to exacer- 
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president, Arsa Sarasin, a renowned form- 
er diplomat now prospering as a business- 
man, Amaret Sila-on, former Siam Cement 
Co. senior vice-president who was 
Chatichai’s only non-party cabinet member 
as commerce minister, Chavalit Thana- 
chan, popular former central bank gover- 
nor who was recently drafted by Chatichai 
as deputy finance minister, Snoh Unakul, a 
widely acclaimed economist who headed 
the National Economic and Social Develop- 
ment Board, and Anand Panyarachun, pre- 
sident of the Federation of Thai Industries. 
However, many of those named to the ad- 
visory teams said they did not know about 
it until they heard the announcement. 

It is unclear how the new leadership will 
stand on foreign policy, particularly to- 
wards neighbouring Indochina. Suchinda 
said there would be no change in foreign 
policy, but Foreign Ministry permanent 
secretary Kasem Kasemsri subsequently 
said policy initiatives of the previous gov- 
ernment on relations with neighbouring 
countries would be temporarily frozen. 
That meant postponing the upcoming visit 
of Vietnamese Prime Minister Do Muoi, 
and casting doubt on Thai representation at 
a conference to be held shortly on the In- 
donesian island of Bali, which was to have 
been an informal Asean summit. 

Military leaders are known to have been 
unhappy with Chatichai's policy of turning 
Indochina from a battlefield to a market 
place. The former prime minister and his 
dose policy advisers — all of whom are 
temporarily banned from leaving the coun- 
try — had pursued this policy by cooling 
towards the Cambodian resistance groups, 
particularly the Khmer Rouge, while estab- 
lishing a dialogue with the Vietnamese- 
sponsored regime in Phnom Penh. * 


bate a sharp slowdown in economic 
growth. Last year's 10% GDP expansion 
was estimated to fall to 6.5-7.5% this year 
in any event. Economic consultancy Tara 
Siam Ltd estimatéd another point will 
now be shaved from the low side, for 
5.5% growth. "The consequences will be 
immediate. We believe there is a danger 
of a period of economic stagnation,” said 
Tara Siam chief, John Johnstone. 

The direct consequences will show up 
quickly in the national accounts. Tour- 
ism, Thailand's leading foreign-exchange 
earner — already hurt by the Gulf War 
and terrorist fears — has been further 
damaged. Johnstone said this factor, 
combined with even a minor slide in di- 
rect and indirect investment flows, 
would almost certainly result in a ba- 
lance-of-payments deficit this year. How- 
ever, he added that if the new cabinet "is 
to be given the real powers of govern- 
ment it would reduce the negative ef- 
fects.” = Paul Handley 


19 



































































By Ahmed Rashid in Lahore 


wo years after Soviet troops com- 
pleted their withdrawal from Af- 
M ghanistan, the US State Department 
“has for the first time publicly criticised some 
Afghan mujahideen groups for human- 
-rights ree Asia Watch, the leading pri- 
vate US human-rights group monitoring 
Asia, has also criticised the CIA and Pakis- 
. tan's Inter Services Intelligence (ISI) for forc- 
-ing the mujahideen to carry out human- 
- rights excesses. 
The State Department's 1990 Report on 
Human Rights in Afghanistan makes a 
lramatic shift from Washington's 10 years 
outright condemnation of the Kabul re- 
gme. The new report states “that human 
. rights in regime-controlled areas improved 
^in 1990 . . . while resistance groups have at- 
“tacked, tortured, killed or imprisoned per- 
_ sons opposed to their programmes.’ 
-= The report accuses the regime's intelli- 
gence apparatus, Wad, of torture and other 
- mass atrocities and says it is holding 3,000 
_ political prisoners in Kabul's jails. The lack 
- of political rights, freedom of speech and 
assembly and the denial of fair trials to its 
_ political opponents remain the hallmark of 
_ the regime, the report states. However, the 
. report says that in many areas the regime 
- has improved its past performance. It con- 
. cedes that there is freedom of religious 
. association and says the regime respects 
: rights of minority Muslim groups. 
.. Significantly the toughest criticism in the 
- report is reserved for the fundamentalist 
-:-Hizbe Islami led by Gulbuddin Hekmatyar. 
In the Ei report Hiabe Islami is men- 
Ying out political 

killings in Pakistan. It is also blamed for 
the disappearance of Afghans opposed to 
Hizbe Islami, for attacking women's deve- 
lopment programmes, and for other 
abuses. Hizbe Islami has constantly denied 
these charges and has repeatedly accused 
the US of maligning it. 
. During the past decade these annual re- 
ports never criticised the mujahideen di- 
rectly. The criticism now reflects the grow- 
ing disillusionment in Washington with the 
- mujahideen’s inability to form a political al- 
< ternative to President Najibullah. The re- 
_ port is bound to encourage Congress to cut 
aid to the mujahideen and shift US public 
opinion away from them. 

Asia Watch's 90-page report is almost 
. equally divided between atrocities com- 
 mitted by the Kabul regime and the 
. mujahideen. The report is the most com- 














ds attacks human-nghts abuses by mujahideen 


atalogues of horror 


prehensive exposure of the human-rights 
situation on both sides of the 12-year con- 
flict, since Asia Watch first started focusing 
on Soviet atrocities in Afghanistan in 1984. 

Asia Watch blames the CIA and the ISi 
for their role in the indiscriminate bombard- 
ment of Kabul. "Certain mujahideen com- 
manders, some of whom have been re- 
cruited by the isi, have launched indiscrimi- 
nate rocket attacks on cities inside Af- 
ghanistan, killing hundreds of civilians. 
The Isl and the CIA have encouraged these 
attacks, with the IS! supplying weapons 
to commanders who undertake them," 
the report states. Pakistan has always 
denied these allegations and claimed the 
ist had no operational role inside Afghanis- 
tan. 

The report says most of the casualties 
in Kabul are caused by Egyptian-made 
Sakr rockets, some of which carry cluster 
bombs. It quotes Kabul officials who 
daim that 4771 civilians were killed and 
11,756 wounded as a result of rocket attacks 
on Kabul between Mare; and October 
1990. 

Criticising the Kabul regime for shelling 
civilians, the report quotes Afghan Foreign 
Minister Abdul Wakil as telling an Asia 
Watch delegation that the regime would 
stop using Scuds if the mujahideen stop- 
ped using rockets. The Kabul regime is 
harshly criticised for the shelling of civilian 
villages, high altitude bombing, and the 
forced conscription of prisoners. 









numerous places. a M 

When the district capital of "Tad: Kot 
was captured in October 1990, some 95 re- 
gime soldiers who surrendered and 
been promised safe passage, were 
cuted. Another 170 were executed rea 
at Kalat. These massacres have been bit- 
terly criticised by a number of Peshawar- 
based Afghan leaders and intellectuals. © 

The report blames both sides for the 
indiscriminate laying of vast minefields 
and the lack of maps and other organised 
means by which they can be cleared. A 
huge number of lethal plastic mines — 
the Italian-designed and Egyptian-made 
Technovar mine — are said to have been 
distributed to the majanani by the istand 
the CIA. 

The regime’s legal system is severely 
criticised. Most regime prisoners do no! 
have access to a defence lawyer..One gov- 
ernment official told Asia Watch that there 
were only 10 competent lawyers left in. Af 
ghanistan. 

The report condemns murder, harass 
ment and torture by the mujahideen and 
blames Pakistan for doing nothing to stop 
such atrocities when they occur on Pakis 
tani soil. “Pakistani authorities have failec 
to investigate them properly and have pro 
secuted no one for any of these crimes 
Pakistan's failure to investigate these crime: 
. . . amounts to a policy of complicity ir 
human-rights abuses by these group: 
within Pakistani territory," Asia Watd 
states. 

Asia Watch says that the mujahideer 
are maintaining at least seven jails inside 
Pakistan. The report quotes one Afghan in 
tellectual, who describes the climate of fea 
in Peshawar by saying "the only way : 
protect yourself is by silence." 








AFGHANISTAN 2 


Mujahideen split over US presence in Gulf 


Casualties of war 


he Gulf War has caused a serious 

rift among the mujahideen guerillas 

and brought the Afghan Interim 
Government (AIG) to the verge of collapse. 
Saudi Arabia's years of financial support 
for the fundamentalist mujahideen groups 
also appears to have have been totally 
wasted. 

The photographs recently flashed 
around the world of mujahideen fighters 
sitting with US Marines in the Saudi desert 
— after 310 Afghans arrived to help the 
coalition forces now engaged in a land war 
against Iraq — were highly misleading. In 
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fact only two of the seven mujahideen pa 
ties have supported Saudi Arabia, and th 
Gulf War contingent was made up entire! 
of men from the moderate parties led by Pi 
Ahmad Gailani and AiG president Sit 
ghatulla Mojadedi. 

The other five parties condemned th 
presence of US troops in Saudi Arabi 
and, in particular, Gulbuddin Hekmatya: 
head of the Hizbe-Islami, and Abdul Rast 


‘Sayef, who leads the hitherto pro-Sauc 





abbi party Ittehad-e-Islami, have bee 


án e forefront in condemning the Saudi: 


‘Helena tyar daims a US-Zionist plot exis: 
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to decimate Iraq and destroy Muslim mili- 
tary might the world over, a line also 
being taken by some in the Pakistani mili- 


tary. 

Hekmatyar has also attacked Iran for 
being an enemy of Islam by remaining neu- 
tral in the Gulf War. He has thus effectively 
alienated the two most important allies of 
the fundamentalist muhajideen — a reflec- 
tion of how seriously the Gulf War has af- 
fected the Afghans. 

Mojadedi retaliated by accusing Hek- 
matyar of destroying mujahideen unity. 
Saudi Arabia deserved to be helped, espe- 
cially in the light of Afghanistan’s own ex- 
perience with the Soviet Union, and all Af- 
ghans should condemn the invasion of an 
independent country by an outside power, 
he said. 

There have also been numerous anti- 
American demonstrations in Afghan ref- 
ugee camps in Pakistan. 

This latest rift in the AIG has made it 
totally ineffectual and both the US and 
Pakistan are now working on a fresh plan 
to possibly dissolve it and create a new or- 
ganisation. 

Four Muslim countries recognise the AIG 
as the legitimate Afghan government and 
its dissolution will create immense prob- 
lems. 

However, given the rift over the Gulf 
War, it is unlikely that US-Pakistani pres- 
sure can immediately persuade the mujahi- 
deen groups to act in concert to offer an ac- 
ceptable, broad-based political alternative to 
the Kabul regime. 


he anti-American and anti-Saudi 
T mood amongst the fundamentalists 

has also seriously damaged Saudi 
political influence and credibility with the 
mujahideen. Over the past 12 years, the 
Saudis have given between US$6 billion 
and US$8 billion to the muhajideen. At 
least one-third of that money has gone 
directly to Hekmatyar and Sayef, who 
have now deserted the Saudis and have 
also attacked the Saudi royal family by 
name. 

The Afghan dilemma for the Saudis will 
have wide repercussions for the future of 
Riyadh’s foreign policy in the South Asian 
region. The Saudis have generally funded 
small, anti-Western fundamentalist Islamic 
groups which are sympathetic to Wahab- 
bism, but almost all these groups — from 
Bangladesh to Afghanistan — are now pro- 
testing in the streets in favour of Iraq. It is 
very likely that Saudi influence on these 
South Asian governments, and on the Is- 
lamic fundamentalist movement in the 
Subcontinent as a whole, will be considera- 
bly reduced after the Gulf War ends. 

But for the moment it is the Afghans 
who will suffer the most as the large 
amounts of aid Saudi Arabia provides to 
the mujahideen war effort will most likely 
be reduced to a trickle. ia Ahmed Rashid 


MALAYSIA 


Umno prepares for fresh bid to gain state control 


Sabah gameplan 





By Suhaini Aznam in Kota Kinabalu 


he politics of Sabah may never be 
; the same again. For the first time 
since the formation of Malaysia in 
1963, the country's de facto ruling party will 
offer itself directly to voters outside penin- 
sular Malaysia. At the next elections in 
1995, Sabah voters will have a choice be- 
tween a monolithic federal party and a 
smaller but more familiar local party. In- 
stead of the fluid politics of alliances and 
crossovers between a cluster of small par- 
ties, Sabah is set to become virtually a two- 
party state. More pertinently, voters will 
have to choose between the abstract ideals 
of pan-Malaysianism and the instinctive 
loyalties to their home-state — no small di- 
lemma when the same federal power is 
commonly seen as having infringed on 
state rights. 

With much fanfare, the United Malays 
National Organisation (Umno) trail-blazed 
into Sabah on 21 Feb- 
ruary in hopes of uniting 
Sabah’s Muslims under 
one banner to enable them 
to regain control of the 
state government. Since 
1985, this state has been 
governed by the Kadazan- 
based, Christian-led Parti 
Bersatu Sabah (PBS). 
Umno's vehicle for entry 
was the United Sabah 
National Organisation 
(Usno), the once-powerful 
Muslim-based party which ' 
ruled Sabah in 1967-76. W 5 

Launching Umno Sa- ~*~ 
bah, Prime Minister Datuk A 
Seri Mahathir Mohamad, 
as Umno president, point- 
ed out that Umno was instrumental in 
founding Usno in 1961. Umno came 
now to strengthen Usno, "not to colonise" 
but to enable its members to wield greater 
political influence, said Mahathir. He asked 
Usno members to understand the need to 
open its membership to all bumiputras 
in Sabah, to enlarge and unite Usno's sup- 
port base until they succeeded in making 
Umno the state government — one that 
^would work with the central govern- 
ment." 

The loss of Muslim dominance in Sabah 
in 1985 had rankled Umno's Malay-Muslim 
leaders — not so much due to racial or re- 
ligious antagonism but because the PBS had 
proved intractable when it came to de- 
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eS. 
Mustapha: mistrust. 


manding a restoration of state rights. Fed- 
eral-state relations deteriorated and Umno 
was suspected of having closed an eye to 
efforts by the pss’ rivals to oust it. 

Umno’s suspicions of the PBS seemed 
vindicated when the latter pulled out of the 
National Front on the eve of national elec- 
tions last October, leaving the Umno-led 
coalition with only six out of 20 parliamen- 
tary seats. But Umno realised that its proxy, 
Usno, was weak. Fifteen years out of office 
had depleted the party coffers, infighting 
had sapped its strength and Usno presi- 
dent Tun Mustapha Harun’s long absences 
abroad had left it without a clear sense 
of direction. Usno’s reluctant acceptance 
of the Umno gameplan was an admission 
that by itself, it could not win more than 
the 12 Muslim-majority state seats it had 
won in 1990, let alone win enough of the 48 
state assembly seats to form a state govern- 
ment. 

Usno’s demise was, however, neither 
total nor irrevocable. Usno 
was not, in law, dissolved 
and struck off the register 
of political parties, for fear 
that some enterprising 
politician might adopt its 
name. More pointedly, 
with the exception of Mus- 
tapha himself, the 11 other 
Usno state assemblymen 
did not quit their party to 
join Umno, to avoid falling 
foul of Sabah's "anti-hop" 
law — which forbids any 
assemblyman from switch- 
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g ing parties on pain of los- 
| ing his seat. 
3 Furthermore, some 


Usno factions had reserva- 
tions about being sub- 
sumed by the larger Umno. It was there- 
fore in their interest to keep Usno as a 
safety net. Only weeks earlier, Mustapha 
had announced that the deal was off after 
learning he would not be made head of the 
Umno Sabah liaison committee. He later 
capitulated and was appointed deputy 
liaison chief under Deputy Prime Minister 
Abdul Ghafar Baba. 

The mutual mistrust has deep roots. 
Having helped found Usno in 1961, Umno 
then apparently had to bring about its 
downfall when Mustapha grew too ambi- 
tious, digging in his heels on state rights tc 
the point, allegedly, of wanting to pull out. 
But Mustapha, 72, is still revered by the 
Usno grassroots and in the absence of any 
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le uccessor, is still very much the man 
Umno has to placate if it is to succeed in 
Sabah. 

Correctly judging the residual loyalties 
of the Usno delegates at the party 
and final congress, Ghafar reiterated his 
preference that “Sabah deal with its own 
politics.” But he noted the p ipeum realities 








sur pron from the 200 Sabah sapere to the 
crucial elections. Right now, Ghafar holds 
the strongest hand: as Sabah Umno chief 
he has every reason to regularly meet all 
the party branches in the state. 
A. Such advantages begged the question 
why Umno had not ventured across 30 
years earlier. A few younger Muslim poli- | 
ticians who had been thwarted at state level | 
had long recognised that only membership | 
in Umno would make Umno take Saba- 
hans seriously, since only then would they | 
count in electing the central leadership. | 
Many advocating this line, however, | 
were Usno members who had been sacked | 
| 
| 
| 
| 
| 





from the party, and they were not taken 
seriously on either side. But now, being 
Umno. members, Sabahans for the first | 
time theoretically have a chance of be- 
coming prime minister, something which 
Mustapha himself alluded to in his ad- 
dress. 
. The question now is whether the party 
; swap is to be more than a cosmetic change. 
Apart from an expanded membership, | 
Usno's members will have to adapt to a | 
new set of political perspectives. Umno, for | 
its part, may be surprised by the complexity | 
Sabah's political culture, where family | 
do not mean shared allegiance, and | 
| 
| 










where campaign money taken does not. 
mean a vote given. 
© Umno's move had caused the pps suffi- 
‘cient concern for it to belatedly propose a 
‘state-level coalition with Usno, in an at- 
t 'mpt to stave off Umno's entry. PBS insid- | 
ers confided that it was less worried about | 
facing Umno as a political party, than it was | 
facing the full weight of government that | 
nno had at its command, and its influ- | 
outside the party itself. But, given the 
read state loyalties uniting Sabahans 
| stripes, the PBS workers felt | 
h to go to the polls today, the 
ill through, assuming the 
ly one between two politi- 
2 
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. Taiwan, the Philippines, South Korea, the People's Republic of China. and. E 




























The School of Business of the Edith Cowan University invites applications — 
for entry into the Master of Business Administration (MBA) programme. 
The programme takes an integrative experien tial approach with.a focus... 
on managerial decision-making. The MBA programme is. intended io. 
broaden and develop managerial skills in graduates. some of whom may - 
have a background in other professions. | 
Qualified students can study the MBA programme on a part-time or full- 
time basis, with part-time students commencing the programme in 
February each year while full-time students commence in July of each 
year. | 
Thirty places will be offered in the MBA full-time programme in July 1991 


Entry Requirements 
e A Bachelor's degree from a recognised tertiary institution or equivalent 
. qualification | 
e A minimum of two year's relevant work experience : 
e Demonstrated competence in oral and written communication in =) 
English 
e Two references from employers, or academic referees 
e A satisfactory Graduate Management Admissions Test (GMAT) score 
and an interview are also required 


Background NC 
The Edith Cowan University was formerly the Western Australian College | 
of Advanced Education and was established by Act of Parliament in — 

December, 1990. 
The Cowan University is an Australian government-funded institution with | 
some 15,000 students enrolled in more than 160 undergraduate and | 
postgraduate degrees including masters and doctoral programmes. 
Today. the Cowan University is the second largest university in Western 
Australia, educating 30 percent of the State's university students, and ís 
ranked 12th out of some 34 Australian universities. 
Additionally. Cowan University has more than 670 full-fee paying students 
mainly from Malaysia, Singapore. Hong Kong. Indonesia. Thailand, Japan, 


the Seychelles. 
The Cowan University degree courses carry full academic status in 
Australia through its accreditation and listing in the Register of Australian 
Tertiary Education (RATE), an official government body representing all 
government education ministries in Australia. 

All students undertaking studies at Cowan University enrol in f 
approved and accredited academic programmes that have both ^ 
government and professsional recognition. 





For information, Dr John Wincott, MBA Co-ordinator, 
School of Business, Cowan University, Pearson Street, 
Churchlands, Western Australia 6018. 
Telephone (619) 383 8334 Facsimile (619) 387 7095 
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REGIONAL AFFAIRS 


Seoul and Bonn to expand 
economic, diplomatic ties 

> South Korea and Germany will expand 
their commercial and diplomatic relations, 
and Bonn will support Seoul's efforts to 
gain membership to the UN this year, 
South Korean officials said on 25 February. 
The issue was covered during talks 
between President Roh Tae Woo and 
German President Richard von 
Weizsaecker, during the latter’s four-day 
state visit to South Korea. Von Weizsaecker 
also said Bonn supported efforts for 
Korean reunification through increased 
humanitarian contacts, and hinted 
Germany would not take any diplomatic 
initiatives towards Pyongyang without first 
consulting Seoul. 


Court ruling undermines 
Hongkong’s refugee policy 

> A Hongkong High Court judge has 
quashed the government's decision to 
classify a Vietnamese refugee as an 
"economic migrant," saying the decision 
made by the immigration officer was 
flawed on the grounds of procedural 
irregularity, breach of natural justice and 
unreasonableness. Plaintiff Do Giao, and 
eight other boat people who had applied 
for a judicial review of the screening 
procedure, have asked the UN High 
Commissioner for Refugees to exercise its 
mandate and declare them genuine 
refugees. The British colony is the only 
jurisdiction among Asian first-asylum 
countries which permits Vietnamese boat 
people to challenge the authorities’ 
screening policy in court. A Hongkong 
Government spokesman said the court 
ruling would not affect its screening 
procedure, but the government would 
consider whether to rescreen Do Giao. 
The government is concerned the court 
ruling might give false hopes to the 
14,850 boat people who have been 
screened out and the 29,200 waiting to be 
screened. 


Senior Chinese defector 


dismissed from NPC 


> The Guangdong People's Congress on 
22 February sacked Xu Jiatun, former 
director of the Xinhua Newsagency in 
Hongkong, as a delegate to China's 
National People's Congress. The 
Guangdong legislature cited Xu's 
unauthorised trip to the US in April 1990 
and refusal to return as the grounds for his 
dismissal because it had caused "extremely 
bad consequences" inside and outside 
China. Xu is one of the most senior officials 
to have defected from China. Xu's 
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departure to the US, ostensibly for 
"travel and rest," followed his fall from 
political favour and recall to Peking 
after the Tiananmen crackdown in June 
1989. 


Taiwan's premier, cabinet walk 
out of legislative meeting 


> Taiwan's Premier Hau Pei-tsun and his 
cabinet walked out of the legislature's 
opening session on 26 February as 
opposition lawmakers used delaying 
tactics to block delivery of the premier's 
report on the government. The opposition 
was protesting at the refusal of senior 
parliamentarians to retire as promised by 
the ruling Nationalist Party. 


Social indicators 


Total fertility rate (births per woman) 
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Tight security for 

Bangladesh general election 

P The Bangladesh general election 
campaign ended on 25 February ahead of 
the 27 February polls when 2,774 
candidates were due to contest 298 
constituencies. Both major contenders for 
power, the Awami League and the 
Bangladesh Nationalist Party, were 
putting up candidates in each of the 
constituencies and both were claiming they 
would win a comfortable majority. The 
existing caretaker government introduced 
various security measures in an effort to 
ensure peaceful polling, including the 
introduction of new laws that raised the 
penalties for election offences and the 
deployment of the armed forces and police 
throughout the country. In addition, the 
powerful All Party Student Unity — which 
played a pivotal role in toppling former 
president H. M. Ershad's regime — had 
formed volunteer "brigades" in cooperation 
with the Election Commission and the 
administration to ensure the polls were 
peaceful. 
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Singapore plans to 
improve image abroad 
> In an effort to 
improve its image 
abroad, Singapore 
has decided to 
establish a Singapore 
International 
Foundation and 
organise a global 
network of "Friends 
of Singapore." The 
announcement was 
contained in an address to the parliament 
given by President Wee Kim Wee on 22 
February. Wee also said the government 
plans to set up more clubs and associations 
for expatriate Singaporeans. No details 
were given on the amount to be spent on 
these activities. 
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North Korea hopes for formal 
ties with Japan this year 

> During a recent visit to Japan, North 
Korean officials said Pyongyang hopes to 
establish diplomatic relations with Tokyo 
some time this year. Korean Workers Party 
secretary Kim Yong-sun, who headed the 
35-member delegation, said Pyongyang is 
satisfied with the pace of the bilateral talks 
on normalisation so far. Kim also asked 
Japan to help persuade South Korea to 
suspend its military exercises with the US 
while North-South talks are proceeding. 
During their eight-day visit, the delegation 
met various ruling Liberal Democratic 
Party leaders, including its president, 
Prime Minister Toshiki Kaifu. 


China, Hongkong move closer 
on colony's airport project 

> The Chinese and Hongkong 
governments have moved closer to 
reaching agreement on the multi-billion 
dollar Hongkong airport and infrastructure 
project after the colony's administration 
indicated willingness to consider re- 
phasing the project and include pro-Peking 
individuals in the policymaking process. 
No information was revealed when the 
latest round of talks ended in Peking on 23 
February, but officials from both sides 
hinted that China's approval for the project 
might be announced soon after the early 
March visit to Hongkong by the retired 
director of the Chinese State Council's 
Hongkong Macau Affairs Office, Ji 
Pengfei, and the present director, Lu Ping. 
During the visit, Hongkong officials will 
discuss finances for the project, terms of 
reference of an airport consultative 
committee and the membership of the 
airport authority with Ji and Lu. 
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CAMBODIA 


Pol Pot goes all-out to build popular support 


A Khmer ruse 


By Nate Thayer in Kandoul, 
northwest Cambodia 


ike thousands of other isolated vil- 
L lages linked to each other by ox cart 

paths that wind through undeve- 
loped scrubland, Kandoul has never had a 
school, health care, or any services to speak 
of from a series of central governments a 
world away in Phnom Penh. Recently, 
dozens of Khmer Rouge fighters, including 
many sons of the village, mingled easily 
with peasants going about the methodical 
tasks of subsistence rice farming. The con- 
tinuous explosions of government artillery 
indicated guerilla advances a few kilome- 
tres south towards the provincial capital of 
Siem Reap. 

To most of the world the Khmer Rouge 
remain a symbol of unprecedented sava- 
gery, an organisation controlled by ruthless 
ideologues who waged a systematic cam- 
paign of terror in the attempt to create a 
politically pure agrarian utopia during their 
reign in the late 1970s. But in hundreds 
of villages like Kandoul, Pol Pot's Khmer 
Rouge are making a remarkable comeback 
with a sophisticated political campaign 
aimed at gaining power in the elections 
proposed in a UN peace plan to end the 12- 
year-old war. 

In the southwestern province of Kom- 
pong Speu, thousands of civilians have 
been forced to move from their villages to 
government-controlled refugee camps in an 
effort to deprive the Khmer Rouge of food 
and recruits. Thousands more have chosen 
to flee to Khmer Rouge-controlled areas, 
complaining of conscription, indiscipline 
among government troops, and the wide- 
spread corruption of government officials. 

Many Western intelligence officials and 
diplomats have been watching with grow- 
ing alarm in recent months as the Khmer 
Rouge build up popular support. "There is 
no question what they are doing," said one 
analyst at a Western embassy in Bangkok. 
“They are much better organised, much 
better disciplined, and much more respect- 
ful of civilians than the other three factions 
[he Hun Sen government, the forces of 
Prince Norodom Sihanouk, and the Khmer 
People's National Liberation Front]. Com- 
pared to their competition, they are looking 
better and better in the eyes of many pea- 
sants." 

According to internal Khmer Rouge 
documents obtained by the REVIEW, includ- 
ing a 68-page strategy speech by Pol Pot, 
the Khmer Rouge have abandoned — at 
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least for the time being — plans to seize 
power by force and are directing their ef- 
forts to improving their image in the coun- 
tryside. 

"Our troops previously did not know 
how to conduct popular work because . . . 
they did not have faith in the people and 
instead relied exclusively on bullets," Pol 
Pot told a gathering of ranking cadres. “We 
are fashioning an army that knows how to 
do popular work. A clarification here: our 
army is not going to defeat the Vietnamese 
enemy by fighting them. These days our 
army goes into the interior to build up po- 
pular support." 

Since launching a major offensive in the 
autumn of 1989, the Khmer Rouge have 
seized large tracts of the countryside. But 
intelligence analysts in Bangkok say there is 
little evidence in current Khmer Rouge 
activities of the human-rights abuses and 
heavy-handed tactics that marked their 
years in power. 

"The people can clearly see who is ba- 
sically proper and who is basically 90% cor- 
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Khmer Rouge on patrol: political comeback. 


rupt,” Pol Pot said. “Which will the people 
choose, between a looking glass that is 
more than 90% good, and one that is 90% 
awful? They will undoubtedly take the re- 
latively best one. The Democratic Kam- 
puchea looking glass is not 100% perfect, 
but it is 90% good.” 

Analysts agree that the Khmer Rouge 
are free from some of the objectionable 
traits that have plagued other Cambodian 
political groups. There appears to be a 
remarkable absence of corruption at all 
levels of Khmer Rouge organisation, and 
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the troop indiscipline and attempts to build 
mid-level fiefdoms that are endemic among 
the other factions are not a problem within 
the Khmer Rouge. 

By contrast there seem to be widespread 
corruption and abuse of human rights at 
all levels of the Hun Sen government. 
Nationwide sweeps to press tens of thou- 
sands of young men into the government's 
army have caused widespread resentment 
among the peasantry since the withdrawal 
of most Vietnamese forces 16 months ago. 

“The question is not what people in 
Phnom Penh or foreigners think of the 
Khmer Rouge," says one Asean diplomat, 
"It is how the villagers view them, and they 
have considerably more support there than 
they have been given credit for. They will 
base their campaign on legal principles and 
free and fair elections and the results will 
shock everyone." 

Intelligence analysts say that the Khmer 
Rouge are the only faction to have devoted 
time and effort to organising popular sup- 
port in the rural areas and that, unlike other 
groups, they can control the conduct of 
their forces at the lowest levels. There is lit- 
tle evidence of forced conscription, villagers 
are paid well for rice and assistance, and 
political cadres attached to military units are 
trained in proper conduct towards civilians. 
In all these ways the Khmer Rouge offer a 
shining contrast to the routine robbery, in- 
discipline and unchecked corruption of gov- 
ernment officials. 

"Possession of popular strength trans- 
lates into possession of political administra- 
tion in the villages," Pol Pol lectured his 
cadres. "And what else do popular stength 
and political administration in the villages 
beget? They beget representation in parlia- 
ment, which means persons belonging to 
us will be in the assembly. Suppose there 
are 100 seats in the Kampuchean National 
Assembly, it would not be bad if we had 20 
persons, better than that if we had 30, and 
even better than that if we had 40 persons. 
The people are the determining factor in 
this matter . . .’ 

While no one discounts the widespread 
hatred and fear the Khmer Rouge continue 
to evoke among many Cambodians, many 
analysts say that grassroots sympathy for 
the group has been underestimated and 
agree that they could receive 20% of the 
votes in an election. They cite the fact that 
most information on the highly secretive 
group continues to be garnered from their 
victims or political enemies. The rural areas 
and population that is the basis of Khmer 
Rouge support remains largely inaccessible 
to independent observers. 

Most Khmer Rouge fighters are volun- 
teers, often relatives of Khmer Rouge sym- 
pathisers, and are better paid and equipped 
than their government counterparts. Un- 
like government soldiers who are sent to 
battlefronts far from their home provinces 
with virtually no training, Khmer Rouge 





fank military officers in the Khmer ae 
areas, All Khmer Rouge military units have 
teams of political operatives whose job is to 
explain the organisation’s political pro- 
gramme to peasants. The party line advo- 
Cates parliamentary democracy and stress- 
es the need to save the country from be- 
g "swallowed" by Cambodia's historical 
my, Vietnam. 
ut analysts are also quick to point out 
at the Khmer Rouge are controlled by the 
same leaders who presided over the disas- 
frous years in power when hundreds of 
thousands died of starvation, execution, 
and disease. They say that there has been 
no change i in the group's long-term goal of 
seizing power unilaterally. What has 
changed is that Pol Pot and other leaders 
have accepted that they currently have 
neither the internal or international support 
to. hold power alone. 
io “After the country has been liberated 
.. We are not going to be holding Rove 
by ourselves,” Pol Pot told his cadres . . . If 
we were to hold power all on our own, we 
would not have sufficient international sup- 
Dort" 
a po Diplomats and guerilla sources say that 
the Chinese have made it clear to the 
(22 Khmer Rouge they support a peace settle- 
_ ment that entails a coalition government of 
_ the four warring factions. In taking this 
stance, China seems to be recognising the 
fragility of Western backing for an anti-Viet- 
namese coalition. that includes the Khmer 
Rouge. : 
.. Some analysis see an analogy to the 
E. period in the 1960s.when Khmer Rouge 
.. policy was to have certain leaders, such 
as Khieu Samphan, participate in the 
Sihanouk government. Then, as now, the 
Khmer: Rouge considered internal condi- 
tions une for an armed uprising to seize 

























ut while the image of new, gentler 
Rouge may be illusory, the stark and 
lestructive weaknesses of the regime 
'hnom Penh are creating conditions 
much like those that launched the 
ywer in 1975. Often portrayed as 
guerilla army propped up by China and 
devoid of popular support the Khmer 
Rouge are filling a void their rivals are un- 
villing or unable to plug. That should 

y will ee a dominant role in 





Military faces further erosion of funds, recruits 


Attacked on all fron 





apan’s Self-Defence Force (SDF) has 
emerged the loser in the debate over 
the country’s role in the Gulf War. 
er months of heated debate over whe- 


ther or not to send SDF units to join the 


multinational forces in the Middle East, 
Japan's military has seen its public image 
eroded and its ability to attract recruits be- 
come even harder. In addition, the SDF's 
budget is to be cut as a result of negotia- 
tions among political parties over Japan's 
aid in support of coalition efforts in the 
Gulf. 

The SDF was created to provide only for 
Japan's defence and has not been deployed 
overseas, except for fact-finding missions 
by small groups of SDF officers. 

However, the need for Japan to provide 
a visible presence in the Gulf — in addition 
to providing money to help the coalition 
forces — led to the debate over whether SDF 
units, as opposed to civilian volunteer 
groups, should be sent to the Middle Fast. 
Public opposition to such a mission con- 
firmed the so-called “SDF allergy" — or fear 
of a revival of militarism — if the armed 
forces' present role were redefined, remains 
strong. 

Some analysts said the debate, though 
bad for the sDF in the short term, may pave 
the way for some limited form of interna- 
tional peace-keeping activity by Japan's mi- 
litary in the next few years. They cite the 
much-expected peace settlement in Cam- 
bodia as the best opportunity for the SDF to 





The Soviet Central Asian republics have 
begun to call for the rapid conclusion 
of a new "union treaty" with Moscow, 
apparently a sign of growing impatience 
with Moscow's ‘indecision in the face 
of continuing challenges to its autho- 
rity. 

Taas President Nursultan Na- 


zarbayev told his republics Supreme 


Soviet on 11 February that “the central or- 
gans of leadership are showing inadmissi- 
ble slowness, losing the initiative, permit- 
ting destructive forces to plant new mines 
under the already shaky foundations of 
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become involved in a UN-sanctioned over- 
seas peace-keeping operation. Sources said 
the Foreign Ministry started to look into 
such a role as early as last summer when 
Japan hosted peace negotiations for Cam- 
bodia’s warring factions. It was the first 
time such talks had been held in the 
country. 

The idea of forming a peace-keeping 
body as a transitional stage before fully 
fledged overseas SDF deployments is likely 
to be revived, despite its recent lukewarm 
reception. Policy drafters anticipate a few 
retired SDF officers and other civilians 
would join the new body. This would pre- 
vent opposition politicians from directly 
linking the SDF to such a force — as they did 
when they rejected a bill for such a body 
last year. 

If the new organisation were to be ac- 
ceptable to the public, it could later be 
merged with the spr. At least there could 
be a blurring of responsibilities between the 
two, analysts said. 

Some political observers even predict 
that a new bill to establish a peace-keep- 
ing force may be submitted later this year. 
They note there has already been a gradual 
shift of public opinion from last year's total 
rejection of the SDF undertaking any over- 
seas missions, to some support for the 
latest proposal to send 5DF aircraft to help 
refugees stranded in the Middle East. 

Within the 300,000-strong SDF, however, 
morale and esprit de corps needs to be 
rebuilt following. opposition attacks that 
stressed the. pu Mendes the gay 
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He poc that. those r ibis : 

which already have decided in favour of a 

“renewed union government" should im- 
mediately start negotiations, leaving those - 
who are undecided to join. later if they so 
desire. 

All the Central Asian republics, as well 
as Byelorussia, the Ukraine and the Rus- 
sian Republic, support this proposal, he 
claimed. These republics possess more 
than 90% of the Soviet Union’s industrial 
potential, he: poina out. 

To date, Kirghizst 
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may pose if it is allowed 
to go beyond domestic de- 
fence. Military sources said 
SDF members are frustrated 
because the public often sees 
them as power-hungry war- 
riors desperate to flex their 
strength overseas. 

On the contrary, they 
said, many SDF members 
are reluctant to go any- 
where near a war zone if 
there is little public support 
for them. In addition, com- 
pensation for injury and 
death for SDF personnel are 
lower than for other uni- 
formed services, such as the 
police. 

Throughout the debate 
over any SDF mission to the Gulf, the mili- 
tarys views have rarely been heard — 
largely because of rules which bar any pub- 
lic airing of opinions that might jeopardise 
political decision-making. SDF officers, how- 
ever, have quietly criticised politicians for 
their ignorance of security and defence is- 
sues and their arrogance in not consulting 
military experts before making important 
strategic decisions. 

“Who will respect the spr if the prime 
minister himself, as the top commander of 
the force, is not certain about its role when 
questioned in public?" one military analyst 
asked. 


Ser 


DF officials are also worried that the 

recent parliamentary debate, during 

which many unfavourable comments 
were made against the military, will make 
recruitment even more difficult. For years 
the SDF has had difficulty in meeting its re- 
cruitment target because of low social es- 
teem for its members. In recent years the 
military has tried to improve its image with 
more lively recruitment campaigns, higher 


December 1990 officially changed its 
name from Kirghizia, dropping the words 
“Soviet Socialist” — has not yet joined 
the four-way negotiations on a union 
treaty begun by Kazakhstan, Russia, 
Byelorussia and the Ukraine. But Kirghiz 
President Askar Akayev has said that the 
republic is ready to join the negotiations at 
any stage. 

In an interview with the military news- 
paper Red Star published on 14 February, 
he maintained that "the goals of socialism, 
guaranteeing a dignified, happy life to 
each person, remain the most important 
ones for sovereign Kirghizstan" despite 
the name change. 

Uzbekistan s president and party 
leader, Islam Karimov, has also made 
dear his republic's intention to remain in 
the Soviet Union, albeit as a sovereign 
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SDF recruitment posters. 


pay — a sergeant's salary now totals around 
300,000 (US$2,300) a month plus five 
months' annual bonus — improved work- 
ing conditions and barrack accommoda- 
tion, but these efforts have now suffered a 
setback. 

The SDF has experienced numerous 
difficulties since its creation in 1954. 
Opposition politicians have long argued 
that because Japan renounced war as a 
sovereign right under its constitution, 


state. He told the republic’s parliament 
on 15 February that participation in the 
planned 17 March referendum, when 
Soviet voters will be asked to give their ap- 
proval for the preservation of a renewed 
union, was the constitutional right of each 
citizen. 

Uzbekistan’s main opposition group- 
ing, the Birlik (Unity) nationalist move- 
ment, has called on Uzbeks to boycott the 
referendum. 

In a move which must provide con- 
siderable relief to the Kremlin, both the 
Uzbek and Kirghiz presidents have pub- 
licly rejected the idea of forming indepen- 
dent republican armies. Akayev told Red 
Star that the formation of a republican 
army would be “absurd.” 

But at the same time he said he was 
planning to hold negotiations with the 
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a military apparatus like the SDF is 
unconstitutional. Broader public 
distaste for the military stemmed 
from the sufferings it brought to 
Japan during World War II. As a 
result, few parents wanted their 
children to marry SDF personnel 
and members of the military 
rarely chose to wear their uni- 
forms in public. 

These attitudes changed some- 
what as the Soviet Union began 
strengthening its military pre- 
sence in the Far East during 
the 1970s, leading a growing 
number of Japanese to support 
the need for a more powerful 
armed forces. Japan's defence 
budget grew to be the world's 
third largest, with the SDF 
encompassing 180,000 soldiers, 
46,500 naval personnel, 48,000 air- 
men and 20,000 civilians. 

The social status of the SDF has also im- 
proved slightly, though its personnel are 
still required to maintain a low profile and 
most Japanese have little contact with the 

Despite commanding one of the largest 
government budgets, the military's political 
influence remains weak. The National De- 
fence Agency, which runs the SDF, is one 
rank below that of a ministry and most of 
its top officials are seconded from the Fi- 
nance Ministry, the Foreign Ministry and 
the police. The agency is often headed by a 
junior politician taking up a government 
position for the first time. 

The military lobby within the ruling Lib- 
eral Democratic Party (LDP) is also weak, 
despite the strong views some individual 
LDP politicians may have on a militarily 
stronger Japan. “In contrast with construc- 
tion or agriculture, association with the mi- 
litary does not bring in votes or money,” 
one observer noted. e 





Soviet Defence Minister Dmitri Yazov to 
secure an agreement that any movement 
or deployment of Soviet military units on 
Kirghiz territory should be cleared be- 
forehand with the republican govern- 
ment. 

As the Soviet Union’s least developed 
but most densely populated region, the 
Central Asian republics depend on financ- 
ing from the central Union budget. Uzbe- 
kistan, for example, expressed consider- 
able unhappiness when the Russian Re- 
public threatened to withhold its share of 
the central budget. 

Last year, Karimov told an Uzbekistan 
Komsomol Congress, the republic's deficit 
was Rbl 3 billion (US$5.47 billion). In 1991 


is reported to have warned. 


it may rise to as much as Rbl 11 billion, " 


w Sophie Quinn-Judge 
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- arty: s latest draft political report criticised 


writing the future 





he Vietnamese Communist Party’s 
draft political report, prepared for 
m. the upcoming party congress and re- 
eased to party members in mid-February, 
“has run into a welter of criticism from local 
party chapters. Officials familiar with the 
lebate said conservatives believed the re- 
-port — the fifth version prepared by the 
drafting committee — represented a further 
betrayal of communist ideals. In addition, 
many local officials, technocrats and intel- 
' lectuals charged that the report offered too 
ittle too late to rescue the country from its 
rowing economic crisis. 
In an apparent attempt to head off the 
iticism, party chief Nguyen Van Linh — 
*.. who chaired the report's drafting commit- 
tee — circulated a 28-page letter explaining 
_ how and why the ruling central committee 
_. ‘had come to its conclusions. Neither Linh’s 
|... letter nor the draft political report has been 
_ publicly circulated. 
|. Officials said circulation of the report has 
. been delayed while the party decides when 
|. to hold its seventh congress, which has al- 
ready been pushed back from May to late 
_ June. Some leaders have argued it should 
.. be delayed until the end of the year in order 
. to evaluate the impact of the cut in Soviet 
^ aid on Vietnam's economy, and to allow 
- more time for a resolution of the Cambo- 
. dian conflict, which would end Vietnam's 
international isolation. 
<- Party members who have read the 35- 
sage draft report said it has two major sec- 
ns, . with the first evaluating economic, 
litical, foreign policy and party organisa- 
reform | introduced by the sixth party 
ss in 1986. The second section re- 
sets the party’s goals in these 
3 for the next five years until 1995. 
Officials said the draft report concluded 
it Vietnam achieved significant economic 
d political progress during the past four 
ars — particularly in 1989 and early 1990 
despite an increase in economic difficul- 
like inflation and unemployment and 
i| problems such as corruption and 
y officials since the middle of last 
Linh conceded in his letter that 
timistic assessment was not accepted 
l, with some party members believing 
' reforms. had pushed Vietnam towards 
ipitalism, according to party members 
10 have read the document. 
Foreign observers are uncertain about 
e identity of the conservative faction op- 
sing the reforms, though Vietnamese of- 


N Murray Hiebert in Hanoi 












































ficials said they included two former vice- 
premiers, To Huu and Tran Quynh, who 
were relieved of their government posts 
and ousted from the central committee in 
1986. To Huu, a poet, also lost his long- 
held position on the politburo at that time, 
though both men still command a follow- 
ing among older party members. 

To Huu circulated a poem on the occa- 
sion of the Lunar New Year in which he 
suggested the party had abandoned its ear- 
lier communist ideals: 

Above all our people have faith in the party, 

Their most precious property is a life of purity 

and brightness. 

Oh, how can a wolf suddenly change into a 

lamb? 

A tiger with worn fangs prance with a deer 

? 


Has that ever happened? 

Could there be confusion between good and 

evil? 

Officials said these lines are to be under- 
stood as an attack on the 
partys attempts to woo 
the capitalist West and 
non-communist Southeast 
Asia. 

Not unlike neighbour- 
ing China, the Vietnamese 
party is debating whether 
to emphasise political sta- 
bility or economic reform. 
Officials who read Linh’s 
letter said the party chief 
argued that economic re- 
form must be given first 
priority because the coun- 
try's modest economic suc- 
cesses in the late 1980s 
played a key role in main- 
taining political stability in 
Vietnam at a time when communist govern- 
ments in Eastern Europe were overthrown. 

The second section of the report spelled 
out the party's major tasks in economics, 
politics, foreign policy, national defence 
and party organisation over the next five 
years. Officials familiar with the draft said 
it supported continued efforts to build a 
“market economy under the management 
of the socialist state" — a reform begun by 
the last congress — and continued to stress 
the three economic priorities of stepping up 
output of food, consumer goods and export 
products. 

The report apparently recognised that 
inflation, fiscal deficit and unemployment 
were rising rapidly, while production in 
the state industrial sector stagnated, wage- 
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Linh: criticism. 


these problems on mistakes sy the Det 
and government, but rejected the conclu- 
sion that these difficulties were caused by 
communist principles, said party members 
who have studied the document. 

The lastest draft also reportedly offered 
few new ideas for tackling the economic 
crisis, beyond calling for increased efforts to 
step up the search for, and production of, 
oil and gas, increase output of equipment 
and machinery previously imported from 
the Soviet Union and to develop the coun- 
try's mountainous regions. 

Many government officials and eco- 
nomists are alarmed by the party's failure 
to offer new solutions for economic prob- 
lems which will be exacerbated this year by 
the sharp cut in Soviet aid and credits and 
by the impact of the Gulf War. "The report 
analyses the party's renovation program- 
me, but not the current economic situation, 
the foreign investment climate or foreign 
markets. It tries to solve our problems in an 
old [ideological] framework with a little 
market economics. I don't believe such a 
light remedy will be able to heal the sick- 
ness," one official noted. 

Many Vietnamese economists believe 
the country cannot be pulled out of its pre- 
dicament unless the party 
abandons the thousands of 
money-losing state indus- 
tries, which are driving up 
the budget deficit. "We 
face two choices: carry out 
radical renovation in the 
state sector, or let it con- 
tinue to exist — which will 
lead to a deterioration of 
our economy," one senior 
economist said. 

If the party congress is 
held in June the central 
committee will hold a 
plenum in. May to revise 
the draft report and the 
party's political platform | 
and economic strategy for 
the rest of this decade, which are cur- 
rently being publidy debated. Another 
plenum is scheduled for just before the 
congress convenes to nominate candidates 
for the new central committee and polit- 
buro. 

Party members said the content of the 
final political report and the election of new 
leaders will depend on the delegates 
elected to the congress. Local party com- 
mittees have already begun meeting to 
nominate delegates, with the final selection 
scheduled to be completed in April. At the 
1986 congress delegates insisted the politi- 
cal report be re-written and demanded that 
some ageing leaders step down. The result 
then was that Linh, the architect of Viet- 
nam's current reforms, was elected. " 
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illey, the US ambassador to 
Ig, took some hard knocks for 

utburst to. demonstrators in 
were protesting against 
oft line on China and 


-on the group, which included 
one Tibetan, and called them “cowards.” In 
this column [3 Jan.] I called his reaction “con- 
temptible.” 

I have since received a gracious letter 
from the ambassador, making no excuses 
and admitting — as he has elsewhere — 
¿that he erred. It appears that the 20 or so 
-demonstrators — “White Sympathisers for 
Tibet" — had followed the delegates to 
a symposium of US-China cooperation 
around for a week, screaming abuse and 
obscenities and calling them “traitors.” 
Apart from such provocation, the ambas- 
sador's reaction must be seen against his re- 
cord of pushing for human rights and the 
release of prisoners in China and during 
the times he headed the US missions to 
Taiwan and South Korea, to say nothing of 
his granting sanctuary in his Peking resi- 
dence to the Chinese dissident astrophysi- 
cist Fang Lizhi and his wife for 13 months 
while negotiating Fang's eventual depar- 
ture for asylum in Britain. I thank the am- 
bassador for his letter, apologise myself for 
going too far, and hope this paragraph puts 
the incident into better context. 


Still, | dare say Peking was able to draw 
some comfort from the mounting of such a 
symposium on Sino-US industry, trade and 
economic cooperation late last year while 
Peking was still imposing savage jail sen- 
tences on those Chinese citizens who had 
-dared dissent. Washington's entire com- 
„mitment to human rights lost credibility by 
its readiness to pay such an enormous price 
7 lifting the sanctions imposed on Peking 
—— in return for a non-veto by China on the 
anti-Iraq UN resolutions. It was in that con- 
text that I raised the question of the inde- 
pendence of judgment of men who have 
spent most of their lives (Lilley was born in 
China) immersed in a difficult and alien cul- 
ture and who dedicate their lives to the im- 
provement of relations between the native 
„and their adoptive countries. 

Even the short period George Bush 
¿spent in China seems to have been suffi- 
-cient to have hypnotised him into the belief 
that Sino-US friendship is paramount (on 
par with the US-Japan link?) and into ap- 
-plying different standards in the pursuit of 
this mirage. Is it the old missionary-in- 
oe honeymoon? Is it a fellow-feeling be- 
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tween the two nations missing in the US- 
Japan link? Is it China’s sheer size and 
numbers, calling up those old, fuzzy vi- 
sions of access to a one-billion-strong mar- 
ket which has never been realised and may 
never be? 


For a dibiomatsinolbéist an appointment 
to head this country's embassy in Peking 
must be the acme of his career. He wants 
to put all his years of soaking up Chinese 
language and culture to good use, to the 
improvement of the relationship, to de- 
monstrating his understanding of, empathy 
for and thus ability to deal with China. He 
does not want relations to deteriorate on his 
watch. 

It may well be reasonable to send dip- 
lomat/sinologists to Peking, but the wisdom 
of appointing them to govern Hongkong is 
questionable. Apart from my proposition 
that as sinologists they tend towards cul- 
tural schizophrenia, as diplomats they've 
spent their entire careers being answerable 
to London. On top of that, they are re- 
quired to govern a huge modern city when 
they've never run anything larger than an 
embassy before (perhaps this gap is plug- 
ged by giving them a two-week course in 
in management studies!). The situation be- 
comes tragic when London evidently 
shares Peking’s view that Hongkong is an 
anachronistic embarrassment and instructs 
its plenipotentiary to hand it over as grace- 
fully as possible, leaving his colleagues in 
Peking to get on with the long-term task of 
chasing the one-billion-market rainbow. 


The present Hongkong governor has let it 
be known that he will quit before 1997, be- 
fore the end of next year say the rumour- 
mongers, assuming, as they do, that any- 
one knows. I believe I was the first to 
suggest seriously (the late Dick Hughes had 
once made the suggestion in jest) that Bri- 
tain's Prince Charles should be given the 
job, on a ceremonial level, with a deputy 
governor to do the political work. That 
caused the Foreign Office to giggle — and 
of course I realise why now: the appoint- 
ment would have symbolised just the sort 
of commitment to Hongkong which Lon- 
don was unwilling to make. One thing is 
certain: now Peking has forced a rejigging 
of the new airport plans and established 
that Hongkong can take no policy decision 
or initiate anything which straddles 1997 
without its express approval the new 





governor will be both acceptable to Peking 


and unacceptable to the People of Hong- 
kong. 
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"The Great Australian Emptiness’: great themes could be 
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By Nicholas Jose 


eath has confirmed Australian 

writer Patrick White as a classic. 

Although his decease on 30 Sep- 

tember 1990 may have been tem- 
porarily upstaged by Dame Joan Suther- 
land’s farewell recital at the Sydney Opera 
House, which took place in the same week, 
the obituaries that followed steadily have 
been vocal in White’s praise. Australia’s 
fractious literary community has united in a 
rare show of affection towards the Master, 
and tributes have rolled in from far outside 
intellectual circles. 

In a recent survey, White was almost 
unanimously named as one of the greatest 
Australians ever. His books have found 
their way deep into Australian classrooms, 
bedrooms and holiday homes, and are 
what tourists read when they visit. White's 
house on Sydney's Centennial Park is al- 
ready a site of pilgrimage. It cannot be long 
before there is a museum, and in time he 
may even have a dish named after him, as 
Nellie Melba did. ("Sugar" White is one of 
the names by which he has been known.) 
For Patrick White, staring out of the photo- 
graphs taken in his later years like a Renais- 
sance pope, has joined Melba, Edna Ever- 
age and the Sydney Opera House as one of 
the unlikely symbols of Australia. 

It is a curious fate to have befallen the 
man who on his return to Australia after 
World War II, after many wandering years, 
complained of "the Great Australian Empti- 
ness, in which the mind is the least of pos- 
sessions . . . and the march of material ug- 
liness does not raise a quiver from the aver- 
age nerves." 

White has lived a good part of his life in 
Australia as a recluse. His public pro- 
nouncements have often been bad-tem- 
pered, dismissive and scornful of the so- 
ciety around him. Yet Australians, who do 
not readily acknowledge greatness in their 
fellows, have accepted him. It is as if his 
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cantankerousness, arming him to out- 
knock the knockers, has helped him to sur- 
vive, when other “tall poppies” have been 
sliced down around him. His books are on 
the shelves to stay (perhaps unread, like 
many classics) and the phrase “like some- 
thing out of Patrick White” has become a 
common expression for the quintessentially 
Australian grotesque. 

Patrick Victor Martindale White was 
born in 1912 of Australian pastoralist par- 
ents. His Australianness would not have 
stood out, however, among the young 





Giant of ‘Auslit.’ 


Englishmen with whom he was educated 
at Cheltenham and King’s College, Cam- 
bridge, and with whom he served in the 
Middle East in World War II. Nor would 
it have been apparent to the Greek poet 
Manoly Lascaris whom he met in Alexan- 
dria in 1941 and with whom he has shared 
his life. Yet White's Australianness was 
an element in his literary output from the 
start and allowed him to inject a new qual- 
ity into the febrile gentility of the British 
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literary fiction that prevailed in the 1930s 
and 1940s. 

In upbringing and education White was 
Anglo-Saxon, orientated towards London, 
and his literary bloodline can be traced to 
the tradition of the modernist English novel 
— from Thomas Hardy, Henry James and 
Joseph Conrad to D. H. Lawrence and 
James Joyce. But feeling himself an outsider 
from mainstream British culture and so- 
ciety, White strove for a more “continental” 
sensibility that would enable him to em- 
brace the great spiritual and intellectual 
concerns of the European and Russian 
novelists, while at the same time drawing 
on the values of Mediterranean civilisation 
that had so often offered liberation to the 
timorously genteel English. 

It was a genius’ instinct for survival that 
brought White back to Australia with the 
conviction that the great themes could be 
rediscovered there — at any rate in the 
Australia of White’s mind, which was like 
the desert where God and humanity have 
struggled from time immemorial. In 1948 
White published The Aunt's Story, a beauti- 
ful account of a strange, isolated Australian 
woman's odyssey that parallels White's 
own. It can be placed alongside the work of 
Virginia Woolf or Elizabeth Bowen to mark 
White’s deviation from the path of British 
fiction. 

His Genesis saga, The Tree of Man, fol- 
lowed in 1955, and Voss, the ambiguous 
tragedy of a visionary megalomaniac 
explorer, in 1957. Harshly physical, un- 
formed, vulgar, as he saw it, Australia al- 
lowed White to push beyond good man- 
ners to exuberant social satire or mortifying 
scenes that expose appetite and need be- 
neath pretence and refinement. In his later 
work, such as The Vivisector (1970), set 
mostly in contemporary Sydney, gross- 
ness, eccentricity and extremity nestle in 
their creator's bosom in what is almost a 
travesty of authorial — and Australian — 
imperturbability. 


7 MARCH 199% 


Although his novels may have chal- 
 lenged their first readers, however, the 
myth of local hostility towards White's 
Work has probably been exaggerated. The 
Overseas stamp of approval helped win 
-him acceptance in Australia, and he has 
. had advocates at home who appreciated 
somewhat daunting patrician individu- 
ty and the ambition of his enterprise. 
. In the unadventurous — White's phrase 
"dun-coloured" — intellectual climate of 
.the 1950s and 1960s in Australia, White 
stood out, but together with contem- 
 poraries such as the painters Sidney Nolan 
and Arthur Boyd, the poet Judith Wright, 
and the historian Manning Clark. They 
«shared the commitment to find the great 
themes of humanity on Australian soil. 
. In the confidently nationalistic Australia 
¿of the 1970s, White, crowned with the 
Nobel Prize for Literature in 1973, sup- 
ported the reforming Prime Minister 
Gough Whitlam and stood as the central 
-text in the burgeoning new pursuit of Aus- 
tralian Literature — “Austlit.” The sacking 
of Whitlam by Governor-General Sir John 
Kerr in 1975 drew White's patriotic ire and 
propelled him into the public role of protes- 
tor and stirrer. 

His denunciations, through the later 
1970s and 1980s, of consumerism, nuclear 
weapons and the way white Australia has 
treated the Aborigines have carried him 
into populist arenas and allied him with 
younger generations. He became, as one 
journalist quipped, the most available re- 
cluse. While his late work was received 
with bemused respect, the man himself 
had a fascinated following. 

His lifelong devotion to theatre, and to 
theatre people, flowered in a series of plays 
in his later decades, reaching a sentimental 
climax in the revival in 1989 of his first play, 
The Ham Funeral (written 1947), directed by 
White’s chosen director Neil Armfield and 
starring Kerry Walker, and Tyler Coppin as 
the Young Man, a figure of White when 

‘young. An easier-going moral climate al- 
lowed White gradually to strip away some 
wf his veils — in his darkly splendid trans- 
vestite confection, The Twyborn Affair (1979) 
and in his merciless memoir, Flaws in the 
Glass (1981). 

_ He also cooperated with his elected 
biographer David Marr, whose biography 
of White is shortly to appear. White has im- 
pishly encouraged a degree of gossipy in- 
terest in himself, and has become a patron 
saint to an eclectic variety of Australians. In 
a country which craves culture but is awk- 
ward with it, White has had the right mix- 
ture of arrogance and the common touch, 
of wisdom and folly. 

-» The novels are less difficult than they 
Impress as being. White fully exploits his 
abundant linguistic range, splashing words 
around, especially to evoke physical sensa- 
on, like the painter he wanted to be. He 






























has a keen ear for Australian vernacular. 
Setting and state of mind are more impor- 
tant than plot or character interaction. His 
novels are edifices propped up with sym- 
bolic structures, packed, ungainly. We read 
to savour changing lights and effects. 

If there are affinities with the great 
novelists of the past, the comparison also 
points to limitations. White’s characters, 
mostly solitaries, often seem mere masks of 
their inventor. Moral questions are dissol- 
ved rather than explored, and the processes 
of history and politics are largely left alone. 
White is Eurocentric, his Australia bound 
umbilically to the Mother Country against 
which it may rebel. Asia is merely a source 
of exoticism, a place to transit. 

The areas that White has ignored have, 
given his prominence in Australian writing, 
tended to become areas of general neglect 
in Australian writing. His fame, through no 
fault of his own perhaps, has obscured the 
work of others who may have dealt more 
solidly with issues around which he skirts. 
The great novel of Australian social life 
remains The Fortunes of Richard Mahony 
(1930) by "Henry Handel" (Ethel Florence 
Lindsay) Richardson; of family relations, 
Christina Stead's The Man Who Loved Child- 
ren (1940); and of race relations, Xavier Har- 
bert's Capricornia (1938). 

By comparison, White is an illusionist, 
an entertainer, a verbal master endlessly 
manipulating the lighting and make-up to 
trick us into believing the visions which he 
himself would believe. His was fundamen- 
tally a saving vision of last-ditch hope in 
Australia’s fallen humanity, to which he 
gives voice at the conclusion of Voss: “our 
inherent mediocrity as a people. I am con- 
fident that the mediocrity of which he 
speaks is not a final and irrevocable state; 
rather is it a creative source of endless vari- 
ety and subtlety . . .” 

The American critic Harold Bloom has 
identified “the anxiety of influence” where 





money, and has exerted discreet patronage 
towards those he r used as kindred 
spirits. His influence has been oblique, but 
pervasive, 

David Malouf (b. 1934), who wrote the 
libretto of the opera based on Voss, is an ob- 
vious example. Malouf is temperamentally 
unlike White, an essayist rather than a 
mythologizer. His best writing, as in 12 Ed- 
mondstone Street (1985), subdues imagina- 


tion in order patiently to draw out the sub- 


stance of memory, restoring the past with 
meditative serenity. Malouf's classicism is 
naturally Apollonian, in contrast to the 
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We know consistency is one of your 
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of our three polvethylene facilities 
uses the identical, state-of-the-art 
Unipol process, and why our 
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you'll ind a LADENE resin with 
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A finite possession 


China, Britain and Hong Kong: 1895-1945 


by Chan Lau Kit-ching. The Chinese 
University Press, Hongkong. HK$195.00 
(US$30.00). 

Promoting Prosperity: The Hong Kong Way 
of Social Policy by Catherine Jones. The 
Chinese University Press, Hongkong. 
HK$160.00. 

The Illustrated History of Hong Kong 

by Nigel Cameron. Oxford University Press, 
Hongkong. HK$235.00 


Elsewhere it would have been cause for 
a major celebration, but in Hongkong, the 
150th anniversary at the beginning of this 
year was passed off by a government 
spokesman as “not that big a thing.” 

Nobody watching events over the last 
few years will be surprised by this tacit 
acknowledgment of Hongkong’s status as 
an embarrassing and unloved product of 
political malfeasance. For all its vaunted 
success, the British colony has never been 
honoured with a jubilee or centenary. 

The history that began 150 years ago will 
come to an end in 1997, when China takes 
over from Britain. The historical antece- 
dents of Hongkong’s unique situation are 





examined by a number of new books. 

One of the more valuable contributions 
to our understanding of this is China, Britain 
and Hong Kong: 1895-1945. Scholarly and 
chock-a-block with names and dates, Chan 
Lau Kit-ching’s book makes use of a mul- 
titude of previously unused or inaccessible 
Chinese and English sources. The result is 
an eerie mirror image of the present, with 
early versions of local activists and leftist 
patriots, mainland Chinese firebrands, 
inept rubber-stamp Legislative Councillors, 
and other startlingly familiar characters and 
incidents. 

Chan chose her time frame to begin 
with Japan’s defeat of China in the first 
Sino-Japanese war in 1895, a year which 
not coincidentally marked the start of the 
Chinese revolutionary movement that led 
in part to the downfall of the last Qing 
monarch. That movement took Hongkong 
as its base. 

The history ends with Japan’s defeat in 
World War II and withdrawal of its occupy- 
ing forces from Hongkong. Britain’s status 
as an imperial power is drastically reduced, 
and colonialism very much out of fashion. 
China has become a world power, and the 


revolutionaries are now the head of its 
government, and look on their former 
stronghold from a very different perspec- 
tive. 

Perhaps the book’s most surprising re- 
velation is that even at this early stage, 
there were a significant number of people 
who based their actions on a strong com- 
mitment to Hongkong as their permanent 
home. At the time, these were mostly 
members of an elite group of foreign and 
Chinese merchants and professionals, 
hardly representative of the largely tran- 
sient and politically apathetic majority. 

But with the passage of time, the 
number and scope of self-professed belong- 
ers increased, and one senses the surprise 
of often clueless community leaders when 
the formerly passive masses begin to de- 
mand their share of Hongkong's growing 
bounty. Lacking any social leverage of their 
own, ordinary workers used political deve- 
lopments in China to gain what they de- 
sired from the colonial elite, and in return 
were used by mainland Chinese factions 
for their political ends. 

The widening gulf between mainland 
and Hongkong mentalities has gradually 
made mainland politics a less popular re- 
fuge for the aggrieved. But Hongkong has 
remained a pawn in the contest of interests 
between Britain and China, sometimes in- 





Dangerous Company 


The Year of the Fire Monkey by Chris Mullin. Chatto & Windus, 
London. £13.99 (US$27.20). 


Was Chairman Mao assassinated by a Tibetan lama just 
before the 1972 historic visit to China by US president Richard 
Nixon? Well, hardly. Therein lies an obvious flaw in this 
workmanlike thriller by British socialist MP and author Chris 
Mullin. With a plot constructed on this very possibility, the 
reader approaches the denouement with a certain wariness, 
an uncomfortable feeling that a fictional 
legerdemain of the most shameless kind is im- 
minent. | 

Without spoiling anybody's fun, it is fair 
to say this fear is not justified by develop- 
ments. Nor, however, is this central dilemma 
. resolved entirely satisfactorily, with Mullin 
sacrificing an explosive climax, surely the 
sine qua non of the genre, for what in another 
context would be an entirely legitimate conclu- 
sion, that perfidy is the first cousin of real- 
politik. | 
. . The incarnate lama is Ari, who from the 
. window of his lamasery in Litang, eastern 
- Tibet, is an adolescent witness to the passage 
. of his benighted country from theocratic 

feudalism to Chinese vassalage. As relations 
between the lamasery and the Han encamp- 
ment deteriorate to the point of bloodshed, 
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Ari makes his escape to India and to the clutches of the CIA. 

This being the 1950s, no project is too harebrained, no 
chicanery too distasteful, for the callused hands at the East Asia 
Division, where fieldman Harvey Crocker is a buccaneer of the 
old school, combining low-wattage intelligence with sublime in- 
sensitivity. In fact, no cause is truly lost until adopted by Harvey 
and his feckless fraternity. 

For Ari, Crocker had in mind something special. The young 
Tibetan is returned to his home country with instructions to in- 
veigle his way into the Lhasa communist party structure, en- 
dure with self-lacerating silence the odium of his people until he 
is regarded as a quisling of sufficient stature to be worthy of an 
audience with the Great Helmsman. Then he can despatch 
the old brute to the communist Valhalla. 

At the beginning of the 1970s, however, the 
old certitudes are dead, laid to rest by the un- 
likely pair of Henry Kissinger and Richard 
Nixon. With the president about to visit Pe- 
king, the news of a CIA-trained assassin head- 
ing in the same direction, with less cordial 
motivations, rouses the boys at Langley to 
apoplexy. The race is on to bump off Ari before 
he bumps off the chairman. 

Although character development is of an 
irreducible sketchiness, and some of the im- 
plausibilities barely stay within the generous 
margins allowed by the genre (would the 
Americans really rely on an agent of the much- 
derided British secret service to avert a looming 
blunder of such magnitude?), a well-measured 
pace and a sardonic humour maintain the in- 
terest. 8 Steve Proctor 
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fluenced by Japan and the US. If Hongkong 
people feel despair today at the lack of 
genuine concern about their views and 
wishes, they might take some bitter com- 
fort in the knowledge that it has always 
been so. 

Chan’s conclusion is that if history is at 
all an indicator of the future, Hongkong’s 
fate will be entirely up to China, with 
Hongkong people allowed, as always, only 
the choice to stay or leave. As for Britain, it 
“is saddled with the horrendous burden of 
seeing Hongkong through its last days as a 
British colony.” 

Another valuable historical perspective 
is provided by Promoting Prosperity: The 
Hong Kong Way of Social Policy. The title 
suggests a government PR job, but in fact 
Catherine Jones’ study is a wry and often 
deeply felt look at a “rare, protracted, unin- 
tended, unfinished experiment" with "little 
sense or pretence of collective mission, let 





conflict of interests between Chinese and 
European, rich and poor, and ushered in a 
teetering consensus on the relationship be- 
tween public welfare and the proverbial 
"prosperity and stability." 

Grudgingly imparted morsels of largesse 
have brought social stability with minimal 
sacrifice to prosperity. More cynically, in 
the absence of cradle-to-grave social sec- 
urity, Hongkong people have been spurred 
to a relentless striving for a decent life that 
has resulted in the present dynamic eco- 
nomic miracle. The territory's social policies 
are an affront to anyone with a keen sense 
of social justice and equality, and many suf- 
fer under their inadequacies. But in com- 
parison with the costly failures of many 
Western welfare states, they work. 

Jones sees the key to this dubious suc- 
cess in the rich incentives offered by Hong- 
kong's highly mobile social hierarchy. A 
poor welfare recipient today can still aspire 
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‘An island to be possessed in perpetuity by Her Britannic Majesty...' 


alone lasting achievement. It is a tale domi- 
nated by anti-heroes and anti-heroics, with 
not even the prospect of a ‘proper ending’ 
to come." 

The developments that Jones tends to 
refer to as "social policy" were mainly ad 
hoc responses of a centralised bureaucracy 
to situations that threatened to run out of 
control and destroy Hongkong's value as a 
factory of fortune. Sanitation and building 
ordinances were implemented to keep the 
epidemics of the teeming underclass from 
spreading to the commercial and political 
elite; subsidised education introduced to 
endear the colonial rulers to their reluctant 
subjects; limited welfare aid and labour reg- 
ulations to pacify the exploited masses 
when they threatened violent eruptions; 
public housing to handle the destabilising 
floods of refugees from China. 

Jones carefully traces the political and 
social changes that gradually reduced the 
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to be a tax-paying millionarie tomorrow, 
and Hongkong people, with their strong 
work ethic, would much rather enjoy the 
pleasurable fruits of their labour than accept 
charity for “failure.” 

But the cohesive sense of common in- 
terest has developed just at the time when 
it has become jeopardised by the imminent 
return of sovereignty to China. Ironically, 
the future socialist master is likely to im- 
pede rather than contribute to the social 
welfare developed under  cold-eyed 
capitalism. The result: " “Hong Kong New 
Society’ has already the air of a might-have- 
been indeed.” 

A minor quibble is Jones’ textual ar- 
rangement, using lengthy end-notes to pro- 
vide parenthetical comments and elabora- 
tions on the main text. The constant flip- 
ping back and forth — in one case, five 
notes in a single sentence — detracts great- 
ly from the pleasure and ease of reading 
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this valuable study. 

An easier read in all aspects is provided 
by The Illustrated History of Hong Kong. Writ- 
ten in an affable style, and profusely illus- 
trated, Nigel Cameron’s history devotes 
lavish attention to local colour and fascinat- 
ing individuals. 

A look at the bibliography provokes 
reservations about the authors daim 
to “make use of Chinese sources, where 
these are available.” But he does take obvi- 
ous pain to cast a local perspective on 
events, and point out how antagonisms be- 
tween the Chinese and foreign com- 
munities, and a general lack of caring rulers 
at some stages, contributed to bitter social 
battles. 

In general, Cameron's history is one of 
admirable, or at least condonable, inten- 
tions. Hongkong's ruling elite will feel little 
discomfort with the description of the 
"urban epic" of Hongkong's more recent 
industrialisation and political development, 
handled by skilful officials on behalf of a 
passive populace who are after all (oh yes, 
that again) unaccustomed to democracy 
and civil rights. 

Those who want to enjoy colonial 
Hongkong as a "colourful period" of his- 
tory will certainly enjoy Cameron's book. 
Those who want a better understanding of 
the darker and more frustrating aspects of 
that history should look to Chan and Jones. 

8g Stacy Mosher 





Spitting 
images 


Shadow Hunters: The Drama of Bird's Nest 
Gathering by Eric Valli and Diane Summers. 
Sun Tree Publishing, Singapore and London. 
S$88.00 (LIS$49.00). 

Men risk their necks for it. Gangs kill for 
it. Hypochondriacs swear by it. Fortunes 
are built on it. "It" is the swiflet's spittle, the 
tasteless gunk that is served up with chic- 
ken stock in the overrated Chinese deli- 
cacy, yanwo, or bird's nest, soup. 

In Hongkong, the authors of this book 
of photographs say, these edible nests sell 
for US$2,000 a kilo; shipments from In- 
donesia alone come to US$20 million a 
year. The authors do not sufficiently go into 
the reasons for the saliva's appeal. I won- 
der if I am alone in finding it hard to under- 
stand this Chinese passion fully without 
spending a weekened in the southern Thai 
town of Hat Yai, close to the border with 
Malaysia. 

There is no missing the abundance of 
bird's nest shops and restaurants there, nor 
the hordes of eager-eyed male Chinese trip- 
pers spewed out by coaches from Malay- 
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sia. Lest you miss the point, the place is 
chock-a-block with massage parlours. The 
sinergy of bird’s nest soup and massage is 
said to do wonders for flagging sinews or 
wilting virility. That, at any rate, is what 
those Malaysian trippers believe. 

It only goes to confirm what common 
sense has always told you — that sex, like 
so much else, is in the mind. You do not 
doubt the wonders worked by the mas- 
seuses, but the efficacy of bird’s nest is on 
a par with that of yoghurt, press-ups or 
deep-breathing exercises. Even if it were 
true that yanwo, being highly nutritious, 
will keep a man in good nick when con- 
sumed in sufficient quantities, it is surely 
going a bit far to think it an aid to dalliance. 

But then, magic and medicine have 
been mixed up in Chinese food-drug lore 
too long to be easily disentangled. This is 
not to knock Chinese folk wisdom, just 
some of it. You needn't believe that shallots 
ease childbirth, or stewed donkey meat al- 
lays madness just because some modern 
scientific discoveries were anticipated by 
Chinese herbals. 

But when it comes to Chinese folk be- 
liefs, it is no good appealing to reason. 
When Prof. Kong Yun Cheung of the 
Chinese University of Hongkong tells the 
authors about a glyco-protein found in 
yanwo and how this helps to fortify our im- 
mune system, he is speaking as a scientist. 
But when he starts speculating about what 
bird’s nest might do for the treatment of 
AIDS, the question that comes to mind (to 
this reviewer's at least) is: is there a Taoist 
alchemical fantast struggling to get out? 

A good case can be made for the prohi- 
bition of nest gathering; the species will 
simply die out if harvesting goes on at the 
present rate. Sadly, there is no reason to 
think that it will not go on at the present 
rate. Since Eric Valli and Diane Summers 
have made it their business to document 
disappearing ways of life (with their earlier 
books, too), one way of looking at this hus- 
band and wife team is to see them as 
forerunners of doom. In a cave on an An- 
daman Sea island, on the southwestern 
coast of Thailand, they saw, amid shattered 
eggs, hundreds of newly hatched swiftlets 
dying on the cave floor and cockroaches 
moving in for the feast. 

There is a somewhat unconvincing sen- 
tence in the otherwise unexceptionable text 
of this book: “Mr Apichat is concerned 
with conservation.” Mr Apichat, who 
stands in a long line of Chinese conces- 
sionaires, happens to hold a five-year lease 
for harvesting bird’s nests on 60 islands in 
the Andaman Sea, paying the Thai Govern- 
ment US$1.5 million for the privilege. He 
might be an improvement on other conces- 
sionaires, but after you have worked out 
what conservation would do to the side his 
bread is buttered, you could be excused for 
wondering. 
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Apichat spoke to the authors when he 
came to make his rounds of the islands, 
trailing armed escorts. Poachers and pirates 
“shoot to kill,” he said. He employs a 
hundred men, mostly southern Thai Mus- 
lims, to scale rickety bamboo ladders to 
pluck the nests from cave walls and ceil- 
ings. 

To photograph three of them at work, 
Eric Valli learned to climb up rock faces and 
stalactites himself. A strong stomach is 
needed for this, something between the 
cool of stunts-men and the fanatical moti- 
vation of kamikaze pilots. Trusting your 
weight to a rotten bamboo, you could fall 
300 feet to your death, landing in the thick 
bed of guano (bird excrement) whose 
stench, rising from the cave floor, had 
made you reel at the start of your ascent. 
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Pulling himself into a sea-cave entrance. 


You don’t begrudge Valli the book, film, 
exhibition, lecture series and National Geo- 
graphic article he managed to get out of his 
experience. 

The pictures are arresting (and will no 
doubt contribute to that familiar process 
whereby the mystery of unknown places is 
dissipated by photography). Scaffoldings of 
vines, lianas and bamboo play their part in 
making the images vertiginous to look at. 
The deep shadows — the caves are pits of 
blackness, dimly torch-lit — are enough to 
show what the camera was up against tech- 
nically. 

Shadow Hunters, which appears in sev- 
eral editions, is published also in Chinese. 
Readers’ coffee tables had better be large. 
The book is 285 x 390 mm: bigger they 
don’t come. B Lynn Pan 
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Rose-coloured 
spectacles 


China Misperceived by Steven W. Mosher. 
New Republic/Basic Books, New York. 
US$19.95. 

Chinese Society on the Eve of Tiananmen 
edited by Deborah Davis and Ezra Vogel. 
Harvard/East Asia, Cambridge (Mass). 
US$16.00. 

The Chinese People’s Movement edited by 
Tony Saich. M. E. Sharpe, Armonk, New York. 
US$29.95. 


China Misperceived says much more 
about the US than about China. Steven 
Mosher sets out to chronicle how and why, 
for the past 200 years, American images of 
China have lurched from one cartoonish, 
emotive oversimplification to another — 
often diametrically opposed. 

In US eyes, the Chinese are transformed 
with bewildering speed from Yellow Peril 
hordes to altruistic socialist New Men, from 
soulless “blue ants” to potential converts to 
American religions and ideologies. Mosher 
sums up these mood swings with an (ad- 
mittedly over-tidy) periodisation of US 
opinion about post-Liberation China into 
four "Ages" — Hostility (1949-72), Admira- 
tion (1972-77), Disenchantment (1977-80), 
Benevolence (1980-89). 

These "Ages" are ushered in — and out 
— by a handful of journalists and academics. 
Such "culture brokers" wield far more in- 
fluence over US perceptions of China than 
of other countries. 

The reason is that Americans always 
need a "super-story" for China, an over- 
arching contextual framework that must in- 
evitably oversimplify. This is the only way 
they can come to terms with a land so dis- 
tant and alien, yet so inextricably bound to 
the US by Pacific Rim geography, plus the 
legacies of immigration and missionary zeal. 

Yet the objectivity of the "culture bro- 
kers" is beclouded by such considerations 
as career advancement and continued ac- 
cess to the Middle Kingdom. This makes 
them malleable by suave manipulators like 
the late premier Zhou Enlai or cynical self- 
servers like ex-president Richard Nixon. 

With his acid style and his eye for ironic 
anecdote, Mosher is at his most devastating 
when he portrays the wilfull self-decep- 
tions of Chinese communism's American 
apologists, be they in wartime Yanan or in 
the White House press corps. He reserves 
special scorn for the academics among 
them. 

John K. Fairbank, for instance, out-does 
Deng Xiaoping in the number of index en- 
tries he rates — and hardly any of them are 
complimentary. Later luminaries like Ezra 
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Vogel and Michael Oksenberg also come in 
for their share of opprobrium. 

Mosher's indignation blazes best when 
he describes how these scholars turned a 
blind eye to such colossal catastrophes as 
the post-Great Leap famine or the brutality 
of the Cultural Revolution. He goes to town 
with the black comedy of US pundits 
caught off-step each time a new Peking line 
"re-assesses" some fiasco from the past. 

Somehow his brio flags, however, when 
he describes America's interludes of Red- 
baiting. No mention at all is made of the 
witch hunts against experts like Owen Lat- 
timore, whose views were far better 
grounded than those of the rightwing 
architects of the High Cold War "super- 
story." 

To understand the biases at work here, 
it helps to look at the author's own back- 
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ground. So Mosher offers a sketch of his 
2volution as a sinologist: the first idyllic 
zlimpse of mainland China, the years of 
anguage training, the leftish shibboleths 
mbibed at graduate school, the dawning 
ealisation during fieldwork that the revolu- 
ion had failed its core constituencies. But 
ye lets it go at that. 

Perhaps, in light of the media stir he 
reated in 1982-83, he considered the rest of 
lis story too well known to require re-ela- 
oration: how he was expelled from China 
or publishing his field findings; and how 
iis university, fearful of jeopardising future 
icademic access to China, kicked him out 
f its graduate programme — with the im- 
licit support of the US sinological estab- 
ishment. A fuller account of these events 
night provide a clearer context for his 
inimus towards so many established China 
ands. 

The book rigorously sticks to its stated 
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“beat,” seldom overstepping the bounds of 
a history of American perceptions into the 
“harder” realm of a political or intellectual 
history of China itself. So attenuated a topic 
is hard to sustain, however, for more than 
200 pages, even for a writer with Mosher's 
narrative gifts and engaging bitchiness. 

With such a circumscribed purview, the 
book all too often conveys the impression 
that the vicissitudes of US opinion on 
China move independently of any underly- 
ing reality, and that the Middle Kingdom 
remains unvarying in its broad outlines: 
tyrannical apparatchiks riding herd on 
yearning democrats. 

In his concluding chapter — on the pub- 
lic opinion upshot of the Tiananmen 
tragedy — he urges Americans to put by 
their old love-hate ambivalence and recog- 
nise that the “good” and “bad” China have 





co-existed all along, at least since 1949. The 
distinction, it turns out, is simply between 
the “highly intelligent, persistently indus- 
trious and cheerfully stoic” Chinese people 
and the murderous communist regime. 

It does not take a Peking apologist to 
realise that this merely substitutes, in place 
of the “unitary China” image that Mosher 
so deplores, an equally phony dualism. In 
this, Mosher is as guilty of oversimplifica- 
tion as his “culture broker” targets. 

On the other hand, the “brokers” them- 
selves (sub-genus academic) seem to be 
tooling up intriguingly complex new 
“super-stories.” Chinese Society on the Eve of 
Tiananmen and The Chinese People’s Move- 
ment both set out to describe and even 
(cautiously) to predict the course of a polity 
that is now generally seen to be too volatile 
to sustain. 

Of the two books, only Tony Saich’s 
expressly attempts, with the benefit of 
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hindsight, an etiology of the 1989 events. 
The papers in the People’s Movement com- 
pendium arose from post-Tiananmen dis- 
cussions in Leyden, Netherlands, and a 
September 1989 conference in the US. 

Society on the Eve, even more daringly, 
reprints papers from a 1988 conference 
which have now been overtaken by events. 
The approach is generally more numerate 
and empirical, and the data are already 
dated. But even in these pre-Tiananmen tea 
leaves, some of the scholars managed to 
find signs of coming instability. 

Political scientist Tyrene White, for in- 
stance, writes that the reformist separation 
of political and economic decision-making 
has resulted in the establishment of two 
complete top-to-bottom bureaucracies: party 
and administrative. 

Local level cadres, the key link in the 
control network, now find themselves 
caught between a proliferation of second- 
guessers above and an ever-more-demand- 
ing populace below. “How long,” she asks, 
“will they labour in this climate before they 
rethink their obligation to the party?” 

Berkeley sociologist Thomas Gold 
homes in on another long taken-for- 
granted Dengist constituency, the private 
business entrepreneurs. Their rise and pres- 
tige are an outgrowth of the reformist “com- 
moditisation” of housing, education and 
health care — benefits the allocation of 
which used to be an important basis of 
cadre power. 

Since the entrepreneurs have volunta- 
riy chosen to "marginalise" themselves, 
their disproportionate wealth incites 
jealousy — all the more so since, with "little 
faith in the longevity of the private sector,” 
they go in for conspicuous consumption 
while they can. Ideal scapegoats, Gold con- 
cludes, for a regime on the defensive. 

Not that this necessarily makes the en- 
trepreneurs natural allies of the demo- 
cracy advocates. In casual conversation, a 
depressing proportion of them seem to see 
activist students as no more than a passing 
— and deplorable — perturbance of the 
business climate. Perhaps in China, as in so 
many of the already-established economic 
"dragons" of Asia, "bourgeois" may not 
equate with "liberal" after all. 

In People's Movement, Kathleen Hartford 
describes how the uneven patchwork of 
economic reforms had managed to alienate 
the communist party's old client groups — 
senior cadres, urbanites, state factory work- 
ers — without successfully cultivating new 
ones such as technocrats or entrepreneurs. 

To harness such divergent interests to 
the cause of development, Peking theorists 
flirted with "neo-authoritarian" doctrines in 
pre-Tiananmen days. But with such solu- 
tions, "it matters very much who invokes 
it,” she says. And “no such formula is pos- 
sible in a polity that is out of step with both 
economy and society." B Lincoln Kaye 
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BUSINESS AFFAIRS 


INVESTMENT 


Australian firms emerge from behind their barricades 


Oz goes offshore 





By Glenda Korporaal in Sydney 


ustralia’s trade and investment 

links with Asia are expected to be 

strengthened by a tariff-reform 

package due to be announced on 
12 March. While labour unions and many 
manufacturers view the prospect of cheap- 
er imports with alarm, some companies 
have already relocated production to lower- 
cost centres, especially in Asia. 

A high-wage labour force notorious for 
its restrictive practices — as well as a small 
domestic market — has traditionally kept 
manufacturing costs in Australia much 
higher than in Asia. For a long time, 
domestic industry was insulated from the 
stiff breeze of competition by an effective 
rate of assistance to manufacturing industry 
(including non-tariff barriers) that was as 
high as 35% in 1970. 

Treasurer Paul Keating, the architect of 
the Labor government's drive to inter- 
nationalise the Australian economy, is pres- 
sing for major cuts in the protection 
granted to industry. As a result of a pro- 
gramme announced in May 1988, the effec- 
tive rate of assistance to manufacturing was 
reduced to 17% in 1990. The March state- 
ment will outline the next phase of a 
schedule for reducing protection for manu- 
facturing industry; the current schedule ex- 
pires at the end of 1992. 





Manufacturers of cars, steel, clothing, 
textiles and footwear — traditionally the 
most protected industries — are facing the 
severest shake-up. The clothing industry, 
for example, is expected to see its effective 
rate of assistance decline to 117% in 1995, 
from 176% in 1987. 

The whittling down of tariff charges, the 
deregulation of the Australian financial in- 
dustry since 1983 and the growing attrac- 
tion of Asia as a production centre and as a 
market have prompted a major restructur- 
ing of Australian industry in the past few 
years. Manufacturers are increasing their 
investment in Asian countries and stepping 
up sourcing from Asian producers. 

Australian imports from Asia rose to 
A$17 billion (US$13.4 billion) in the fiscal 
year ended on 30 June 1990 from A$10.9 bil- 
lion in the year to June 1986. Investment in 
Asian manufacturing and service industries 
(not including China) has risen from A$999 
million in 1985-86 to A$1.7 billion in 1989- 
90. Malaysia, Thailand and China have at- 
tracted much of the new investment. 

The Australian Government's official ex- 
port credit agency (which provides insur- 
ance for non-commercial risks associated 
with offshore investment) reflects the pre- 
ference for Malaysia and Thailand. Of a 
total liability of A$473 million at 30 June 
1990, A$126 million was for investments in 
Malaysia, A$84 million for Thailand, A$56 


million for Indonesia and A$41 million for 


China. 
The Melbourne-based manufacturer 
BIR Nylex, which in December 1990 


floated Nylex (Malaysia) on the Kuala Lum- 
pur Stock Exchange, is one of several com- 
panies to have seen the advantages of 
offshore production. “We intend to use the 
listing as a beachhead for our Asian invest- 
ments,” the then chief executive, Alan 
Jackson, said at the time. 

The company, which shed more than 
1,500 jobs in Australia last year, also has op- 
erations in Taiwan, where it has a majority 
shareholding in Asia Polymer Corp. and 
the Taita Chemical Corp., and a controlling 
stake in China General Plastics Corp. BTR 
Nylex’s turnover in Asia now accounts for 
18% of the total, and more than 16% of its 
assets are there, mainly in Malaysia and 
Taiwan. 

The company’s new chief executive, 
Graeme Pearson, who established BIR 
Nylex’s Malaysian operations in the early 
1970s, argues that Australian mass-pro- 
duced manufactured goods are probably a 
lost cause but that “there are a lot of oppor- 
tunities to manufacture products which fit 
into a market niche.” 

BHP Steel, through its John Lysaght di- 
vision, has established a major network of 
plants throughout Southeast Asia, includ- 
ing Malaysia, Singapore and Indonesia. In- 


assets in Asia are worth about A$350 million. 
“In recent years, [Pacific Dunlop's] connection to both manu- 


An Asian manufacturer 


The Melbourne-based conglomerate Pacific Dunlop, one of 
Australia’s largest with annual sales of A$5 billion (US$3.9 bil- 
lion), epitomises the value of a flexible industrial strategy in a 
less-protected home market. 

The company has transformed itself from a domestic man- 
 ufacturer into a global marketer and product distributor, sourc- 


. ing its goods from low-cost manufacturing bases, mainly in 


Asia. For many of its Australian employees, however, the 
medicine has been unpalatable. Thousands of jobs have been 
lost as production has been switched offshore. 

China has become a major manufacturer of the company's 
brand-name hosiery and footwear, as well as a producer of and 
market for industrial cable. Rubber goods are now largely pro- 
.. cessed in Thailand, Malaysia and Sri Lanka. 
= About one-third of the company's profits (A$300 million 

in the year to June 1990) are sourced from offshore. Total 
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facturing per se and to its domestic execution has lessened,” 
says Brad Orgill, an analyst who follows the company for bro- 
kers Potter Warburg. This is demonstrated by the progressive 
relocation of plant out of Australia and into Asia, by the closure 
of selected domestic footwear-manufacturing facilities to be re- 
placed by increased Chinese sourcing and by the continuing 
growth in Asian joint ventures. 

Orgill says Pacific Dunlop's shift to Asia has been driven by 
a combination of factors, including cheaper labour costs, prox- 
imity to supplies of raw materials such as cotton and latex, and 
subsidies and other inducements offered by investment-hungry 
overseas governments. 

The company's Pacific Brands division — whose product 
range includes footwear, textiles, sporting products and bed- 
ding — has undergone rigorous surgery since the government 
removed some of the barriers to foreign competition. 

Operations which generated revenue of about A$140 million 
have been closed, and about 4,000 workers have been made re- 
dundant, out of a labour force that was once 10,000 strong. The 
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creased international competition — par- 
ticularly from new steelmaking countries 
such as South Korea — has prompted the 
steel division to turn its attention away 
from semi-finished steels to more sophisti- 
cated, high value-added output. 

Other offshore moves include the deci- 
sion late last year by Brisbane building pro- 
ducts group Hunter Douglas to move its 
operations to Malaysia and Thailand. The 
company argued that the shift was moti- 
vated by the strong potential in Asia com- 
pared with the weakening demand in the 
depressed Australian economy. However, 
it also stands to gain from lower labour 
costs and tax benefits in Asia. 

The big Australian retail chains are in- 
creasingly switching from domestic sup- 
pliers of clothing and footwear products to 
Asian producers. In a recent presentation 
to analysts, conglomerate Pacific Dunlop 
pointed out that annual wages for an Aus- 
tralian shoe-factory worker were A$15,600, 
compared with A$1,080 paid to the equiva- 
lent worker in China. 


espite the big cut in effective as- 
sistance to industry, Australia’s 
direct support levels are still 
high. Nominal tariff levels for 
traded goods are currently at 15%, against 
14% in New Zealand, 13% in Taiwan, 11% 
in South Korea, 6.2% in Japan and only 
3.3% in the US. 

While the March statement is expected 
to provide for further reductions in protec- 
tion, the government's appetite for major 
overhaul of the tariff system has been seri- 
ously affected by the severity of the Austra- 
lian recession. Treasurer Keating is likely to 
meet opposition from within his party for 
all but the most modest of measures. 

In a report entitled Australian Manufac- 
turing in the Nineties issued last year, the 


import share of the division's A$850 million in sales has jumped - 


from 50% to 70% in the past few years. 


Two years ago, 50% of the company's footwear output came 
from Australian factories. Now it is 30-35%. A 
put of its own offshore manufacturing bases, 

servicing demand by buying and re-selling imported 


Australian Manufacturing Council propos- 
ed a much slower reduction in protection. 
The council blames the woes of Australian 
industry on the high cost of capital, high re- 
lative rate of inflation, government ambiva- 
lence to industrial projects that are environ- 
mentally sensitive, and a lack of progress in 
freeing up sectors such as internal transport 
and shipping. The most likely outcome is a 
gradual reduction in the level of across-the- 


Australia's falling tariffs 





board tariffs, with the ultimate aim being a 
cut in the general level to 5% by the end of 
1997. 

Much interest in the 12 March package 
will focus on the level of assistance to be 
maintained for the domestic car industry, 
which has five major manufacturers in a 
country of only 17 million. The govern- 
ments Industry Commission has recom- 
mended that tariff protection for the motor 
car industry be reduced to 15%, from 35%, 
by 2000. Manufacturers, labour unions and 
politicians have responded that cheaper im- 
ports would have a devastating impact on 
the industry. 


from the out- 


ecompanyisin- Brass said last year. 
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Pacific Dunlop’s automotive 


Japanese car companies operating in 
Australia have warned that they may con- 
sider reducing their investment if the Bov- 
ernment implements the commission's re- 
commendation. They have already sche- 
duled some A$2 billion in new investment 
in Australia over the next few years. How- 
ever, a 15% tariff rate on imports could see 
the disappearance of one of the Big Five. 

A less-protected industrial sector has 
been forced to become more export- 
oriented. The rising prosperity of the Asian 
region has made it the largest and fastest 
growing market for Australian exports. 
Asia now accounts for some 56% — or 
more than A$27 billion — of Australia’s ex- 
ports compared with only 49% in 1984. Six 
of Australia’s 10 major export markets are 
in Asia: Japan, South Korea, Singapore, 
Taiwan, Hongkong and China. 

Industrialists have been forced to re- 
think the country’s true competitive advan- 
tages. Interest has increased in expanding 
the tourism and financial sectors, both of 
which attracted substantial Asian invest- 
ment in the 1980s. 

The decade saw a big increase in nomi- 
nal terms in investment from Asia, particu- 
larly from Japan, accounting for 18.5% of all 
direct overseas investment in 1989. The 
level of Japanese direct investment in Aus- 
tralia rose from A$2.8 billion in 1985 to 
AS9.7 billion in 1989, mostly in the financial 
services and mining sectors, as well as the 
car industry. The stock of other Asian in- 
vestment over the period rose from A$3.8 
billion to A$5.2 billion. 

Of the A$1.5 billion total investment by 
other Asian countries, the bulk — A$827 
million — was in finance, investment and 
insurance. Other major areas of attraction 
were property and tourism (A$297 million) 
and mining (A$152 million). Manufacturing 
attracted a paltry A$30 million. w 


Shenzhen special economic zone to supply China and other 
Asian countries. Olex is cor 
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battery operations have also 


ea sanely 
. Of its total A$400 million footwear sales in Australia, 
an estimated 65% are of imported products. 

Pacific Dunlop is to expand production at a joint-venture 
hosiery factory in Peking for a concerted push into Europe and 
North America. Managing director Philip Brass says: “Socks are 
som that are labour intensive and cotton intensive and 
China has lots of labour and cotton." 

Although capital investment in the rubber products division 
is heavily directed towards countries such as Malaysia and Thai- 
mate the company last year announced plans to invest US$17 
millior Eros a rubber-processing plant in Binh Lung in 





si /— Thec company's industrial-cable subsidiary, Olex, which has 
. a major share of the Australian market, last year commissioned 
a  US$71 million telecommunications cable plant in China's 
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seen increased sourcing from Asia, though not witout ig 
the company some embarrassment. In May 1990, its GNB batte ry 
division lodged a dumping complaint against batteries im ported - 
from Indonesia, South Fires, the Philippines ye ad 
Taiwan. Brass threatened to close the company's plant in 
Elizabeth, South Australia, if the government did not atc. i d 
However, media stories later revealed that GNB was a 1 na : e ^e 
importer of the batteries allegedly being dumped and th 
eed was selling some imported batteries labelled as Aus 
made. 4 
"Pacific Dunlop will increasingly be viewed as a marketer — 
and distributor of product," says Orgill, “In practice, this will — 
entail the manufacture and sourcing of product in Asia for sale _ 
into the rich markets of North America, Europe and Austra- - 
lia.” ! m Glenda Korporaal 
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Foreign brokers in Asta braced for lean tumes 


Taking stock 


By Anthony Rowley in Tokyo, Jonathan 
Friedland in Hongkong and N. Balakrishnan 


recent rise in both the value and 

volume of stockmarket turnover in 

Tokyo, Hongkong and Singapore 
has bought foreign stockbrokers at least a 
temporary reprieve from a fresh round of 
budget and personnel cuts. But a continued 
shrinkage of the securities industry in New 
York and London would probably lead to 
a further contraction in the size of Asian 
branch offices. 

The most bearish news for foreign 
stockbrokers in the past few weeks has 
been the abrupt closure of the Hongkong 
stockbroking affiliates of two big US finan- 
cial institutions, Morgan Stanley and Bank- 
ers Trust. Bankers Trust is also said to be 
looking for a buyer for its 49% share in a 
Singapore broker. 

Other US securities firms, 
including ' Merrill Lynch and 
Lehman Brothers, have been 
feeling the pinch and much 
more tightly so than some of 
their foreign rivals. The former 
came to Asia later and failed to 
develop a market niche. They 
staffed their branches expen- {UE 
sively without ensuring that 
their head offices were fully |. 
committed to ride out the 
troughs when times were also 
bad in New York. 

Quite apart from the prob- 
lems back home, foreign sec- 
urities houses face a similar dif- 
ficulty in Asia: high overhead 
and low revenues as a result of 
a decline in brokerage commissions last 
year. The drop in stockmarket turnover 
was particularly severe in Tokyo, where 
average daily volume fell to 300 million 
shares at end-1990 from more than 1 billion 
a year earlier. 

The decline in activity was also keenly 
felt in Hongkong, which saw a 2576 drop 
in the same period. Turnover in Singapore 
peaked in February 1990 and then fell, by 
the end of the year, to one-tenth of the level 
it had been at the beginning of the year. 
Low stockmarket volume in the region has 
prompted many Hongkong-based fund 
managers to cut drastically the number of 
brokers they deal through. 

Tokyo's bull run in February — spurred 
by foreign buying — has boosted share vol- 
umes to 1.2 billion on some days, but few 
expect this rally to last. The average 


40 


stockbroker there can break even if overall 
turnover amounts to 800 million shares a 
day, according to Bernard Grigsby, manag- 
ing director of Barclays de Zoete Wedd in 
Tokyo. 

One way to soften the blow from re- 
duced turnover in Tokyo has been to rely 
less on brokerage commissions and more 
on activities like index arbitrage, an area 
where the Big Four local brokers (Nomura, 
Daiwa, Nikko and Yamaichi) admit they 
lag behind. The two most profitable of the 
52 licensed foreign stockbrokers in Tokyo in 
the six months to September 1990, Salomon 
Brothers and Barings, are particularly 
strong in index arbitrage, and others such 
as Goldman Sachs and Jardine Fleming are 
thought to derive similar benefits from this 
form of trading. 

Outside this group of six or so firms, 
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many foreign brokerages are believed to be 
losing money at present, especially those 
affiliated to foreign banks. Redundancy 
pressures are likely to be particularly strong 
at County Natwest of Britain, the biggest 
loss-maker during the period. 

Apart from Chase Manhattan Bank and 
Chemical Bank, which withdrew from the 
Tokyo stockmarket in the past year or so, 
few foreign brokers are thinking of closing 
down there. Instead, their attention has 
focused upon staff cuts of various kinds. 
Expatriates have been relocated to London 
or New York, and local staff are not being 
replaced when they leave. Paring down the 
number of Japanese employees has been 
particularly ticklish, since they comprise a 
high proportion of the 6,500 people em- 
ployed by foreign brokers in Tokyo. 

Because of the way industrial relations 
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work in Japan, local staff are not abruptly 
sacked at the foreign firms. Rather, senior 
employees are offered a hint that they 
should look for another job. “There is quite 
a lot of weeding out going on now at high 
levels, but people will not talk about it, be- 
cause it is seen as a managerial failure to 
allow it to happen,” says one stockbroker. 

However much overcapacity there 
may be in Tokyo, foreigners know that 
once they close their doors there, they may 
never be allowed back in. Foreign govern- 
ments lobbied hard to help 25 of them gain 
membership in the Tokyo Stock Exchange 
in the past four years. Seats cost ¥1-1.3 bil- 
lion (US$7.7-10 million). This is likely to 
mean that they will cling on more doggedly 
than if joining the exchange had been a 
straightforward exercise. 

The same thing applies to foreign bro- 
kers in Singapore, where only eight (out 
of a total of 26, both local and foreign) 
firms have gained full membership of the 
stock exchange, by means of a 49% partici- 
pation in joint ventures, the maximum per- 
centage permissible. Rashid Hussain Sec- 
urities of Malaysia was the latest entrant, 
when it formed a joint venture with Al- 
liance Securities in January 1991 at a re- 
, puted cost of S$14.2 million 

2 (US$8.4 million) for a seat. The 
-€ other 31 foreign companies are 
so-called "half brokers" which 
cannot trade on the exchange 
floor directly and must split 
commissions with those that 
can. 
Foreign secruities firms in 
Singapore know that they 
would receive very short shrift 
from the authorities if they pull- 
ed out of the island and wanted 
to re-enter at a later date. But 
most seem reasonably optimis- 
tic about the future, because 
their operations are fairly lean 
and activity has picked up ap- 
preciably since the end of last 

ear. 

The main problem has been when joint- 
venture partners have fallen out. One 
such venture between Security Pacific 
Banks Hoare Govett and Summit Sec- 
urities was closed last year, but Hoare Gov- 
ett continues to operate a representative of- 
fice in Singapore, while Summit retains its 
seat. 

Prospects in Hongkong appear some- 
what less rosy than in Singapore and 
foreign brokers with regional headquarters 
in the former centre have reduced their hir- 
ing and, in some cases, shed staff. Larger 
firms, such as Barings, Jardine Fleming and 
Hoare Govett, claim to be absorbing the im- 
pact of lower revenue by cutting bonuses 
and the number of non-essential employ- 
ees. Crosby Securities has fired two of its 
top managers, Cresvale Securities has sack- 
ed several junior members of staff and sev- 
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eral senior employees at Thai-owned Asia 
Equities are looking for new jobs. 

One big firm likely to be reorganised 
is James Capel, a brokerage subsidiary of 
Hongkong & Shanghai Banking Corp., 
which has been losing money for the past 
five years. It now appears that its business- 
es are being quietly merged with those of 
Wardley Ltd, Hongkong Bank’s other in- 
vestment bank, following the appoint- 
ment of Wardley’s chairman, Bernard 
Asher, as chief executive of James Capel in 
January. 

Within the cloud surrounding Hong- 
kong’s foreign brokers is a thin, silver lin- 
ing. Starting salaries for young brokers 
have dropped by as much as 25% to 
HK$25,000 (US$3,200) or so a month since 
the middle of 1989. And the price of a seat 
on the Hongkong Stock Exchange — 
should anybody want one — has declined 
by 30% to around HK$700,000 in the same 
period. 

As for local securities houses — some 
240 in all employing 165,000 people at 
the end of June 1990 — have so far shed 
6,500 employees, mainly female sales 
staff, according to the Japan Securities Deal- 
ers Association. But there may be many 
more who have quietly left without being 
sacked. 


Julian Baum writes from Taipei: Taiwan's 
overpopulated securities industry (where 
foreign firms are confined to the fringes 
of the stockmarket at the moment) has not 
experienced the shakeout many analysts 
predicted last year. Only four bankruptcies 
have been reported since July 1990, while 
29 new brokerage licences have been is- 
sued. 

Brokers say that high initial capitalisa- 
tion requirements of a minimum of NT$200 
million (US$7.4 million) and low overheads 
have been temporarily keeping the com- 
panies afloat since the 1990 stockmarket 
crash. The stockmarket has almost doubled 
in value since its low point was reached 
in October 1990. A reasonably strong turn- 
over has also helped sustained interest in 
the industry, despite year-end losses for 
roughly one-third of the island’s companies 
and another one-third barely breaking 
even. 

Meanwhile, several of the larger, more 
profitable firms such as Jih-Sun Securities, 
Kuo Hua Securities and the President 
group of stockbrokers are buying control- 
ling shares of smaller dealers. The con- 
solidation of the market was called for 
by the Securities and Exchange Commis- 
sion in the middle of last year. Analysts 
say, though, that some companies will not 
survive until 1992. The number of com- 
panies speculating in shares by using their 
own capital or which are exposed to cus- 
tomers who walked away from margin calls 
was fewer than many analysts assumed 
last year. » 
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A currency cycle 


Entrepots such as Hongkong, where exports of goods and services are the equiva- 
lent of 140% of GDP, are peculiarly sensitive to changes in currency rates. A weak 
local currency is likely to have a big, upward effect on exports, growth and imported 
inflation; a strong currency will have the opposite effect. 

Because of the importance of the exchange rate, the Hongkong Government 
publishes not just a trade-weighted index for the local currency, but an export- 
weighted index and an import-weighted index as well. 

The indices are constructed to fit trading patterns. The composition of the export 
index is heavily weighted towards the US dollar (37.8% of the index) and the ren- 





Hongkong stagflation 
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minbi (25.9%), while the other major constituents in- 
dude sterling (5.5%), the Deutschemark (5.5%) and 
the yen (5.3%). 

The import index is different, with the yen weigh- 
ing in at 24.4%, the renminbi component at 28.2%, 
the NT dollar at 9%, and the Singapore and South 
Korean currencies both at more than 5%. The US 
dollar component is only to 10.6%. 

By themselves, movements in these indices are 
easy to interpret. A fall in the import index means 
Hongkong is paying more for its imports, raising the 
spectre of imported inflation. A rise in the index 
means the opposite. A rise in the export index makes 
Hongkong’s exports more expensive and less com- 
petitive. Conversely, a fall in the export index makes 
Hongkong’s exports easier to sell. 

These indices can provide a clue as to the likely 
overall impact of currency movements. In Hong- 
kong’s current economic situation — persistent infla- 
tion, full employment and stagnant demand — this 
amounts to an indication of the future course of the 
colony's stagflation. 

The indicator is produced by subtracting the series 
of import index figures from those of the export 
index, what the accompanying charts call the index 
gap. The direction in which the numbers move is 
very important. 

If the index gap is rising, this means imports are 
becoming more expensive relative to per-unit export 
earnings (see chart 2). The effect will be to boost im- 
ported inflation and dampen export growth. Con- 
versely, if the gap is falling, per-unit earnings from 
exports are rising faster than the price of imports. The 
resulting tendency is export-led growth combined 
with cheaper imported factors of production. 

By comparing the index gap and the trade-weight- 
ed index, it can be seen how Hongkong follows a 
business cycle that is strongly determined by the 
movement of currencies (see chart 3). At the moment, 
Hongkong’s economy is in the upper-right quadrant 


of stagflation. If the trade-weighted index rises and the index gap narrows, the 
economy should move into the upper-left quadrant, where the economy recovers 


and inflation drops. 


With luck, Hongkong will then move into the lower-left quadrant, where the 
trade-weighted index is falling and the index gap is still narrowing. Growth accele- 
rates albeit at the expense of rising inflation. The boom is later choked by a grow- 
ing index gap and a rising trade-weighted index. But currency movements, it 
should be emphasised, are only one factor affecting the fate of economies, even 


stagflating, trade-dependent ones like Hongkong. 


m Michael Taylor 
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INDUSTRY 1 


Asia s telecoms market attracts foreign equipment suppliers 





By Michael Westlake in Hongkong and 
Review Correspondents 


elephones: Asia is crying out for 

them. Whether it is phones that 

sit on a desk, or ones which fit in 

a pocket, the region is witnessing 
huge demand for more and better means 
of communication — including lines, 
cables, exchanges, satellite connections 
and all the other paraphernalia of modern 
systems. 

The boom in the Asian market for tele- 
communications equipment has brought 
foreign suppliers hurrying to its door: big 
names such as AT&T, Motorola and IBM of 
the US, Alcatel of France, Siemens of Ger- 
many, Northern Telecom of Canada and L. 
M. Ericsson of Sweden. 

Asia's only comparable home-grown 
contenders are Japan's NEC and Fujitsu. In a 
growing number of countries, however, 
local companies are gaining a stake in the 
.. equipment boom through joint-venture op- 
- erations with the telecoms majors. 

The growth in demand is being driven 
by Asia's economic expansion and by de- 
regulation, which in several countries have 
both stimulated demand still further and 
opened markets to broader competition. 
Because the rate of change varies, however, 
there is no simple common thread linking 
developments in one market with those of 
its neighbours. 

One broad pattern is already evident: 
across the region, a two-tier market is un- 
folding. In the top tier are Japan and the 
NICs — South Korea, Taiwan, Hongkong 
and Singapore. These, the region's most 
developed economies, are well served with 
basic services; their need is for sophisti- 
cated products such as digital networks, mo- 
bile communications, data lines and so on. 
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Busy signals 





Most of the rest of Asia, by contrast, is 
still preoccupied with providing basic com- 
munications infrastructure. Telephone ser- 
vices in many of these countries are still 
pitifully inadequate, and in some cases, 
they are a drag on economic advancement. 

Reliable estimates of the size of the 
Asian market are difficult to come by. Capi- 
tal-investment figures culled from annual 
reports of national and private telecom- 
munications companies, as well as one 
stockbroker’s estimate, suggest that the 
market for communications equipment in 
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Asia will be around US$70-75 billion in 1991 
— a figure which many feel will grow by at 
least 10% a year for the rest of the decade. 
This would seem to put Asia on a par 
with the mostly Western market of 24 de- 
veloped nations represented by the Organi- 
sation for Economic Cooperation and Deve- 
lopment (OECD). From 1986-88, capital in- 
vestment by public telecommunications 
operators in the OECD averaged more than 


. US$64 billion annually. 


The catch is that both groupings include 
Japan, Asia's only OECD member. Tokyo- 
based Nomura Securities has estimated the 
Japanese market as worth US$50 billion in 
1990, though some sources say this is too 
high. The OECD says Japanese capital in- 
vestment in telecommunications averaged 


in Da 
Y YMO. 
om a Sit AE 


ERESRSL AL CED! Bim 


US$9.8 billion a year from 1980 to 1988 (but 
it has shot up since). 

Such estimates can only be useful as an 
indication of scale. However, OECD figures 
also reveal some telling points about trade 
flows between the developed world and 
Asia: 
> Between 1978 and 1987, the share of 
OECD countries imports that was bought 
from non-members rose from 10% to 19%. 
This reflects the efforts of Asian companies 
to manufacture and export simple tele- 
phone equipment such as handsets, usu- 
ally in joint ventures with leading foreign 
concerns. Indeed, in 1987, Asian NICs had 
a healthy surplus in telecommunications 
trade with the OECD (including Japan). 
> Non-OECD Asia bought US$2.5 billion 
worth of telecommunications gear from 
OECD members in 1987 — just over half of 
all the OECD equipment sold to the non- 
OECD world. In return, developed nations . 
bought US$1.8 billion worth of Asian com- 
munications products: a hefty 93% phe 
imports from outside the group. — 
> OECD telecommunications equipment 
exports nearly doubled from 1980-87, rising 
from US$6.8 billion to US$13.2 billion. 
Japan's share of the total jumped from 14% 
to 34%, in absolute terms rising more than 
four-fold to US$4.5 billion. 

Japan provides one of the best illustra- 
tions of what deregulation can do for a mar- 
ket. From its 1986-88 average of US$9.8 bil- 
lion a year, telecommunications investment 
has surged. In 1989, the investment figure 
for Nippon Telegraph & Telephone (NTT) 
alone was US$13.4 billion. About US$1.1 
billion of this was imported — some 90% of 
the imports coming from the US. 

The major foreign suppliers that have 
capitalised on the Japanese boom are AT&T, 
IBM, Motorola, Sun Microsystems (also of 
the US), Northern Telecom and Siemens. 
But NIT says that because of differing ap- 
proaches to standards, much foreign equip- 
ment is not suitable for Japanese networks. 

NTT says it would like to be able to pro- 
cure “more than 10%” a year of its total 
equipment needs from foreign suppliers 
“in the near future." Nevertheless, most 
of Japan's needs will be filled by local 
suppliers such as NEC and Fujitsu, which 
rank fourth and ninth among the world's 

equipment suppliers. 

The story is considerably dif- 
ferent in Asia's other leading tele- 
communications markets — prin- 
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cipally the NICs. While these countries are 
rapidly increasing their production of com- 
munications equipment and gathering size- 
able export business in the process, their 
focus is still chiefly on low-end consumer 
items such as telephone handsets and sim- 
ple components such as modem cards for 
facsimile machines. High-end equipment 
such as switching: gear must generally be 
imported. 
In South Korea, | production. of com- 
munications equip i TE 3 ed 
| US$2. 2 billion in 1988 to US$3.3 billion in 
. 1989, about one-third going for export. Im- 
"ports amounted to US$735 million in 1989 
and were expected to exceed US$800 mil- 
lion in 1990. 
.  Taiwan's import figures are not avail- 
-able. AT&T, Alcatel and Siemens have all 
supplied switching equipment to the gov- 
..ernment, and all three have joint manufac- 
` turing ventures in Taiwan. Production of 
;telecommunications equipment was almost 
US$1.2 billion in 1989. It rose to an esti- 
mated US$1.3-1.5 billion in 1990. About 
one-half of this was exported. 

















Taiwan has several major cable and wire 
producers, it lacks the technology to 
make . /n fibre-optic cables. In South 


| contrast, Goldstar has teamed up 
with AT&T to produce fibre-optics. 
























Hongkong in 1989 
exported a total of US$1 bil- 
lion worth of handsets, cellular 
telephones and other low-level equip- 
ment and parts. About two-thirds of this 
was manufactured in Hongkong, with the 
rest produced mainly in southern China. 
Hongkong's production has fallen slightly 
in recent years, but the Chinese component 
in 1989 leaped about 80% from a year ear- 
lier, reflecting the general shift in territory’s 
manufacturing base. The chief customer for 
finished items was the US. 

Thailand is about to step. 
turing in a big way. Several je 







lion deal under wl Charoen Pokphand 
and British Telecom will install 3 million 
lines. Separately, NEC plans a factory to pro- 
duce switching gear, mostly for the local 
market. AT&T has already opened a factory 
aiming to produce 5 million telephone units 
a year for sale in the US. 

Malaysia in 1989 imported M$2.11 bil- 
lion (US$784 million) of telecommunica- 
tions equipment. It exported almost as 
much (M$2.09 billion) — again, chiefly 
from foreign-assisted joint ventures. There 
are more than 40 Malaysian-owned net- 
work and terminalequipment suppliers, 
i copas producing an estimated M$50- 
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Rich countries are deregulating fast 


The state disconnects 


ne of the few common threads in 

Asian communications is a growing 

desire on the part of governments to 
get out of the business of running tele- 
phone companies. While they retain reg- 
ulatory control of service standards and 
tariffs, this is an important step forward in 
freeing markets for both services and 
equipment. 

Japan followed the US lead in deregula- 
tion — or, more properly, liberalisation — 
in 1985, when it allowed other service-pro- 
viders to compete with the then state- 
owned Nippon Telegraph & Telephone 
(NTT). Echoes of this trend are now being 
seen throughout the region, though the ap- 
proaches adopted by other governments 
take various forms. 

.. Several other factors are also reshaping 
communications markets: 
M A lowering of rates brought about by 
competition. This is expected to lead to 
“pricing based on cost, not on what the mar- 
‘bear. Telephone rates have already 
own in Japan and elsewhere, bear- 
i experience in the US and 
DO Bet deregulation. In several 








places the competition is coming from 
third-party operators of value-added net- 
works (VANS), who connect to existing net- 
works but offer message handling and stor- 
age with greater efficiency and lower costs. 
> A shift towards integrated services di- 
gital networks (ISDNs) capable of offering 
video links and interactive services such as 
remote banking and shopping over a tele- 
phone line. This "wide-band" approach is 
blurring the divisions between telecom- 
munications and broadcasting. 

» A trend towards global technical stand- 
ards, though it is still fraught with pitfalls. 
Former colonial and other trading links 
have led to North America’s ANSI, Europe's 
CCITT and Japan's NIT standards being 
adopted in different measures by different 
countnes in Asia, with more than one 
standard in use in some places. Compatibil- 
ity problems are not unusual. 

> Advances in mobile communications. 
Pagers, household cordless phones and cel- 
lular telephones are now being joined by 
CT2 phones. These are only one-fifth of the 
cost of cellular phones, but they require a 
dense network of relay stations, making 
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100 million worth 
of equipment a year. 
ln Indonesia, several 
local companies will gain busi- 
ness and manufacturing e qertise. 
as a result of the govem ments 
decision in | November 1990 to buy. 
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province of Kokusai Denshin Denwa (KDD), 
are now also offered by 1m and IDC. Both of 
the newcomers are consortia of mostly Ja- 
anese companies. IDC includes Britain’s 
Cable & Wireless and the US’ Pacific Telesis 
International. As a result of competition, 
KDD's market share has fallen by 30%. 

NTT alone plans investment of US$68 bil- 
lion from 1991-95. Nomura Securities esti- 
mates that the Japanese market for tele- 
communications, excluding broadcasting 
and data-processing, totalled 36.5 trillion 
(US$50 billion) in 1990. It believes the mar- 
ket will grow to ¥15 trillion by 2000. 

South Korea is described as the second- 
largest telecommunications market in Asia 
after Japan; the third biggest is Taiwan. The 
governments Korea Telecommunications 
Authority (KTA), which is to change its 
name to Korea Telecom in 1991, has post- 
poned several plans to sell varying 
amounts of its shares to the public. 

However, the KTA is expected to face 
competition from 1991 in international 
voice services from Dacom, a company set 
up in 1982 which provides data services. 
Dacom is also expected to be allowed into 
the domestic voice market, though no tim- 
ing has yet been set for the start of what 
will be controlled competition. 

Pressure is growing to open the market 
' for VANs. At present, South Korean com- 
panies may use private networks, but 
others must send data via Dacom. 

In the important area of type-approval 
for imported equipment that will be con- 
nected to the domestic network, some re- 
laxation is evident. For customer-premises 
equipment such as public address systems, 
the KTA now accepts foreign test data, re- 
ducing the length of time it takes to get ap- 
proval to use such equipment. But this 
may only be of limited benefit to foreign 
suppliers, as locally produced equipment is 
competitively priced. 

Taiwan plans to corporatise its state-run 
telecommunications monopoly within the 
next two years as the first step in a pri- 
vatisation plan. The Directorate-General 
of Telecommunications (DGT) currently falls 
under the Ministry of Communications. 

About 70% of long-distance and 
30% of local switching is digital, 
and Taiwan plans to shift out of 
analogue switching by 2000. Pres- 
sure has started for new services. 
Voice and data services can already 
be mixed on the same line and some 
value-added services have been per- 
mitted. There are also some illegal 
networks in operation. 

No future investment figures 
were obtainable. New investment in 
fixed assets in the fiscal year ended 
on 30 June 1989 was about NT$14 
billion (US$516 million). 

Foreign companies such as IBM 
and Infonet are working with 
Taiwanese companies on technical 
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and marketing aspects, but they have not 
yet been allowed to invest directly in the 
data market. The issue of access to VANs 
has become a hot topic in US trade talks; 
companies such as IBM want to be able to 
use their own networks. A proposal to 
allow foreign investment of up to 30% in 
VANs operators is a long way from being 
implemented. 

Satellite and microwave links in Taiwan 
are restricted, though firms can apply for 
microwave links between branch offices, 
with the DGT effectively acting as broker for 
equipment supplied exclusively by locally 
based Microwave Technology. 

In Hongkong, the government has re- 
linquished its minor shareholding in Hong- 
kong Telecommunications (HKT), but it re- 
tains a fair measure of control through the 
stipulations of the company’s franchise. 
HKT is owned 58.5% by Britain’s Cable & 
Wireless, 20% by China International Trust 
and Investment Corp. (Peking's over- 
seas investment body) and 21.576 by the 
public. 

HKT planned investment of about HK$3 
billion (US$385 million) in the fiscal year 
ending on 31 March 1991. In addition, there 
is the unquantifiable investment of other 
companies competing in Hongkong’s boom- 
ing mobile telephone, data and paging 
markets. 
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HKT holds franchises for domestic voice 
communications until 1995 and for all inter- 
national links — except for one uplink to 
AsiaSat — until 2006. The government has 
decided to open internal voice services to 
competition, but its first attempt to do so 
has failed. A consortium that planned to 
build a competing network on the back of 
a cable-television project collapsed in late 
1990 in the face of internal disputes and a 
government decision also to allow satellite 
television to compete with the cable project. 
In the meantime, VANs providers are al- 
lowed to compete on HKT's local network. 

One of the biggest pluses of the Hong- 
kong telephone service is that local calls are 
free (unless from payphones, which require 
a nominal charge). HKT argues that com- 
petition will inevitably mean charges for 
domestic calls, thus hurting the consumer. 
The domestic service is essentially paid for 
by revenue from line rentals and interna- 
tional calls; HKT maintains that the cross- 
subsidy is painless, given that Hongkong's 
international rates are already among the 
lowest in the world. 

A similar debate has been taking place 
in Singapore. There, as in Hongkong, a flat- 
rate rental is paid for telephone lines, 
domestic calls are free and international ser- 
vices are cheap. But Singapore intends to 
switch to a usage-based charge for local 
calls this year, arguing that under the pre- 
sent system, those who make few calls ef- 
fectively subsidise those who make a lot. 
The switch would also allow Singapore to 
reduce its international rates still further (an 
important consideration in its efforts to at- 
tract foreign companies) by avoiding any 
cross-subsidy of the domestic service. 

Singapore Telecom (ST), which runs all 
telephone and postal service in the repub- 
lic, is something of an exception to the gen- 
eral rule that government-run monopolies 
provide inefficient and expensive services. 
Its facilities, already of top technical quality, 
are to be further improved by investment of 
S$2.5 billion (US$1.5 billion) over the next 
five years. 

ST, via a subsidiary, is also investing in 
overseas companies involved in telecom- 
munications, with a view to deve- 
loping business by offering technical 
and operating advice. Plans to 
privatise ST in about 18 months’ time 
are being discussed. 

Both Hongkong and Singapore 
are world leaders in the use of digital 
gear and fibre-optic cables, with Sin- 
gapore slightly ahead in the drive 
towards totally “wide-band” links. 
Likewise, both have declared their 
intention to set up CT2 networks in 
the near future. Four companies are 
expected to gain licences in Hong- 
kong, setting up their “telepoints,” 
or relay stations, in banks, super- 
markets and perhaps even betting 
shops. 8 Michael Westlake 
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Asia s poorer countries in technology leap 


The big switch 


utside Japan and the Nics, much of 

Asia is wrestling with ramshackle 

telephone services that threaten to 
strangle sectors such as banking and trad- 
ing, which rely on good communications. 
Ironically, however, countries with the 
poorest facilities may be able easily to adopt 
modern systems exactly because their exist- 
ing installed base is small and offers fewer 
problems of compatibility. 

Indonesia’s telephone service, which 
has become a source of endless frustration 
to foreign businessmen flocking to join the 
country’s economic boom, has leapfrog- 
ged to satellite technology to cover the ar- 
chipelago. Domestic calls are handled by 
state monopoly Perumtel, though five 
other companies have been enfranchised 
to install and operate 100,000 more lines 
(these are separate from the 700,000 lines to 
be added to the state network). The new 
operators will share their revenues with 
Perumtel. 

Indosat, also a state company, runs ex- 
ternal communications links. Deregulation 
has been long discussed, but no concrete 
action has been taken. 

Malaysia has taken two major steps to- 
wards privatisation of its dominant telecom- 
munications provider, Telekom Malaysia 
(TM). The first was in 1987, when the former 
government-operated Telecommunications 
Department was corporatised as TM. 

The second was in October 1990, when 
25% of TM was floated to bumiputra institu- 
tions and investors and to TM employees. 
Through the institutions and its own 
shareholding, the government controls an 
81.276 stake. 

Further shares will be spun off to foreign 
investors in the near future, probably in 
stages. TM plans to spend M$5.5 billion 
(US$2.1 billion) in the next five years to im- 
prove service in rural areas as well as to up- 
grade to more advanced equipment. 

TM's previous monopoly has been 
curbed by franchising installation and oper- 
ation of urban payphones to the bumi- 
putra firm Uniphone, which also controls 
the nationwide cardphone system. An- 
other local company, Celcom, has been al- 
lowed to set up a cellular mobile-phone net- 
work in the Klang Valley surrounding 
Kuala Lumpur and in Johor Baru. This will 
compete directly with TM's nationwide cel- 
lular system. 

Equipment makers such as Timeplex of 
the US, which produces digital-network 
systems, see Malaysia as having large po- 
tential, particularly for satellite-based sys- 
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tems, because of the eastern states' separa- 
tion from the peninsula. 

In Thailand, private-sector operation of 
telecommunications has expanded enor- 
mously since 1988. This reflects the re- 
sponse both to rapid advances in techno- 
logy and to demand surging far beyond the 
capabilities of state-run operators. Domestic 
services are operated by the Telephone Au- 
thority of Thailand, with international links 
handled by the Communications Authority 
of Thailand. 

Full privatisation of both companies has 
been rejected. But both began in 1987 to 
hand out concessions to private firms for 
paging and cellular services. Further con- 
cessions have since been granted to cope 
with demand. 

In areas such as satellite-data commu- 
nications, where neither company could 
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claim natural rights, the government has 
licensed private operators. New services 
such as high-speed landlines and cable net- 
works have thus been taken up by the pri- 
vate sector. The government has mean- 
while invited bids for a private, Thai-led 
consortium to build, operate and transfer a 
satellite system for government and private 
use. 
Planned investment in the next five 
years by the public and private sectors is 
likely to amount to around US$10 billion. 
The largest deal was announced in Sep- 
tember: a US$6 billion build-operate-trans- 
fer project by local firm Charoen Pokphand 
and British Telecom to install 3 million lines 
throughout the country. 

The Philippines, another country with a 
large geographical spread of islands, would 
appear to offer a future bonanza for equip- 


$ 
FAR EASTERN ECONOMIC REVIEW 


SNn31 AVH 


ment sales. The government has a 20-year, 
US$8.4 billion plan to overcome inadequate 
interconnections between systems and to 
extend coverage. | 

About 95% of the market is already in 
private hands. The government's role is 
limited to providing basic services in rural 
areas that in the past have been unattrac- 
tive to the private operators. Even these 
services are to be privatised under a time- 
table that the government is due to an- 
nounce soon. The first such contract has al- 
ready been put out to tender, with others to 
follow during 1991. 

The government wants value-added 
services to be offered via existing carriers. 
Competition is to be permitted in cellular- 
phone services, though Philippine Long- 
Distance Telephone (PLDT), the dominant 
operator has been resisting this. PLDT faces 
competition for domestic business from 
Eastern Telecoms and Philcom, while East- 
em has been allowed since December to 
challenge PLDT for international calls; Phil- 
com, will be allowed into the market this 
year. 

Vietnam, opening to Western business 
faster than any other part of Indochina, is 
struggling to link the north's remnants of a 
colonial-era French system with a more 
modern one in the south. Liberalisation is 
not on the agenda, though investment is: 
the government wants to provide one tele- 
phone per 50 people by 2000, up from one 
per 500 now. 

Digital-microwave links have been set 
up between Ho Chi Minh City and 15 pro- 
vincial centres in the Mekong Delta and be- 
tween Hanoi and two areas in the north. 
Much of the equipment is produced locally 
under a joint venture with Australia's AWA. 

Digital exchanges are planned for all 44 
provinces in the next five years. Alcatel 
is installing digital-switching systems in 
Hanoi and Ho Chi Minh City, and Austra- 
lia's Overseas Telecommunications Interna- 
tional has a US$80 million, 10-year contract 
to upgrade Vietnam's international links. 
Italy’s Marconi-Pirelli has a US$20 million 
contract to install a fibre-optic cable be- 
tween the two major cities, though this cur- 
rently appears stalled as an indirect result of 
the impasse created by the US embargo of 
Vietnam. 

India’s telephone systems are bogged 
down in bureaucratic battles about which 
way to proceed. Responding to complaints 
of poor service, then prime minister Rajiv 
Gandhi in 1986 put Bombay and New 
Delhi's telecommunications under a new — 
private company, Mahanagar Telephone 
Nigam Ltd (MTNL). 

MTNL'S success caused two things: com- 
plaints from the government's Department 
of Telecommunications (DOT) that it had 
been deprived of two major revenue — 
centres and demands from elsewhere in . 
the country for similar local solutions. MTNL — 
now faces calls for its abolition, partly on — 


a5. 


BUSINESS AFFAIRS 





the grounds that country needs a unified 
network. The DoT also argues that MTNL’s 
tax contributions to national revenue are 
not ploughed back into infrastructure, as 
they would be if the revenue had stayed 
within the DOT budget. 

However this conflict is resolved, the In- 
dian Government plans to invest Rs 400 
billion (US$22 billion) in the next five years 
to improve telecommunications. 

In December, Pakistan removed domes- 
tic telephone business from ministry con- 
trol and placed it under a new autonomous 
body still within the public sector, Pakistan 
Telecommunication Corp. (PTC). The plan 
is to sell 49% of PTC to the public as soon as 
possible and the rest in stages, starting in 
three years’ time. 

All telecommunications have previously 
been rigidly controlled by the government, 
with gross inefficiencies. About 750,000 
people are on the official waiting list for a 
telephone (some have been waiting for a 
decade). 

PTC plans to install 300,000 lines in the 
next few months, rising to 1.2 million by 
1992, with lines available on demand by 
1993. This expansion will cost Rs 45 billion 
(US$2.1 billion) in the next five years. All of 
this investment will have to be funded by 
the private sector, with a yet-undecided for- 
eign content. 

Elsewhere in this region, Finland’s 
Nokia has installed microwave-based links 
between major areas of Nepal, where such 
a system is more cost-effective than land- 
lines. A similar scheme is planned for 
Bangladesh. 

China boasts probably Asia’s most re- 
strictive communications bureaucracy. Cen- 
tral authorities are trying to bring “private” 
networks operated by the People’s Libera- 
tion Army, the aerospace industry and pro- 
vincial interest groups under the control of 
the Ministry of Posts and Telecommunica- 
tions. 

At present there is on average one tele- 
phone per 100 people, with five per 100 
people in urban areas. The goal is to raise 
the average in the next five years to 10 in 
provincial capitals and to 15 in Peking, 
Tianjin, Shanghai and Canton. In some 
special development areas, such as Pudong 
in Shanghai, the target is 25 telephones per 
100 households by 2000. 

There are plans to install 25,000 km of 
fibre-optic cable and a national network of 
digital exchanges. As in other countries 
with ideographic script, there is great en- 
thusiasm for facsimile machines for send- 
ing messages. 

Booming commercial demand has led 
to 250,000 portable telephones entering the 
market, and though expensive at Rmb 
23,000 (US$4,400) each, a 100% increase is 
expected in the next five years. Investment 
in telecommunications is expected to 
amount to US$576 million this year. 

m Michael Westlake 


Vietnamese ports atm to upgrade their services 


Waterfront woes 





By Murray Hiebert in Ho Chi Minh City 
and Haiphong 


ietnam's two major ports, which for 

N j over a decade were plagued by long 

delays in servicing ships and hand- 

ling cargo, have upgraded their services in 

the past two years, thanks to investment in 

new equipment and increased incentives 
for dock workers. 

A great deal more large-scale investment 
is needed, however, to bring the facilities at 
Haiphong port, in the north, and Saigon 
port, in the south, up to international 
standards. Without it, the ports will be un- 
able to handle the massive influx of foreign 
investment and assistance that the Viet- 
namese Government expects after the 
Cambodia conflict is settled. 

Much of the increased capacity has re- 
sulted from the purchase of foreign con- 


tainers, compared with 40-50% in most 
other Asian ports. 

Nhiem attributes the port’s increased 
volume to Vietnam’s economic reforms, 
which have committed the country to grow- 
ing foreign trade, and the port’s new salary 
system, which pays piece-work salaries 
rather than fixed monthly wages. Foreign 
businessmen say that under the old salary 
system, only five or six stevedores out of 
crew of 12 would show up for work on any 
given day and up to 20% of cargo would be 
stolen by underpaid workers. 

New equipment has also improved 
Saigon port's efficiency. Nhiem says the 
port invested Dong 9 billion (US$1.2 mil- 
lion) last year to buy cranes and forklifts as 
well as to upgrade its warehouses. Gemar- 
trans plans to invest US$100 million in the 
next few years to purchase container- 
handling equipment for the Saigon and 
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tainer-handling equipment by Gemartrans 
(Asia), a 50:50 joint venture between Viet- 
nam National Maritime Group and 
France's Compagnie Generale Maritime. 
Gemartrans has also revolutionised the 
Vietnamese transport industry by introduc- 
ing the country's first regular container- 
shipping service. This has linked Saigon 
port to Singapore since 1989 and Haiphong 
to Hongkong since late last year. 

Saigon port, in Ho Chi Minh City, is 
Vietnam's busiest. It handled 4.3 million 
tonnes of cargo last year, up from only 2.3 
million tonnes in 1987, according to Le 
Nhiem, the port's deputy director. Also in 
1990, the throughput of standard 20-ft con- 
tainers reached 32,000, compared with only 
a handful in 1988, the first year of container 
operations. 

Imports exceed exports by nearly 2:1, 
with domestic cargo totalling about 1 mil- 
lion tonnes a year, according to an eco- 
nomic study conducted by the UN Deve- 
lopment Programme in 1990. Vu Ngoc Son, 
Gemartrans’ director, estimates that 30% of 
Saigon port's cargo is now handled in con- 
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Haiphong ports, according to Son. 

Foreign businessmen say congestion in 
Saigon port has also been eased by the 
opening of Ho Chi Minh City's former mi- 
litary port for the handling of agricultural 
products. The sudden surge in rice exports 
from the Mekong delta in 1989 and 1990 
had seriously overtaxed Saigon port, caus- 
ing massive backlogs. 

Most of the port's cranes and forklifts 
are old and frequently break down. The 
UN report estimates that productivity could 
increase 20-30% with more modern equip- 
ment. The port has 60,000 m? of ware- 
houses, of which about one-third has been 
upgraded to modern standards in recent 
years, Nhiem says. 

Saigon port's maximum capacity is esti- 
mated at 6 million tonnes a year. Ho Chi 
Minh City officials say they are looking for 
foreign investment or aid to develop a new 
port at Thi Vai, near the coastal town of 
Vung Tau, to reduce the pressure on 
Saigon. 

While Saigon port's cargo volume has 
increased, Haiphong port's has been falling 
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in recent years. In 1990, the port handled 
only 2.5 million tonnes, down from 3 mil- 
lion tonnes two years earlier, according to 
Nguyen Phan Long, Haiphong port's di- 
rector. He expects the volume to decrease 
by a further 225,000 tonnes this year. 

Long attributes the drop to falling im- 
ports from the Soviet Union, which is suf- 
fering from a growing economic crisis, and 
increased rice production in northern Viet- 
nam, which until recently had to import up 
to 800,000 tonnes of rice each year to feed 
its population. 

Besides Gemartrans’ investment in 
container-handling equipment, the poorly 
equipped Haiphong port last year spent 
Dong 3.9 billion of its own money to buy 
two new Soviet cranes, two barges, 15 lor- 
ries, communications equipment and four 
computers, which for the first time made it 
possible to set up a computerised data sys- 
tem to handle cargo, according to director 
Long. 

The new equipment, along with piece- 
work wages for dockworkers, has ended 
the severe backlog of ships that had long 
plagued the port. In 1986, for example, 
Haiphong port had to pay Soviet ships — 
then roughly two-thirds of the traffic — 
Rbl 230,000 (US$320,800) in demurrage 
fees, Long says. 

The port has also introduced stiff penal- 
ties on customers who fail to pick up their 
cargo after 31 days. This has cleared the 
docks of thousands of tonnes of equipment 
which used to lie rusting while its owners 
sought trucks to carry it away or awaited 
customs clearance. 

Long estimates that Haiphong port has 
a capacity of 6 million tonnes a year. Ex- 
pecting traffic to grow, the Ministry of 
Transport and Communications has begun 
preparing a new port in Cai Lan, about 70 
km north of Haiphong. Vietnam’s central 
and northern provinces have several other 
smaller ports, but most have received little 
investment since the end of the Vietnam 
War in 1975. And though the Soviet mili- 
tary has begun withdrawing from the US- 
built base in Cam Ranh, Vietnamese ship- 
ping officials say the government has no 
current plans to turn it into a commercial 
port. The port in Can Tho — in the heart of 
the fertile Mekong delta — has, however, 
been upgraded. Once able to handle ves- 
sels of only 3,000 dwt, it recently received 
its first of 12,000 dwt. 

But upgrading handling equipment 
alone is not enough to improve the move- 
ment of cargo through Vietnam's ports. 
The country is also desperately short of 
trucks to carry goods to and from the ports, 
and many roads, bridges and railways are 
i r repair because of decades of war 
and neglect. Plans to upgrade the infra- 
structure are on hold because of the inter- 
national economic isolation imposed fol- 
lowing Vietnam's invasion of Cambodia in 
1979. x 
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ECONOMIC MONITOR: 


TAIWAN 


Spending power 


aiwan in 1990 weathered its 

roughest year in almost a decade, 

turning in a disappointing 5.2% 

growth in GNP. Public spending, 
which moved the economy forward last 
year despite a 7.75% year-on-year fall in pri- 
vate investment and a 0.9% slip in industri- 
al production, will continue to fuel eco- 
nomic growth in 1991. 

Last year marked the first time since the 
early 1950s that public investment surpass- 
ed private investment in Taiwan. As much 
as three-quarters of economic growth was 
the result of public investment totalling 
NT$451 billion (US$16.5 billion), one-half 
by the island’s 25 state-run enterprises. 

Economists are predicting 6.5-7% GNP 
economic growth for 1991, with private re- 
search groups offering the more cautious 
view and government agencies opting for 
the higher figure primarily on the expecta- 
tion of a quick end to the Gulf War. Private 
investment is expected to pick up in the 
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second half when some large industrial 
projects get under way. 

Public spending, though, will give the 
economy its biggest boost in 1991 and, in- 
deed, in the next six years, as Premier Hau 
Pei-tsun seeks to overcome developmental 
bottlenecks with a mammoth NT$8.2 tril- 
lion plan for infrastructure projects. If the 
legislature gives its approval, the six-year 
plan will funnel NT$5.3 trillion into capital 
projects, with the remainder to be spent 
mostly on land purchases and clearing. 
This comes to roughly NT$1.36 trillion a 
year until 1996, dwarfing the government's 
operating budget of NT$992 billion for the 
fiscal year that begins on 1 July. 

The government has little choice but to 
increase public spending to maintain mo- 
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mentum in the economy, given last year’s 
poor export performance by industry and 
the damaging effects of the collapse of the 
local stockmarket, which helped depress 
private investment. The country’s trade 
surplus in 1990 shrank for the fourth con- 
secutive year, to US$12.5 billion, as exports 
increased 1.5% from a year earlier to 
US$67.2 billion and imports rose 4.7% to 
US$54.7 billion. 

Taiwan's international trade position, — 
however, improved slightly last year on the 
back of the 3.6% depreciation of the NT 
dollar against the US dollar. This helped 
offset other problems afflicting the export- — 
oriented manufacturing sector, such as es- 
calating labour costs and the shortage of 
space for industrial expansion. 

Export sales of heavy equipment were 
up 24% from a year earlier, while informa- 
tion and communication industry exports 
rose 13.9% to keep the export figures posi- 
tive. Most other industries suffered a de- 
cline as manufacturers searched for mar- 
kets outside the US, which absorbed 
US$21.75 billion, or 32%, of Taiwan's ex- 
ports during 1990. 

Taiwan's exports to Asia, including 
China via Hongkong, increased last year 
by US$2.33 bilion to US$25.69 billion, 
more than compensating for the US$2.25 
billion drop in sales to the US market. 
Indirect trade with the mainland jumped 
16% from the previous year to US$4.03 bil- 
lion, a modest 3.3% of Taiwan's total two- 
way trade. 

Exports to Europe also offset the decline 
in exports to the US. Sales rose US$1.29 bil- 
lion to US$10.74 billion in 1990. However, 
half the island’s additional imports of 
US$2.47 billion came from European trad- 
ing partners, mainly members of the EC. 

Trade figures in January showed a re- 
markable 25.3% year-on-year growth in ex- 
ports and 58.6% growth in imports, but 
economists warn that a late Lunar New 
Year and other seasonal factors could ac- 
count for the unusually large increases. 
They say the trend is unlikely to continue. 

Inflation averaged 4.1% in 1990 and 
crept up to 4.4% in January. Economists 
say inflation should not be a problem this 
year, citing low oil prices and modest 
growth in wages. 

The cabinet has set an example by limit- 
ing government salary increases to 6-7% be- 
ginning on 1 July, half the level of 1990. The 
Central Bank is also continuing its policy of 
tight money after shrinking the M1-B (cash 
plus current accounts) money supply by 
6.7% last year. m Julian Baum 
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ramatic economic changes are 
| taking place in Latin America 
which may recast the generally 
| moribund relationship between 
at continent and the rest of the Pacific. 
r most of Latin America, the 1980s was a 
ost decade" marked by economic stagna- 
tion and high debt. Now, many Latin na- 
tions have begun radical economic reforms 
in response to a new generation of political 
leaders and to powerful forces in the global 


















i Sentai high social and political costs, 
they are pursued consistently, the 
[7 may witness an economic renais- 
sance there and a renewal of business links 
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A Pacific panorama 


By Sean Randolph 


los Salinas de Gortari, Mexico's economic 
reforms have been no less remarkable 
than Chile's. These reforms come on top 
of the already successful "maquiladora" 
programme, through which raw materials 
and components are imported duty- 
free for Ssmo and re-export to the 
US. 

Under the programme, 20 Japanese and 
several South Korean firms are currently 
operating in Tijuana, and others are spread 
along the Mexico-US border. Japan is 
the third-largest foreign investor in Mexico 
(5% of total investment), after the US 
(63%), and is Mexico’s principal Asian trad- 
ing partner with two-way trade of US$2.3 
billion. Mexican trade with Australia and 
the Nics, though still low in absolute 
terms, has more than doubled in the past 


| between Latin America and two years. 
.| the rest of the Asia-Pacific Another major west- 
n Tegion. €——— À- nae nation, Peru, has ten- 
|. Integration with the : tatively embarked on the 
v global economy is a cor- Latin path pioneered by Chile and 
nerstone of Latin America's : Mexico. In the Pacific, Japan 
reforms. One way of achiev- American has become Peru's second- 
ing this is to attract invest- : largest trading partner (with 
ment and. develop new nations 10% of total trade) after 
Overseas markets. West- the US, and the Western 
coast nations of Latin could Pacifics overall trade share 
America have begun to em- has increased in recent years 
.| phasise their identities as emerge as from 10% to 25%. 
_| Pacific, as well as Latin, na- S This overall picture 
| tions. Chile and Mexico Competitors of Asia-Pacific integration 
_| have been the leaders in this a could be decisively influ- 
.] regard. for Asian enced by two develop- 
(|. Chile has undergone eco- ments. The most important 
|| nomic reforms since the exporters is the proposed Mexico-US 



























early 1980s. The results 
have been extremely posi- 
ive: Chilean economic growth averag- 
2d 5.496 from 1982-88 and reached 9% 
n 1989. Although growth fell to 3% last 
year, investment has remained strong, 
nd growth should climb to 6% this 
year. 
The reorientation of Chile's economy 
owards the Pacific has been impressive. 
V fore than 60% or US$3 billion of total for- 
ign. investment since 1982 has come from 
Vestern Pacific, primarily Australia and 
v Zealand. Bilateral trade with Japan 
> doubled since 1983, making Japan 
Chile’ s second-largest trading partner after 
he US. In the. same period, trade with 
ion | kong. and Singapore has quadrupled. 
t has risen by an even bigger factor with 
South Korea, “Taiwan, Malaysia, Thailand 
and Atistralia. 
o urde the leadership of President Car- 








Free Trade Agreement, 

which will be the subject of 
negotiation early this year. An open trad- 
ing border between the US and Mexico 
would make Mexico more attractive as a 
site for investment aimed at both the US 
and Mexican markets. A major industry- 
service zone spanning the US and Mexican 
borders is one likely outcome, using in- 
expensive but skilled Mexican labour and 
American — and possibly Asian — capital 
and technology. Canada will join in the 
negotiations. 

The benefits of a Mexico-US Free Trade 
Agreement would include improved ef- 
ficiencies of industrial scale, enhanced ex- 
port competitiveness and a more dynamic 
market. The political obstacles are formid- 
able, however. Nationalist and opposition 
groups in Mexico will resist closer economic 
ties with the US, particularly if it means less 
control of Mexico’s natural resources. In 


FAR EASTERN ECONOMIC REVIEW 






















the US, trade unions and industries rang- 
ing from textiles to agriculture will oppose 
what they see as a threat from low-cost 
Mexican labour. 

The other development that could affect 
Latin America’s economic ties in the Pacific 
is President George Bush’s “Enterprise for 
the Americas” initiative, which suggests 
the possibility of a free-trade area embrac- 
ing all of Latin America. The idea is being 
taken seriously by many Latin govern- 
ments, and bilateral trade agreements have 
already been concluded with several coun- 
tries. 

A direct link with the US economy 
would make Latin America more attractive 
to Asia-Pacific investment, and the failure 
of the Uruguay Round of Gatt trade talks 
would add new momentum to these re- 
gional efforts. It remains to be seen, how- 
ever, whether the proposal is politically vi- 
able in the US and whether a workable 
framework can be achieved that will accom- 
modate the many disparate nations of the 
hemisphere. 

From a business standpoint, it is hazard- 
ous to generalise about economic condi- 
tions in Latin Amercia. While Chile has 
sustained a long-term, consistent policy 
and Mexico's reforms have special credibil- 
ity, the reform process in some Latin 
countries is still precarious. It is clear, 
however, that encouraging trends are 
under way which hold out the possibility 
that Latin nations will once again play an 
active role in the Pacific and global 
economues. 

With a population of more than 300 mil- 
lion, a large middle class, a low-cost labour 
force, rich natural resources and an estab- 
lished industrial base, Latin American na- 
tions could emerge in the coming dec- 
ade as major markets and possibly as com- 
petitors for Asian exporters. Unfortunately, 
these promising developments are occur- 
ring at a time when the Gatt is foundering, 
Europe is preoccupied with developments 
within the continent, there is a recession in 
the US and other countries are restricting 
market opportunities, The question today 
is, will Latin governments have the political 
courage to continue their reforms and 
will those efforts be matched by a global 
trade environment that permits renewed 
growth? B 


Sean Randolph is International Director-Gen- 
eral of the Pacific Basin: Ezbnomic Council, a 12- 
nation business association headquartered in San 
Francisco. 
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FAR BEST 


From March, 1991, Maersk Line’s service between Europe and 
the Far East will be even better. We will offer you two fast 
Sailings each week, and provide a unique quality service, setting 
new standards in meeting customer requirements. 


For further information please contact your local Maersk Line office. 
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- SERVICE ALL THE WAY. 
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Indosuez. A leading name in financial engineering. 


From the Suez Canal to modern feats - the Channel 
Tunnel, the Ariane space programme or the perennial 
miracle of the fashion industry. 


Indosuez applies the same discipline, imagination 
and flair to the design, safeguard and growth of your 
personal wealth. 

We call it engineering wealth. 

It requires sensitivity to individual and family needs, 
complete mastery of financial instruments and markets, 
thorough knowledge of fiscal and regulatory systems, 
and a commitment to confidentiality. 

Indosuez takes the same care with your personal 
wealth as with the most challenging project. 

Design, safeguard and growth are the first principles 
of engineering wealth. Discretion is their prime 
corollary. 


BANQUE INDOSUEZ 
International Private Banking 


Geneva » Lausanne » Lugano » Zurich 
London « Luxembourg = Monaco « Paris 
Hong Kong « Singapore » Bahrain « New York 
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Legendary 
Care in the Air 
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On board the soft and graceful touch of 
Bengali aristocracy - the feeling of 


home-comfort amidst the gentle care 
of our stewardesses. 

Choose between our luxury Executive 
Class or home-like Economy Class. 
Delicious cuisine, impeccable service, 
in-flight movies and a lot more. 


Abu Dhabi Athens Amsterdam Baghdad 
Bahrain Bangkok Bombay Calcutta 
Doha Dubai Frankfurt Jeddah Karachi 
Kathmandu Kuala Lumpur Kuwait 
London Muscat Paris Rangoon Riyadh 
Rome Singapore Sharjah Tripoli 
Dhaka Chittagong Cox's Bazar 


Jessore Rajshahi Sylhet, Saidpur 
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BANGLA DESH AIRLINES 


Your home in the air 
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. .. plus the Asia Yearbook 


Make the Asia Yearbook part of your Review 
subscription. Simply tick the relevant space in 
the coupon below and automatically receive the 
Yearbook. It gives you Asia minus the mystery, 
minus the myth. A country-by-country survey of 
Asia. Everything from Finance & Currencies to 
Politics and Social Affairs. The only single 
medium of its kind. 
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AID 


Fund pledges raise pressure for economic reform 





By Rigoberto Tiglao in Hongkong 


he Philippines received a surpris- 

| ingly high US$3.3 billion in foreign 

assistance pledges from its aid don- 

ors at a 25-26 February meeting in Hong- 

kong. The success of the session will put 

heavy pressure on the Philippine legisla- 

ture to implement the economic reforms 

outlined in the nation's latest agreement 
with the IMF. 

The purpose of the Philippine Assist- 
ance Programme (PAP) — also known as 
the Multilateral Aid Initiative (MAI) — has 
evolved beyond its original mandate, which 
was to raise US$10 billion in aid over five 
years to reconstruct an economy ravaged 
by the dictatorship of the late Ferdinand 
Marcos. Above all, the PAP forces the 
Philippine legislature to consider the pros- 
pect of reduced future aid flows if the Mani- 
la government's economic reforms are not 
fully implemented. 

The Hongkong meeting not only 
examined aid disbursements to the Philip- 
pines, but also the stubbornness of the 
nation's legislature. Veiled criticism "was 
aimed in particular at the Philippine Senate, 
which has been unrelenting in its criticism of 
President Corazon Aquino's economic man- 
agers. Four senators and two members of 
the House of Representatives were invited 
as observers by the World Bank, a move in- 
tended to encourage them to support 
Aquino's unpopular economic adjustment 
programme. 

The Philippine Government, World 
Bank and IMF representatives at the meet- 
ing said that the 9% import levy imposed in 
January was a temporary measure to cut 
the federal budget deficit. The levy was 
enacted, they said, because of the failure of 
Congress to pass new tax measures. 

A World Bank official described the im- 
port levy as a "tourniquet on the eco- 
nomy," adding that the legislature must 
quickly pass the new tax measures to re- 
place the levy. The IMF cautioned that 
"there remain risks [over the economic 
stabilisation programme], notably that of a 
weakening of the consensus for adjustment 
as the May 1992 presidential and congres- 


sional elections approach." 


“They [the politicians] should realise 
here that these people [donors] mean 
well, that we're not into some kind of IMr- 
World Bank conspiracy, and that we've got 


—to get our act together so that we'll con- 
"inue to get their support,” a Philippine 
ewsenator at the meeting told the REVIEW. 
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Manna for Manila 


Total pledges of US$3.3 billion were only 
slightly less than 1989 pledges of US$3.5 
billion. Japan announced a soft loan pack- 
age of ¥120.4 billion (US$910 million), a 
4.7% increase over 1990. Including grants 
and emergency assistance for damages from 
last year's earthquake, the total Japanese 
"pledge" amounts to US$1.3 billion, about 
40% of the US$3.3 billion. Other major 
loan commitments came from the World 
Bank (estimated at US$800 million) and the 
Asian Develpment Bank (roughly US$300 
million). The US pledge is a paltry US$160 
million. 

Philippine Finance Ministry documents 
show that aid commitments increased from 
US$2.3 billion in 1988 to US$2.8 billion in 
1989, when the PAP was launched. All the 
1989 pledges materialised in the form of ac- 
tual loan commitments. Commitments dip- 


Help for the Philippines 
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Source: Philippine Finance Ministry 


ped to US$2.7 billion last year, when many 
of the March 1989 pledges should have 
materialised as actual loans, apparently due 
to the suspension of an earlier IMF standby 
facility in March 1990. 

IMF Asian Division director Ulrich Baum- 
gartner and US representative Ambassador 
Elliot Richardson told the REVIEW that the 
PAP has resulted in a substantial increase in 
aid for the Philippines. The result also test- 
ifies to the canny public relations campaign 
conducted by the Philippines and the 
World Bank. Even the date of the Hong- 
kong meeting was timed to coincide with 
the 1986 “People Power" uprising in the 
Philippines — to extract maximum sym- 
pathy from international donors. 

The strategy prompted commitments 
from smaller donors such as Italy and 
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Spain, who hope to persuade their parlia- 
ments to act in accordance with an interna- 
tional effort to support democracy in the 
Philippines. The move was also aimed at 
the US Congress, which has been reluctant 
to contribute to the PAP. 

The World Bank has organised a don- 
ors' meeting for the Philippines every year 
since 1975 to assess Manila's economic pro- 
gramme and to estimate expected aid com- 
mitments. If this get-together had not been 
reconstituted as the PAP, then the amount 
of pledges in recent years would probably 
have been less. 

The success of the PAP in securing near- 
record loan pledges belies earlier concerns 
among Aquino's economic managers that 
world euphoria over the 1986 bloodless up- 
rising would dissipate in the 1990s. Finance 
Secretary Jesus Estanislao himself told the 
REVIEW late last year that the main domestic 
motivation for PAP two years ago was to iso- 
late Solita Monsod, who then headed the 
National Economic Development Authority 
(NEDA). 

The NEDA, through its Investment Coor- 
dinating Committee, enjoyed broad pow- 
ers to negotiate with donors as well as to 
approve projects paid from aid money. 
Monsod locked horns so often with the Fi- 
nance Ministry and the central bank that 
there was near paralysis in Philippine eco- 
nomic policy. 

But Monsod was sacked in early 1989, 
leaving the management of the aid pro- 
gramme in the hands of Estanislao, who 
now is chairman of the Coordinating Coun- 
cil for the PAP and the Project Facilitation 
Committee, established in 1987 to clear 
bureaucratic bottlenecks in processing aid 
loans. 

The committee is actually run by the 
council’s executive director, Ernesto de Cas- 
tro, who has increased the ratio of draw- 
downs to loan agreements from 20.4% in 
1989 to 43.9% in 1990, and raised the use of 
approved loans from 71% in 1987 to 84% 
last year. 

Actual inflows of fresh aid, however, 
have not been dramatic. A Finance Minis- 
try progress report earlier this year said that 
as of end-1990 "agreements for US$3 billion 
or about 86% of total pledges had been 
signed or negotiated, with an additional 
13% scheduled for negotiation in early 
1991." Actual disbursements of loans and 
grants included as part of the 1989 pledges 
amounted to only US$839 million as of end- 
1990. 

Aid flows to the Philippines are critical, 
not only to fill nearly half of the budget gap 
for 1991 but also to enable the country to 
cover its forecast US$2.1 billion external 
financing gap for 1991. Despite the jump in 
these flows in the past three years, the 
country's overall foreign debt-service obli- 
gations remain larger than new loan in- 


flows. Net resource outflows in 1990 
amounted to US$2.2 billion. w 
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TRADE 


Uruguay Round wins controversial reprieve 


Gatt gets go 


By Frances Williams in Geneva and 
Susumu Awanohara in Washington 


cceptance by EC negotiators of a for- 
At for restarting the Uruguay 


Round has enabled the global trade 
talks to be formally resurrected, but has 
done little else to bring the sides closer. 

After weeks of arguing, the EC has 
agreed to demands by the US and other 
agriculture-exporting nations to negotiate 
“specific binding commitments” on cuts in 
farm support in each of three areas: internal 
supports, border protection and export 
subsidies. 

This effectively ties down the EC to con- 
cessions it had offered tentatively during 
the ill-fated "final" ministerial meeting in 
December. At those talks, the EC began 
with an offer only to cut internal subsidies; 
its latest move does not represent any fur- 
ther advance. Since the December meeting, 
in Brussels, the 108-nation talks have been 
in limbo, with no clear indication of how, or 
if, the round would proceed. 

Trade diplomats in Geneva said the 
EC's acceptance of the negotiating formula 
was the absolute minimum that the US and 
the 14-member Cairns Group of agriculture 
exporters could accept as a condition for 
restarting the talks. (The Cairns Group, 
chaired by Australia, includes Indonesia, 
Malaysia, New Zealand, the Philippines, 
Thailand and Fiji.) 

The accord, brokered by Arthur Dun- 
kel, director-general of Gatt, the Uruguay 
Round's sponsor, was accepted by the ag- 
riculture negotiating group on 20 February, 
paving the way for a formal restart of the 
talks a few days later. 

The text of the agreement makes only 
the broadest reference to "food security," 
the key issue for Japan and South Korea, 
who wish to go on blocking rice imports. 
This “will be examined" in the talks to 
come, a formula which these two countries 
were happy to accept in the interests of get- 
ting the negotiations moving again. 

Trade officials in Geneva believe that 
other issues under discussion in the 
Uruguay Round — including services, pro- 
tection of intellectual property such as pa- 
tents and copyright, textiles, tariffs and 
anti-dumping rules — can be resolved once 
the farm-trade negotiations begin to make 
headway. This does not mean the talks will 
be easy, however, especially as they will 
not be able to build automatically on deals 
cut in Brussels. 

Washington is already having second 
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thoughts about concessions made by US 
negotiators on services and intellectual- 
property protection. The concessions have 
angered US industry lobbies. Japan, mean- 
while, says it will press again for clearer in- 
ternational rules on anti-dumping, trade- 
distorting investment conditions and state 
subsidies. In Brussels these contentious is- 
sues were put to one side. 

Even on textiles, where negotiators in 
Brussels came close to agreement on how 
to phase out the protectionist Multi-Fibre 
Arrangement (MFA) now governing world 
textile trade, some countries such as Pakis- 
tan want a rethink. Trade officials also face 
the separate problem of deciding what to 
do with the MFA when the current version 
expires in July. 

Sanjoy Bagchi, executive director of the 
International Textiles and Clothing Bureau, 
which groups 22 Third World textile export- 
ers, says that for a short 
period the MFA could sim- 
ply be rolled over — most 
bilateral deals under the 
accord run until the end of 
the year or beyond. But a 
longer extension would 
have important economic 
implications for the coun- 
tries involved, necessitat- 
ing discussion of possible 
MFA changes. 

To complicate their 
task, the revised timetable 
for completing the four- 
year-old Uruguay Round 
remains uncertain. Mind- 
ful of repeated failure to 
meet deadlines last year, Dunkel does not 
plan to set a new target date. Most coun- 
tries, alarmed by a worsening global eco- 
nomic slowdown, are keen to wrap up the 
talks this year. But Gatt officials concede 
that for the next few months the negotia- 
tions are likely to mark time. 

The agriculture talks — for many, the 
centrepiece of the Uruguay Round — will 
depend heavily on the EC's slow-mov- 
ing efforts to reform its Common Agricul- 
tural Policy. Also crucial is whether the 
US Congress extends the Bush administra- 
tion's so-called "fast-track" negotiating au- 
thority. 

"We would like the negotiations to re- 
sume quickly and conclude quickly," says 
Kazuo Asakai, a senior Gatt negotiator for 
Japan in Geneva. "But it will be difficult to 
negotiate while the negotiating authority of 
the major trading partner is still pending." 
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The fast-track rule enables the US ad- 
ministration to fashion trade pacts without 
submitting them to time-consuming (and 
possibly fatal) amendment by Congress. 
Such accords are subject only to a straight 
up or down vote. 

The present authority expires on 1 June, 
and President George Bush has until 1 
March to request a two-year extension. 
Without it, other governments would gen- 
erally hesitate to have trade talks with 
Washington at all. | 

Bush will certainly seek an extension for 
both the Gatt talks and Washington's ne- 
gotiation of a US-Mexico free trade agree- 
ment. And the resolution of the impasse in 
Geneva may help the request. But there is a 
pervasive feeling in Congress that Gatt may 
have helped Asian economies while the US 
loses out. 

If legislators were to reject the applica- 
tion, they would torpedo the Uruguay 
Round and the Mexico pact together. 

Because of this anti-Gatt sentiment and 
the collapse of the talks in Brussels, the ad- 
ministration has refrained from applying 
earlier, lest the request be rejected. 

Even in the slightly more positive cli- 
mate, Deputy US Trade Representative 
Jules Katz still foresees a "vigorous battle" 
in Congress over the fast- 
track authority. For one 
thing, there is a long- 
standing competition be- 
tween the executive and 
legislative branches of gov- 
ernment over control of 
trade agreements. For 
another, Congress is not 
convinced that a successful 
completion of the Uruguay 
Round is possible — or 
that it would do much for 
the US anyway. 

The proposed  US- 
Mexico accord is also 
drawing stiff opposition 
from a coalition of or- 
ganised labour, environmentalists and 
threatened industries (notably textiles, and 
fruit and vegetable growers). 

Last year, 37 out of 100 senators sup- 
ported a resolution to remove existing fast- 
track authority. That was before the Gatt 
talks collapsed, amid recriminations in 
Washington against the EC, Japan and 
South Korea. It will take some work to con- 
vince Congress that these trading partners 
are suddenly more willing to cooperate. 

While top US officials are still committed 
to the idea of an open, multilateral trading, 
system, Congress is increasingly influenced 
by those who argue that the US is getting a 
raw deal. 

Clyde Prestowitz, of the Economic Stra- 
tegy Institute, for example, has argued that 
Gatt has failed to remove many unfair trade 
practices, making them in effect "legal ac- 
cording to Gatt." * 


VAHI NYOHON 


7 MARCH 1991 






BANKING 





Leaks embarrass Australia's biggest private bank 






i - concerted campaign 
ication of internal letters crit- 
'ank's past management of for- 


ited jiihctions restraining news media 
companies, as well as individual jour- 
nalists, from publishing the correspon- 
a . According to financial analysts, the 
< has been severely embarrassed by the 
disclosure. 
-.'" The letters, written in November and 
December 1987, were published by the 
Canberra Times on 21 February, despite a 
court injunction. In the letters, Westpac's 
lawyers outlined how the foreign-currency 
exposures of clients were mismanaged by 
the bank's former merchant-banking sub- 
sidiary, Partnership Pacific Ltd (PPL). No 
court action has been taken against the 
newspaper since the publication. 

The leaking of the letters followed sev- 
eral years of wrangling in the courts be- 
tween banks, including Westpac, and their 
:clients, who say they incurred heavy losses 
from foreign-currency loans made in the 
late 1980s. The banks had promoted the 










dow: interest-rate loans because local rates | 


were relatively high. The other major bank 
anvolved in litigation concerning bad for- 
weign-currency loans is Commonwealth | 


| PPL, which was incorporated into West- 
px in 1987, granted offshore loans to at | 
east 86 clients — mainly farmers and small 
businessmen — from 1984-87. The letters 
alleged that problems arose because of im- 
proper management procedures by PPL, 
: According to the lawyers, PPL's foreign- 
rea borrowers had capital losses of 
$33 milion (US$26.2 million). The 
'awyers maintained that the losses would 
nave been A$7.6 million lower if the bor- 
sowers' foreign-exchange exposures had 
^t been managed by PPL and A$12.5 mil- 
lon lower if they had been fully hedged. 
. The lawyers said turmoil in PPL's for- 
*ign-exchange division had adversely af- 
cted the handling of the foreign-currency 
















ange. dealing team left the bank in con- 


did not prevent further granting 


tion from remaining staff | 
ient complaints. 


ans. They say most of the bank's foreign- | 


al circumstances in 1986, when the | 
n dollar was plummeting. These | 


ency loans, despite increas- | 
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of discredit 


While PPL was promising clients that it 
would professionally manage the borrow- 
ers’ foreign-exchange positions and that it 
would adopt a conservative approach to 
risks, it did neither, according to one letter. 
"This failure caused a loss which would not 
otherwise have been incurred,” it said. “As 
a result, a number of clients did signifi- 
cantly worse than [had they been] fully 
hedged.” (Westpac later merged its foreign- 
exchange operations with PPL's.) 

The letter also said PPL "undoubtedly 
took points which, at best, exceeded its en- 
titlement and to which . . . PPL had no en- 
titlement at all." As a result, the letter said, 
it is likely borrowers could succeed in legal 
action against the bank. But the letter stated 
that the clients would be slow to take legal 
action because of the high costs involved 
and their lack of knowledge about PPL 
documents that would support their case. 

The letters outline the use of special ac- 
counts by PPL to avoid controls by the Re- 
serve Bank of Australia. These accounts en- 
abled PPL to transfer funds between the 
bank's accounts and those of clients solely 
for its own benefit. But books on these ac- 
counts have disappeared, one letter said, 

"and an denen diligent search has failed 





to find them. The absence of tt 
greatly inhibits the unravelling of 
actions." | | 
An article based on the letter: 
published in the Sydney Ma 
29 January, and Westpac res 
seeking an injunction against ] 
Group, the owner of the new 
ii sot jared: its action by argu 
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Zealand newspaper, The b 


paper advertisements in Sydney expl 
its position. 
Nonetheless, the issue has beer 
lic relations disaster for Maec 4 
image had already been. arr | 
earnings and rising k robi 
from Australia’ s recession. On the fisc aly y 











profit fell 30% nn a year earlier to A $ Soo 
million. | E 
The bank had A$2.46. 
crual loans as of 30 Sep j 
another A$2 billion collecting intere 
ments only. ee 
Meanwhile, Westpac is considering : ao 
tion against media organisations for eomme 
tempt of court. Media companies are con- — 
sidering an appeal against Westpac’s in- — 
junctions. a 











Develo pet International Managers 


“The Manchester MBA Programme is outstanding” 


Surveys show that, on average. Manchester MBA graduates command salaries more than double ther 
previous earnings. So if you want to advance your management career. make a move to Manchester 
Applications for entry are now being accepted for October 1991 , 

For full details ring our 24 hour brochure ordering service on England 61-275 6489 or conta 
The Admissions Officer, MBA Office, Manchester Business School, Booth Street West, Manchester MIS GPR 
Telephone: England 61-275 6311. Fax: England 61-273 7732. 
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FAR EASTERN ECONOMIC REVIEW 


WITH THE OPENING UP OF EASTERN EUROPE AND THE IMMINEN NC E “OF THE SING T DI RC PEAN? M; ARKET 
1992, THERE HAS NEVER BEEN A BETTER TIME TO STUDY FOR AN MBA IN EUROPE. 
MANCHESTER BUSINESS SCHOOL was the first British institution to offer an MBA. The two-vear course is 
renowned as one of the best in Europe; its graduates reaching the highest managerial positions all over the 
world. Students from over 25 different countries are attracted by the School's reputation for a practical, 
project-based approach and an emphasis on international business. 
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“In the first rank internationally” 
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INDUSTRY 


China's textiles firms in exports slump 


Trouble at mill 


By Elizabeth Cheng in Hongkong 


easures introduced by the Chinese 

Government late last year to bol- 

ster the Chinese textile industry 
appear to have come too late to save the top 
export earner from its worst performance in 
five years. According to analysts, exports of 
textiles — excluding garments — were 
weak in 1990 and will continue to slacken 
this year. Official 1990 figures have not yet 
been released. 

In the first nine months of 1990, Chinese 
textile exports fell 3.5% in value terms from 
a year earlier to US$4.69 billion. Officials in 
Peking predict that full-year figures will 
show a small growth for the sector, despite 
the earlier results. Analysts, however, point 
out that any fourth-quarter pick-up would 
be the result of a year-end rush to meet 
targets rather than government action. 

Chinese textile exports grew at an aver- 
age annual rate of 30% between 1985 and 
1989. Textile exports were valued at US$6.9 
billion in 1989, or 13% of China’s total ex- 
port earnings. 

As a result of lower export earnings last 
year, analysts believe one-third of China’s 
state-owned textile enterprises are in the 
red. Most of the remaining companies are 
expected to show 1990 profit declines of 
30-40% from a year earlier. They blame 
the industry’s export woes on inadequate 
supplies of raw materials, a chaotic distribu- 
tion network, inefficient management, anti- 
quated equipment and rising prices. 

In a bid to reverse a sharp drop in textile 

exports, the Ministry of Foreign Economic 
Relations and Trade in October 1990 re- 
stricted yarn and fabric exporting to China 
National Cotton Yarns & Fabrics Coman- 
agement Import-Export Corp. and Qingdao 
Associated Textiles Import-Export Corp. 
Scores of enterprises formed by provincial, 
county and city governments had been ex- 
porting textiles, resulting in price undercut- 
ting, dishonoured contracts and uneven 
quality of goods. 
.. Officials in Peking had also proposed to 
ban the building of textile mills for the next 
five years and close down enterprises that 
continued to sustain losses. They later 
modified this plan, implementing a divi- 
sion of labour in which yarn production is 
carried out by mills in inland cotton-grow- 
ing regions and higher-end production is 
handled by factories in coastal cities. 

More than 60% of the raw material used 
in China's textile industry is cotton. 
Nonetheless, the government has not been 


successful in raising cotton output signifi- 
cantly. 

Last year, China increased the amount 
of land used for agricultural purposes by 
5.7% from a year earlier to 5.5 million ha. 
Additional land designated for cotton is 
expected to increase the yield by 10% for 
the year ending on 31 August from a year 
earlier, to 4.2 million tonnes. But this would 
still fàil to satisfy annual domestic demand, 
which is estimated at more than 5 million 
tonnes. 

The government's draft economic plan 
for the five-year period ending on 31 De- 
cember 1995 calls for annual cotton output 
of 4.5-5 million tonnes, a level far short of 
1984's peak production of 6.2 million ton- 
nes. Falling cotton production during most 
of the last five-year plan is largely the result 
of reduced investment by the state — Pe- 


Threadbare textiles 


Chinese state-owned firms, biggest 
: loss-makers by province, Jan.-Sept. 1990 
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Source: Ministry of Textile Industry 


king then favoured rapid industrialisation 
at the expense of agricultural development 
— and by low purchasing prices that dis- 
couraged farmers from raising crop yields. 

Although importing is an obvious solu- 
tion to the domestic raw-cotton supply 
shortage, China can ill afford to rely on 
increasingly expensive imports. Raw-cotton 
imports in the first nine months of 1990 fell 
40% from a year earlier to 153,186 tonnes, 
worth US$274 million. Cotton imports in 
1989 had risen 10-fold from the previous 
year to 519,000 tonnes, worth US$708.7 mil- 
lion. Chinese officials complain that two 
renminbi devaluations within less than a 
year of each other — the last one in Nov- 
ember 1990 — have made cotton imports 
prohibitively expensive. 

Chinese officials admit that many textile 
mills operated at half speed in 1990 because 
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of a lack of raw materials. They also com- 
plain that most mills only have enough in- 
ventory for two months' production. 

The textile industry's problems began 
with economic reforms instituted in the 
1980s, when hundreds of mills — many of 
them ill-equipped and poorly managed — 
sprouted to compete for raw materials that 
traditionally went to state-owned mills. 
From 1987-89, the number of mills rose to 
2,088 with 35.6 million spindles, from 1,045 
with 26 million spindles. Analysts, how- 
ever, say 36% of the spindles are of pre- 
1950 vintage and another 23% are of low 
quality. Only 9% produce fine yarn. 

Supported by local governments, new 
textile mills — most of which are sited in 
cotton-growing regions — waylaid supplies 
before they reached major cities. Con- 
sequently, industrial centres such as Shang- 
hai could no longer rely on inland pro- 
vinces for their cotton supplies. In 1990, 
Shanghai had to import 60% of the 600,000 
tonnes of raw cotton that its textile industry 
needed at prices 25% higher than domestic 
prices, says Zhu Renzuo of the Shanghai 
Textile Industry Bureau. 

But prices of domestic raw cotton also 
increased sharply. In 1990, the official price 
of domestic raw cotton rose 40% from a 
year earlier to Rmb 7.2 (US$1.38) a kg. But 
according to Zhu, the real price to mills in 
Shanghai was at least Rmb 8 a kg. 

The hefty price increase of raw cotton 
from 1987-89 coupled with rising wages 
made textile goods 75% more expensive, 
analysts say. As a result, domestic con- 
sumption of cotton yarn fell to 3.14 billion 
kg in 1990 from 3.6 billion kg in 1988. 

Because of their higher prices, Chinese 
textiles have lost their competitive edge or» 
world markets, particularly against goods 
from chief rival Pakistan. In China's maini 
textile market, Hongkong, its share of the 
cotton-yarn market has fallen to about 60% 
from 73% two years ago, mostly because o* 
competition from Pakistan, Indonesia andl 
Taiwan, according to traders. Pakistan has 
more than 27% of Hongkong’s cotton-yarni 
market, up from 16% two years ago. 

Analysts believe it will take China dec- 
ades to upgrade its textile industry to the 
level of most other suppliers. Peking wants 
foreign investors to help renovate state- 
owned textile mills, but the task is formida- 
ble. Inadequate transport and communica: 
tions facilities as well as labour problems 
have deterred many potential investors 
from committing funds. 

Meanwhile, Chinese officials are looking, 
to the garment business to take up the 
slack. The clothing sector is China’s second: 
largest export earner. In 1989, clothing) 
exports rose 26% from a year earlier tc 
US$6.13 billion. With the government con: 
sciously encouraging garment manufactur- 
ers, some analysts say clothing exports may. 
soon overtake textiles as the country's lead: 
ing export. 
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Tokyo gives US brokers 
a foothold in banking 


> Tokyo licensed three US securities 
companies, Salomon Bros, Morgan Stanley 
and Goldman Sachs, to deal in foreign 
exchange and other banking business in 
Japan from late March. They are the first 
securities firms in Japan — foreign or local 
— to receive such permission. Japanese 
securities firms are expected to be allowed 
to do some forms of banking in Japan via 
special subsidiaries from 1993. At that 
time, banks are also likely to gain limited 
access to securities business. The decision 
to grant banking licences to foreign firms 
first is thought to reflect Japanese 
Government anxiety over US criticism 
that its pace of financial deregulation is too 
slow. 


Goldstar acquires stake 
in US electronics firm 


> South Korea's Goldstar plans to invest 
US$15 million in Zenith Electronics of the 
US to gain access to high-definition 
television (HDTV) technology. The 
investment will give Goldstar a 4.97% 
stake in Zenith, the US’ last-remaining 
consumer-electronics maker. Goldstar will 
pu rights to Zenith's picture-tube 
echnology, which the companies say is 
suitable for both conventional and HDTV 
use. 


Sumitomo Bank backs 
(toman debt package 


> Osaka-based trading company Itoman 
-orp. unveiled a financial-reconstruction 
»lan under which Sumitomo Bank will 
assume about X500 billion (US$3.8 billion) 
»f Itoman's real-estate loans and 
mvestments. Itoman will eventually 

repay the bulk of the ¥630 billion it 
borrowed for real-estate projects that have 
^ot gone bad. The plan was put to more 
than 60 creditors — reported to include 
aine Japanese city banks and 36 regional 
banks — and is expected to take effect in 
March. Itoman says it will revert to 
»pecialising in trading in textile products 
and food. 


MAS told to study 
splitting operations 

Malaysia’s cabinet has directed 
Malaysian Airline Systems (MAS) to study a 
»ossible separation of its domestic and 
international operations — a move that 
"ould presage the creation of a new 
"llomestic airline. The government- 
"ontrolled carrier has also been told to 
sevamp its management structure. MAS 
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had a loss of M$11 million (US$4.1 million) 
on domestic flights in the year to 31 March 
1990, though group net profit surged 43% 
to M$224.6 million. 


New Delhi postpones 
budget for 1991-92 


> Indian Prime Minister Chandra 
Shekhar's minority government deferred 
introduction of its budget for the fiscal year 
starting in April. It will instead seek a vote 
to enable spending and revenue-raising to 
continue at existing rates until July. 
Opposition parties claimed the delay was 
designed to help the Congress Party in 
forthcoming Tamil Nadu state elections. 


Industrial fatalities reach 
record in South Korea 

> A record 2,236 South Korean workers 
died in industrial accidents last year, a rise 
of 34% from 1989, the Labour Ministry 
said. The total number of industrial 
accidents fell slightly to 133,893. 






Business indicators 
Changing composition of 
Malaysia’s exports 
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Hongkong Bank holders 


approve reorganisation 

> Hongkong & Shanghai Banking Corp. 
shareholders overwhelmingly approved a 
plan to put the bank under a new 
company, HSBC Holdings, which will be 
domiciled in Britain. The reorganisation 
will take effect on 2 April, subject to 
approval by Hongkong's Supreme Court. 


Sharp plans to make 

computer displays in US 

> Japan's Sharp Corp. said it plans to 
assemble liquid crystal displays in the US 
state of Washington. A week earlier, the 
US Commerce Department had ruled that 
Sharp and other Japanese flat-screen 
makers were selling imported displays in 
the US at below fair-market prices. 
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Hopewell secures loan 
for Canton motorway 


> Hongkong’s Hopewell Holdings, after 
long delays, secured the US$800 million 
project financing for its planned 
Hongkong-Canton motorway. Twenty- 
nine banks joined a syndication group 
assembled by Wardley Capital, with the 
leaders — Hongkong & Shanghai Banking 
Corp., Bank of China and Dai Ichi Kangyo 
Bank — each lending US$100 million. No 
US banks participated in the 12-year 
financing. 


Fanuc abandons purchase 


of stake in tool maker 

P Citing delays in obtaining US 
Government approval, Fanuc Ltd, a 
leading Japanese maker of industrial 
robots, cancelled plans to buy 40% of 
Moore Special Tool Co. for US$10 million. 
Moore had proposed the deal, but some 
US legislators opposed it on national- 
security grounds. Moore is believed to be 
the last US-owned manufacturer of certain 
machine tools used in making nuclear 
weapons. Besides congressional pressure, 
Fanuc may have been influenced by 
potentially embarrassing publicity in Japan 
on the nuclear-weapons connection. 


Peking opens discussion 
on economic reform 


> China's State Council convened in 
Peking on25 February to study the problems 
of large and medium-sized state 
enterprises. Chen Jinhua, chairman of the 
Structural Reform Commission, said the 
aim of reform in the 1990s would be to 
"establish economic mechanisms which 
integrate the planned economy and market 
regulation." Nearly one-third of all state 
enterprises were in the red in 1990, with 
losses totalling Rmb 28 billion (US$5.4 
billion). This was more than double the 
1989 figure. The higher losses contributed 
to a steep fall in government revenues in 
1990, with state-sector profits and tax 
payments falling 18.5% to Rmb 127 billion. 


McDonald's draws crowd 
on Indonesian debut 


»> Around 15,000 people thronged 
Indonesia's first McDonald's restaurant 
when it opened in Jakarta on 21 February. 
A McDonald's official said the response 
was second only to the US fast-food 
company's first-day crowd in Moscow a 
year ago. The Indonesian franchise is 
owned by former Panin Bank president 
Bambang Rachmadi, son-in-law of 
Indonesian Vice-President Sudharmono. 
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BUSINESS 


PRICES 


3 months 
Last sale to 25 Feb. 


Gold 


Copper | 

Current delivery (Mar.) 
May delivery 
Aluminium 

Current delivery (Feb.) 
Tin 

Cotton 

Current delivery (Mar.) 
May delivery 

Rubber 


Current delivery (Mar.) 
May delivery 

Jute 

Palm Oil 


Current delivery (Mar.) 
May delivery 


Sugar 
Current delivery (Mar.) 
May delivery 


Pepper 
Sarawak Asta blk 100% 


Wheat 

Current delivery (Mar.) 
May delivery 

Maize 

Current delivery (Mar.) 
May delivery 

Rice 

5% white fob 
Soyabeans 

Current delivery (Mar.) 
May delivery 

Cocoa 

Current delivery (Mar.) 
May delivery 

Coffee 

Current delivery (Mar.) 
May delivery 


Petroleum 
Sumatran light 
Brent 


AND 


London (2) 
New York (3) 


London (7) 


Kuala Lumpur (1) 
New York (3) 


Kuala Lumpur (8) 


Dhaka (11) 
Kuala Lumpur (4) 


New York (3) 


Singapore (9) 


Chicago (5) 


Chicago (6) 


Bangkok (7) 


Chicago (5) 


New York (7) 


New York (3) 


Tokyo (10) 
London (10) 


AFFAIRS 


TRENDS 


Latest 


359.15 


110.55 
106.90 


1,510.00 
15.09 


86.70 
87.44 


228.50 
229.50 
410.00 


839.00 
838.00 


8.22 
8.13 


277.50 


251.60 
262.20 


238.20 
247.00 


338.00 


569.40 
582.00 


1,095.00 
1,131.00 


89.75 
92.00 


17.30 
17.63 


Previous 


week 


364.05 


109.60 


1,505.00 
14.63 


84.17 


229.00 


410.00 


846.00 


8.50 


275.00 


256.20 


238.60 


338.00 


572.60 


1,184.00 


91.70 


18.10 
20.88 


387.05 


115.50 


1,590.00 
15.85 


74.97 


244.50 
410.00 


852.00 


270.00 


582.00 


1,313.00 


82.15 


32.50 
35.30 


(1) M$ a kg (2) US$ an oz (3) US¢ alb (4) M$ a tonne (5) USc a 60 Ib bushel 
(6) USc a 56 Ib bushel (7) US$ a tonne (8) PSS1, Mc akg (9) S$ a 100 kg (10) US$ a barrel 
Source: Telerate, International Jute Organisation 


(11) BWD, Chittagong/Mongla, US$ a tonne 


Economic indicators, selected Asian countries 


Year 
ago 


410.65 


114.00 


1,465.00 
16.84 


68.75 


230.00 


410.00 


668.00 


14.46 


367.50 


394.00 


245.60 


310.00 


565.20 


1,059.00 


91.55 


21.00 
19.40 


US$1 
25 Feb. Worth 
Australia dollar 
Bangladesh* taka 
Britain pound 
Brunei dollar 
Burma* kyat 
Canada dollar 
France franc 
Germany mark 
Hongkong dollar 
India rupee 
Indonesia rupiah 
Japan yen 
Macau* pataca 
Malaysia dollar 
Nepal* rupee 
New Zealand dollar 
Pakistan rupee 
Papua N.G. kina 
Philippines peso 
Singapore dollar 
South Korea won 
Sri Lanka rupee 
Switzerland franc 
Taiwan NT dollar 
Thailand baht 


Spot 


ratet 


1.2781 
35.98 
0.5193 
1.7255 
5.92 
1.1526 
5.176 
1.5217 
7.794 
19.0186 
1,920.00 
133.40 
8.05 
2.708 
39.00 
1.6725 
21.8581 
0.9425 
28.125 
1.7255 
722.90 
40.405 
1.302 
27.162 
25.225 


Previous 
weekt 


1.2677 
35.98 
0.5096 
1.7155 
5.92 
1.1535 
5.0445 
1.4821 
7.794 
18.8768 
1,914.00 
130.30 
8.05 
2.69235 
39.00 
1.6479 
21.8581 
0.9378 
28.125 
1.7155 
721.00 
40.11 
1.271 
27.10 
25.11 


3 months Year 
agot agot 
1.3029 1.3036 
35.85 32.25 
0.5077 0.5911 
1.7085 1.8652 
5.90 6.65 
1.161 1.1963 
5.0155 5.7085 
1.4875 1.6877 
7.7905 7.8085 
18.0489 16.9923 
1,881.00 1,815.00 
128.90 148.70 
8.05 8.05 
2.683 2.7049 
24.00 24.00 
1.6329 1.7021 
21.8281 21.3986 
0.9398 0.9648 
27.944 22.865 
1.7085 1.8652 
714.00 693.30 
39.99 39.7803 
1.2635 1.4855 
27.2275 26.155 
25.01 25.77 


Communist countries: China US$-Rmb 5.2221 HK$-Rmb 0.66995 
Soviet Union US$-Rouble 0.5498 Laos US$=Kip 700.00 
Vietnam US$-Dong 7,300.00 Cambodia US$=Riel 600.00 


SDR1=US$1.42374 ECU1-US$1.35507 S$-M$1.5712 
*Official rate tMiddle rate Source: Telerate for spot rates, Deak for official rates 


Other: 


Eurocurrency and Asian currency unit deposit rates (%)f 


1 


25 Feb. month 
USS 6.4375 
Sterling 13.125 
Yen 8.0625 
Swiss Fr. 7.875 
Dm 8.75 
A$ 11.3125 
c$ 9.4375 
ECU 9.3125 


3 
months 


6.75 
12.75 
8.00 
7.9375 
8.9375 
11.1875 
9.50 
9.3125 


tOffered rate Source: Telerate, Salomon Brothers 





12 
months months 
6.6875 6.75 
12.25 11.8125 

7.6875 7.3125 

7.6875 7.50 
8.9375 8.9375 
10.9375 10.9375 
9.3125 9.25 
9.3125 9.375 


Currency deposit and bond yields 


10 year govt 
bonds yeild 


7.90 
10.04 
6.29 
8.28 
11.45 
9.57 
9.20 


Australia China Hongkong india Indonesia Japan Malaysia 
Economic Growth % (real) (1) 
1990 -0.5 5 2.3 4(4) 6 5.2 6.5 
1991 2 6 3-4 3.5-4(4) 5 3.8 8 
International Reserves (5) 
Latest US$16.26b (Dec) US$26.67b (Oct) n.a. US$1.52b (Dec) US$7.46b (Dec) US$78.50b (Dec) US$9.09b (Sept) 
Year earlier US$13.42b US$15.95b n.a. US$3.86b US$5.45b US$83.96b US$6.83b 
Trade Balance (total merchandise) 
Latest 3 months +US$0.17b (Oct-Dec) «US$3.40b (Nov-Jan)  -US$0.14b (Oct-Dec)  -US$1.72b (Aug-Oct) +US$1.65b(8) (Sept-Nov) +US$10.89b (Oct-Dec) +US$0.02b (Sept-N 
Previous 3 months -US$0.34b +US$2.95b +US$0.85b -US$0.80b +US$0.21b 4US$15.77b -US$0.05b 
Year earlier -US$0.83b +US$0.22b +US$1.18b -US$0.87b +US$1.59b +US$14.39b +US$0.33b 
Exports (7) 
Latest 3 months US$10.14b US$18.79b US$23.79b US$4.31b US$7.90b(8) US$80.65b US$8.51b 
% change previous 3 months +6.0 +13.8 18.7 -0.4 +39.4 +11.9 +16.9 
% change year earlier +10.4 +29.6 +22.3 +12.6 +36.9 +15.9 +27.0 
Imports (7) 
Latest 3 months US$9.97b US$15.38b US$23.93b US$6.03b US$6.25b(8) US$69.75b US$8.49b 
% change previous 3 months +0.9 +13.5 +13.8 +17.6 +14.4 +23.9 +15.8 
% change year earlier +0.2 +7.8 +30.9 +28.4 +49.4 +26.3 +33.4 
Consumer Prices 
Base _ dul 80-Jun 81-100 Dec 1989=100 Oct 84-Sept 85=100(2) 1982-100 Apr 88-Mar 89=100 1985=100 1980=100 
Latest 3 months index average 214.5 (Oct-Dec) 104.3(11) (Dec) 147.4 (Oct-Dec) 194.7 (Sept-Nov) 116.8 (Oct-Dec) 108.9 (Oct-Dec) 140.2 (Oct-Dec) 
% change previous 3 months +2.7 n.a. +2.6 +3.5 +1.8 +1,7 +2.3 
% change year earlier 16.9 34.3 +10.9 +10.6 +9.9 +3.8 +3.9 
Money Supply (3) 
Latest A$204.48b(9) (Dec) Rmb1,361.28b (Jul-Sept) HK$539.67b (Dec) Rs2.53t(9) (Dec) Rps80.70t (Nov) Y490.08t (Nov) M$82.67b (Oct) 
% change previous month «1.8 +7.9(10) 417 41.5 «2.9 -1.2 12.8 
% change year earlier +12.0 +29.9 +15.5 +15.9 +46.5 +9.9 +28.9 


(1) Official and other estimates of GDP (GNP in Japan) (2) Consumer Price Index A (3) M2 or currency plus bank deposits (4) To March (5) IMF definition of reserves minus gold except for Singapore (6) fob (7) cif 
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a a a New York, Tokyo fall on profit-taking a a a Kuala Lumpur closes mixed. 
Singapore rallies on Gulf War peace prospects a a a Hongkong advance continues 
a a a Jakarta drops on devaluation rumours in week ending 26 February a a m 
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*Market capitalisation-weighted index of nine Asian Wm iiag Japan, published by Asian Markets Monitor, a Review newsletter, 1 Jan. 1990=100 











Philippines Singapore South Korea Taiwan Thailand 

5-7 8.3 8-9 5.2 9-10 

1.5-2.5 5-6 6.3-7 7 5.5-7.5 

US$0.93b (Dec) US$27.90b (Oct) US$14.79b (Dec) US$70.26b (Oct) US$13.31b (Dec) 

US$1.42b US$19.41b US$15.21b US$73.42b US$9.52b 

-US$1.15b (Sept-Nov)  -US$1.85b (Oct-Dec) ^ -US$1.71b (Oct-Dec) +US$2.45b (Nov-Jan) -US$1.86b (Jul-Sept) 

-US$0.97b -US$1.71b -US$0.21b +US$4.16b -US$2.22b 

-US$0.75b -US$1.02b +US$0.73b +US$3.56b -US$1.30b 

US$2.11b US$15.94b US$18.32b US$17.76b US$6.14b 

+3.4 +20.4 +8.7 +1.3 +9.8 

+6.8 +30.0 +6.7 +12.6 +18.9 

US$3.26b US$17.79b US$20.03b US$15.31b US$8.11b 

+8.1 +19.1 +17.4 414.5 43.8 

+19.6 +33.9 +21.8 +25.3 +25.5 

1978=100 Sept 87-Aug 88=100 1985=100 1986=100 1986=100 

527.8 (Oct-Dec) 107.6 (Sept-Nov) 133.6 (Oct-Dec) 111.8 (Nov-Jan) 119.1 (Jul-Sept) 

+5.0 41.5 40.8 -2.1 +1.0 

+13.1 +3.6 +9.2 +4.3 414,7 

eg 12b(9) (Nov) $$59.95b (Oct) Won68.74t (Dec) NT$6.23t (Dec) Baht 1,479.0b (Nov) 
41.8 41.9 45.5 43.1 $0.7 

207. 8 +21.4 +17.2 +9.8 +1.8 


(8) Including petroleum (9) M3 (10) % change over past 3 months (11) One month Source: Official statistics 
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Prime interbank Interbank Interbank 
25 Feb. lending 1 month? 3 monthst 6 monthst 
Australia 15.50 11.75 11,625 11.375 
Britain 13.50 13.3125 12.875 12.25 
Hongkong 9.50 6.75 6.75 6.8125 
Indonesia 23.50 24.50 25.00 24.50 
Japan ‘7.80 

"8.25 8.125 8.0625 7.78125 
Malaysia 7.25 6.50 6.70 6.95 
New Zealand 14.90 12.00 12.02 12.05 
Philippines 27.00 20.5605 20.1875 21.25 
Singapore 7.00 4.625 4.6875 4.75 
South Korea 111590 — e= — 
Taiwan 10.00 = — -— 
Thailand 16.00 16.00 16.25 — 
US 9.00 6.625 6.875 6.875 


‘Long term **Short term ttMonetary Stabilisation Bond (1 year) 
tOffered rate Source: Telerate and Review Data 
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Warrants arrested 


ope apparently springs eternal 

among Hongkong companies, 

particularly those which rely on 

warrant issues to conserve cash 
(by issuing them in lieu of dividends) and 
to raise speculative attention in their other- 
wise undistinguished prospects. 

With a bearish stockmarket in the 
months before the Lunar New Year, sev- 
eral Hongkong warrant issuers faced the in- 
evitability of their paper expiring worthless. 
Of course, that would not do, especially 
when rules can be altered to fit the cir- 
cumstances. 

Two listed companies, Shun Ho Prop- 
erty (since renamed Lolliman) and Hong- 
kong Daily News & Trading, petitioned the 
Hongkong Stock Exchange (HKSE) for per- 
mission to replace expiring out-of-the- 
money warrants with new paper carrying a 
later expiry date. The new warrants would 
presumably be worth something should 
the market recover. This brazen request 
conveniently ignored the fact that warrants 
are a simple form of leveraged betting, with 
all the attendant risks. 

To its shame, the HKSE allowed the two 
companies, which are related to one 
another, to proceed with the warrant ex- 
change. The Securities and Futures Com- 
mission remained silent. 

There is an obvious way in which such 
an arrangement could benefit those with in- 
side knowledge, at the expense of other 
shareholders. By accumulating the expir- 
ing, apparently worthless, warrants for a 
song, insiders could make a quick specula- 
tive buck when the intrinsic value of the 
paper vaulted upwards as a result of the 
swap. 

The HKSE's decision to turn down the 
next company that came forward was pre- 
dicated on the regulators suspicion that 
this actually happened. The formerly 
moribund warrants of Shun Ho and Daily 
News were the subject of considerable 
speculative attention prior to the approval 
of the warrant exchange. 

The HKSE belatedly took notice when 
Yuen Sang Enterprises, a grab-bag of manu- 
facturing outfits and property holdings con- 
trolled by the territory's Chuang family, 
proposed cancelling outstanding 2002 war- 
rants, which had a strike price of 35 HK 
cents (4.5 US cents), and to replace them 
with new warrants, exercisable in 1995, at a 
strike price of 20 HK cents. 

Under the plan, investors would receive 
seven 1995 warrants for ten 2002 warrants, 
and presumably the odds on a decent pay- 
off would brighten. Yuen Sang would re- 


vive prospects that it could raise up to 
HK$91.5 million if the new warrants were 
retired in the money. The HKSE rightly 
turned down Yuen Sang on 14 February. 

Even with the initial exercise date of the 
2002 warrants still four years away, reg- 
ulators felt the paper was worthless given 
the laggard performance of Yuen Sang's 
shares. If the Chuangs had anything up 
their sleeve (other than a swap) to bring the 
warrants back into the money, regulators 
reckoned, all investors should know about 
it simultaneously, not after the family had 
the opportunity to make a killing. 

Judging by the Chuang family's record, 
the HKSE had reason to be vigilant. Back 
in 1984, then family holding company 
Chuang’s (Holdings) came under investiga- 
tion by the then Securities Commission for 
selling shares in former subsidiary Lambda 
Technology contrary to a statement of in- 
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Source: Hongkong Stock Exchange 


tent contained in Chuang's 1983 public 
offer document. 

Chuang’s had undertaken to hold 75% 
of Lambda as a long-term investment. In- 
stead, it reduced its stake to 45% without 
telling regulators or other shareholders. 
Shortly after, Lambda reported a 9176 plunge 
in net income. 

Lambda's initial public offering in Au- 
gust 1983 set its share value at HK$2.80. By 
the time the huge plunge in earnings was 
announced in October 1985, its shares were 
trading at around 30 HK cents. Over the 
same period, the Hang Seng Index almost 
doubled. 

The Securities Commission also looked 
askance at the way in which Chuang's 
(Holdings) raised its stake in associate 
Chuang’s Properties through the purchase 
of shares from a company called Verix. 

Chuang’s Holdings paid HK$1.40 a 
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share to gain 52% control of the property 
company. The problem was, at the time 
the market value of Chuang's Properties 
shares was 15 HK cents and the vendor, 
Verix, was controlled by two daughters of 
Chuang's chairman, Chuang Chun-wen. 

This move earned the directors of 
Chuang’s (Holdings) a rare public censure 
for "unacceptable standards of commercial 
behaviour." It also resulted in a Securities 
Commission referral to the Hongkong po- 
lice's Commercial Crime Bureau. According 
to lawyers familiar with the case, govern- 
ment prosecutors apparently had insuffi- 
cient evidence to bring charges against the 
Chuang family. 


In line with lower revenues as a result of 
weak stockmarket turnover, the Securities 
and Futures Commission (SFC) has sensibly 
decided to hold down its budget for the fi- 
nancial year beginning on 1 April. Shroff is 
pleased because the SFC's problem has not 
been a lack of manpower — it has 232 em- 
ployees — but a complete lack of clout with 
Hongkong’s powers-that-be. 

Although the SFC executives, most of 
whom were recruited from abroad, still har- 
bour unrealistic notions about the potential 
for changing the behaviour of Hongkong's 
market players, the main culprit in its inef- 
fectiveness is the Hongkong Government. 

After almost two years in existence, the 
SFC still has none of the tools needed to 
damp down on insider-trading, on take- 
overs fashioned to thwart minority interests, 
on non-disclosure of salient information. 

The last aspect is the first that needs to 
be addressed. The Securities (Disclosure 
of Interests) Ordinance, a version of which 
was passed by the Legislative Council back 
in 1989, lies on someone's desk in the finan- 
cial secretary's office. Arguments rage over 
how to amend it to cover the ever-greater 
number of Hongkong companies domiciled 
offshore. 

While Jardine Matheson and others 
twist government arms to make the ordi- 
nance as toothless as possible, companies 
continue to ignore the spirit of the still-un- 
finished law. In the meantime, the SFC can- 
not crack down on non-disclosure. A bill on 
insider trading, passed last summer, is also 
in the financial secretary's office, presuma- 
bly waiting to have its teeth pulled. 

While there are real issues to debate on 
the insider-trading law, and on the take- 
overs code (which is still being discussed 
within the SFC itself), speed is of the es- 
sence. Otherwise, why bother having the 
SFC at all? m Jonathan Friedland 


7 MARCH 199 





THE ASIAN WALL STREET JOURNAL, GPO Box 9825, Hong Kong. Fax: 852-834-5291. Telex: 83828 AWSIHX 














Information 


ever compro 


THE ASIAN WALL STREET JOURNAL, 


The business 





publication of Asia 














riw m i E IR E DENR E FEER 
Or mail this coupon and get The Asian Journal at a saving of up to 5696 off the newsstand price. Cpreferone year, Charge tomy 
Name — ——————ÁÓ UTOR | C —— —— € js "Md 
Company __ Bete eee ee gs oe aes _CardXe LLL CH prefer six months. VBA 
= D CO Amex 
Delivery Address uer E 00 e T NUR ee ee DiCheckenclosed. —— 
M LJ Diners 
m wena -9namue a ChAT me later. - 
2 Subscription Rates: VdasterCaid 
One Year — Six Months One Year — Six Months One Year — Sis Months One Year Nix Months 
Australia A$350 AS195 | Hong Kong HK$1,200 HKS660 — | — Malaysia M$330 MSG — : — Sri Lanka Red 00 Bed 
Bangladesh US$240 US$152 | India Rs 2,856 Rs 1.620 | Nepal US$213 US8iiT | — Taiwan NT$5,700 15 
Brunei B$295 B$160 Indonesia Rp330,000. — Rp181.5500 | New Zealand US$280 US$160 | — Thailand $3,900 
China US$215 U38120 Japan* YES.000 38.000 Pakistan USS136 USS75 — | — Ren of Ama U8$245 
Guam US$225 US8125 | Korea V3125.000 WB. 700 i Philippines P2500 P5,370 Üniside of Asia USS440 










BUSINESS AFFAIRS 


RESEARCH 


AND 


INNOVATION 


Bubble bath for coral 


hile swimming last year in 

the South China Sea off the 

Philippines, a silver flash was 

probably the last thing 12- 
year-old Jun Fajardo saw before the needle 
fish skimming the water at 20 knots im- 
paled its 15-cm-long beak in the boy's neck, 
severing an artery and killing him. Jun was 
one of many casualties of "muro-ami," a 
fishing method that relies on swimming 
children to bang on coral reefs to scare fish 
into nets. 

Muro-ami has flourished since it was in- 
troduced to the Philippines from Okinawa 
in the 1920s. But in the past decade, it has 
increasingly attracted international media 
coverage because of its use of child labour 
and because of its destruction of coral reefs. 
Despite repeated attempts by the govern- 
ment to stop the practice, powerful busi- 
ness interests, lack of alternative employ- 
ment and ineffident law en- 
forcement have enabled it to 
continue. 

But  Filipno researchers 
have come to the rescue of the 
children and the reefs. They 
have devised a fishing method 
that reduces demand for child 
labour, prevents reef damage 
and could be adapted for use in 
other countries. 

The need to protect children 
from labour abuse is under- 
standable, but the biological 
and economic value of coral 
reefs is only now becoming 
fully appreciated. Coral reefs, 
like tropical rain forests, repre- 
sent the epitome of biological 
diversity. They also prevent 
coastal erosion by waves as well 
as attract tourists. 

The Philippines has 27,000 km? of coral 
reefs. Most of this area is fished by hook 
and line methods and fish traps that gener- 
ally do not harm living corals and as- 
sociated organisms. But other methods, 
such as dynamiting, poison fishing and 
muro-ami fishing, damage coral reefs. A 
muro-ami fleet, for example, destroys reefs 
at a daily rate of 1 km, faster than any 
other technique. 

Muro-ami is run exclusively by Cebu Is- 
land-based Frabal Shipping Corp., which 
has 40 ships of about 50 m in length packed 
with nets, skiffs and other gear supplied by 
Abines Fish Traders Corp. In addition to a 
small crew, each ship carries up to 300 boys 
between 10 and 15 years old who are re- 
cruited from poor barrios on Cebu. 


After setting an open-ended net on a 
reef in up to 30 m of water, the youngsters 
swim towards it, jerking rock-weighted 
brightly coloured streamers known as 
scare-lines. The rocks smash delicate corals 
below, but the noise and the lines drive 
large numbers of fish into the net. Divers 
reset the net several times in a day so that 
the children are in the water for up to 12 
hours. 

In a season, Frabal and Abines can haul 
in a total of up to 30,000 tonnes of fish, 
worth P300 million (US$10.7 million). The 
cost to the Philippines can be measured in 
hundreds of km? of smashed reef and in 
the deaths of dozens of young swimmers 
each year. Although needlefish are the 
children's biggest fear, sharks, barracuda, 
poisonous sea snakes and disease also take 
their toll. 

For years, foreign marine biologists have 


How to catch fish by blowing bubbles 


GS) Air boat 
«CS ) Net boat 
@ Man 





sought to come up with an alternative to 
muro-ami. In 1977, American fisheries ex- 
pert Kent Carpenter pointed out that coral 
smashing is not necessary since scare-lines 
are often sufficient to herd fish into nets. 

Despite the attention of imported scien- 
tists, the dilemma remained unresolved 
until last year, when a Philippine Govern- 
ment task-force working with environmen- 
tal groups and fishing companies produced 
a solution based on another Okinawan fish- 
ing technique called “otoshi-ami.” This 
fishing method involves only four or five 
fishermen who place a net near a bay. Then 
they suspend air hoses over the side of the 
boat and use an air-compressor to create an 
underwater spray of air bubbles that helps 
to scare fish into their net. 
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The Filipino solution was proposed by 
Ching Aguilar, a fisheries technician who 
had learned about otoshi-ami while train- 
ing in Japan. He suggested that otoshi-ami 
could be scaled up to work on muro-ami 
boats. His plan eliminated the need for 
cheap child labour. Frabal, worried about 
government threats to impound its boats, 
agreed to test the technique. 

In April 1990, a muro-ami boat outfitted 
with air-compressors and rubber air-hoses 
and carrying a task-force team cruised to 
coral reefs off Palawan Island. While scuba 
divers photographed the operation, the 
fishermen set their net. Adult swimmers 
carried long air-hoses decorated as scare- 
lines and lightly weighted with fishing 
lead. After the swimmers formed a semi- 
circle facing the net, air pumps were turned 
on. Then the fishermen swam towards the 
net, bringing the air-hoses and underwater 
bubble curtain with them and* 
scaring large numbers of fish» 
into the net. 

According to Ramon Miclat, 
head of the Bureau of Fisheries” 
coral reef research unit, the 
bubble-technique, called "pa- 
aling" in Tagalog, proved to be 
more effective than muro-am 
and did not cause any damage 
to corals. Frabal was happy 
with the test results, and the 
department granted the com 
pany a temporary permit fo» 
bubble-fishing. Six muro-ame 
boats have already been con 
verted for the technique and are 
fishing off Palawan. 

Miclat’s only worry is thaw 
the method will lead to over 
fishing. “We are introducing # 
very efficient fishing gear which 
cleans out about 10-20% of fish standing» 
stock,” he says. “In order to allow fist 
populations to recover, the operation needs 
to be well managed so that the boats don’ 
fish in the same area more than once o 
twice per year.” 

Porfirio Alino, a marine biologist with 
the University of the Philippines, says pas 
aling should significantly help reduce the 
rate of damage to the country's coral reefs 
Also, it could be transferred to other couns 
tries that depend on coral reef fisheries 
such as Indonesia, Thailand and Burma. 

For the first time in 70 years, hundred 
of Filipino children are in school rather tha 
on muro-ami boats, and reefs are getting 
bubble bath instead of a pounding. 

m Gregor Hodgsc- 
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ime is money. Which means saving time 
i important —— whether you're travell- 
ig on business or for leisure. That's why 
hina Airlines has developed such an 
xtensive network throughout the 
agion. 

/ith our connections to 15 major Asian 
ties and convenient flight schedules, 
ou spend less time in the air. Which 
'ves you rnore time on the ground to 
> all the important things. 
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- North America, China Airlines flies 
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Meeting client needs is half the story. 
Meeting society’s needs is the other half. 


We at Fuji Bank believe that 
servicing both the needs of clients and 
those of society represents the new standard 
for banking excellence. Responding responsibly and 
sensitively to new environments is how Fuji Bank 
proves its commitment to improving 
the quality of life for everyone. 


Banking Excellence 


fees FUJI BANK 


Head Office: 5-5, Otemachi 1-chome, Chiyoda-ku, Tokyo 100, Japan. Phone: 03-3216-2211 


Overseas Network: Asia and Australasia 

Branches: Hong Kong, Seoul, Shenzhen, Singapore Representative Offices: Bangkok, Beijing, Dalian, 
Guangzhou, Jakarta, Kuala Lumpur, Manila, Melbourne, Shanghai, Sydney 

Subsidiaries and Affiliates: Bangkok, Beijing, Hong Kong, Jakarta, Kuala Lumpur, Singapore, Sydney 


Northern Telecom helps 
order thousands of pizzas every day. 


Feeling hungry? If so, call Domino’s Pizza 


and they’ll deliver pizza right to your door. 


Service doesn’t come much better than that. 


As you can imagine, meeting thousands of 
orders every day requires one of the most advanced 
telecommunications systems around. 

Which is where we come in. 

In America, Northern Telecom provides both 
the internal phone system and the software that 
helps Domino’s handle their incoming calls. 

This system feature is known as Automatic 
Call Distribution and Northern Telecom is the leader. 

However, if pizza isn’t to your taste, perhaps 


you'd prefer a T-bone at the Bobcat. 





In East New Mexico, homes and businesses, 
from the local diner to vast ranches, rely on our 
remote telephone switching systems. 

When we sold the first of these systems in 1979, 
we took time to analyse the communities’ needs 
and then customised our package to meet them. 

Eleven years in serving the whole region, 
means not only providing flexible and reliable 
telecommunications equipment, but also a full 
range of training and other services. 

These are just two of the ways Northern 
lelecom is helping businesses and communities 
in more than 100 countries worldwide. 


Can we help you? 
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Or helps you book a table at the Bobcat. 
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TECHNOLOGY THE WORLD CALLS ON. 


ENGINEERING 


WEALTH 


Design 


Engineering wealth at Indosuez is a Private 
Banking service. 


It is designed for individuals and families for 
the safeguard and growth of their estate through 
professional investment management. 


Each client’s needs are carefully measured to 
produce an individually tailored, secure invest- 
ment programme designed to harmonise 
growth objectives with muted risk. 


Indosuez research and market expertise, 
with its presence in 65 countries, offer the most 
promising opportunities from the world's 
markets, 

Engineering wealth calls for a carefully 
crafted design - in harmony with the times. 


BANQUE INDOSUEZ 


International Private Banking 


Geneva » Lausanne e Lugano Zurich 
London « Luxembourg » Monaco « Paris 
Hong Kong » Singapore « Bahrain » New York 
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Pes simistic about muscle 
"Your COVER STORY Once this lousy war is 
over [7 Mar.] sounds a bit pessimistic 
when it hints at "excessive" flexing of US 
‘military muscle and "strain" in US al- 
 liances. 
The US-led allied forces stopped short of 
entering Baghdad after President Bush an- 
nounced the ceasefire, leading Moscow to 
proudly announce the great success of Mr 
Gorbachov's peace initiative. The good US- 
Soviet relationship is thus saved. 
. dt was reported that Western forces 
"would withdraw from Iraq, leaving the 
Arabs to thrash out the problems of leader- 
ship in Baghdad and peace in the Middle 
‘East, showing that the West has no territo- 





‘nal ambitions. 

^C That is signal to the world that the allied 
forces were out to enforce UN resolutions 
— upholding the UN basic principles of 
peace and justice and giving a lesson that 
no wanton use of force against neighbours 
- would be tolerated in the world be it in the 
Middle East, Europe or Asia. 
Hongkong 


No role for Singapore 

Rasiah Thiagarajah [LETTERS, 28 Feb.] 
daimed that negative responses from 
China and Singapore along with Japan 
in the Third Committee of the 45th UN 
General Assembly prevented the adop- 
tion of a resolution on the situation in 
Burma. 

Singapore played absolutely no role in 
the Burma resolution. The co-sponsors of 
the resolution did not even table it for a 
vote. In the Third Committee, Japan pro- 
posed that the resolution be deferred for 
Consideration at the next General Assembly 
session. This was unanimously adopted. 
Singapore’s action was therefore no differ- 
ent from any of the 158 member states of 








the UN. ROBERT CHUA 
i Deputy Director 
Singapore Department of Foreign Affairs 


It is indeed distressing if, as Rasiah 
Thiagarajah’s letter implies, Singaporeans 
have no avenue, other than writing letters 
to journals based outside the country, to 
question their own government on the for- 
eign policies it pursues. 

The UN vote cited manifests the increas- 
ngly Sinocentric and PRC-aligned political 
aad cultural policies which Singapore is 










suing. Such policies constitute a disser- _ 
e people of Singapore. The greater 
nt to which the Chinese affinity of 


re is fostered, the more will it be 
d as a potential threat to its neigh- 


P. J, ANDERSON 
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That Rasiah Thiagarajah should suggest 
that it is “shocking . . . that Singapore 
should vote with China" in the UN and i in 
defeating a resolution calling for a Burmese 
civilian government is a testimony to the 
sorrowful "success" that the Singaporean 
Government achieved in keeping its citi- 
zens innocent. 

In the past decade, Singapore has been 
a leading force in giving support in the 
UN to an even worst regime — that of 
Pol Pot in Cambodia. More than that, 
weapons from Singapore's government- 
owned Chartered Industries manufactured 
under licence from PRB of Belgium are being 
supplied to these regimes. 

What China has done is merely joining 
its New Friends, the US, Britain, Germany, 
France, even “neutral” Sweden. It is a 
“jihad” to bring vengeance on the In- 
dochinese people daring to defeat the 
Caucasian-imperialists. 
Sydney | 
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indispensable role of the state 
Tan Wah Piow [LETTERS, 21 Feb.] says that 
the argument (of the Singapore Govern- 
ment in proposing a set of shared values) is 
“not logical.” It seems to me his own argu 
ments are not logical. He seems to be a flag- 
carrying champion of individualist rights, 
for example, "whether the individual puts 
vend before. self i is certainly a matter for 








state being a | moral | art er. 1 incu no wish 
to deify the state, or in this particular case 
the Singapore Government, since these are 
also made up of individuals, and therefore 
fallible. Yet I would think that some form of 
moral arbitration is necessary for the well- 
being of the general population. The dlas- 
sical ideas of the state as the body politic, or 
the embodiment of the general will, may be 
ancient and archaic, but a simple survey 
through space and time will show that 
nowhere has there been any community 
of persons functioning effectively without 
some morat arbitration from the corporate 
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The state i is: ix dis} le as a means for 
achi evir g the ends that men naturally seek 
— - vil peace and freedom from the excess- 





es of other men. If we can have the legisla- 
l ture, why not a codified set of values? If 
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there can be a Bill of Rights, why nota bil 
of wrongs? 

If one objects, it should only bek 
fic values in the bill — in which case 
down to a question of one person 
against another's, and who has th 





A bit of both 
In his interesting article ab p th 
media barons [Who owns t 
Feb.], Rigoberto Tigiao twice use 
"licentious" to des cribe | the ptr 
city. Read in context, 1 wonder: ; 
“litigious” instead. Or maybe the. 
press is both? 

Geneva 








minister's attitude. gig a man who has n 
served him for seven years with total loy- T 
alty deserves more than to be dismissed —— 
like an errant schoolboy. e 
I need not repeat what Daim has. done Uu 
for Malaysia during his tenure as finance —— 
minister. All Malaysians are aware of it c 
Even if Mahathir is not happy over Dainys — 
decision to resign, he should not show it in 
public. 
Kuala Lumpur 
























‘A SUPPORTER" 
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The Thai media is currently under thi 
the self-proclaimed National Peace 

Council so that they have to pi 
censorship. However, t 





cause of the military j 
not sufficient ground & 


Thai people are disgruntl ad er ough by | 
the military takeover. Yet we are - 
cheated d the Thai media which ci 
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i manhunt. Manoon, Manoon. 

who led two failed 
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ehabilitated and promoted by Chatichai. 
towever, military leaders accuse of him 
f involvement in a plot to assassinate 
ormer prime minister Prem Tinsulanond, 
ormer army commander Arthit Kamlang- 
'k and Queen Sirkit in 1982. Manoon 
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the Gulf crisis, according to Western 
military sources. Although it is not 
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Iraq possessed a wide variety of Chinese 
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were based in Saudi Arabia to help 
maintain the East Wind CSS-2 
intermediate range ballistic missiles 
Peking sold to Riyadh in 1988. In both 
instances, the Chinese military personnel 
are thought to have taken no part in the 
war. 


Beavering Away 

Canada is going ahead with its plan for a 
North Pacific Security Consultative Forum 
by convening a first meeting of non- 
government experts in May near 
Vancouver. Ottawa has been particularly 
encouraged by interest from both North 
and South Korea over participating in the 
forum, though Japan’s response has been 
predictably lukewarm. Canadian officials 
say the forum will deal with mainly 
non-economic issues, such as 
environmental protection and drug- 
trafficking, to avoid overlapping with the 
Asia Pacific Economic Cooperation. 
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BANGLADESH 1 


Khaleda gets a chance to rule, but only just 


A qualified mandate 





By S. Kamaluddin in Dhaka 


he recent parliamentary elections 

marked a watershed in the coun- 

try’s brief history marred by mili- 

tary regimes, violent agitation and 
rigged ballots. The 27 February polling was 
relatively peaceful, largely free and fair, and 
above all was conducted by a shaky and 
neutral caretaker regime. 

The verdict of the people was also a per- 
sonal triumph for Khaleda Zia, leader of 
the Bangladesh Nationalist Party (BNP), and 
vindicated her relentless opposition to 
former president H. M. Ershad who was 
ousted by a popular people’s movement 
last December. 

The voters have rewarded the BNP 
leader for her zeal to establish an elected 
government accountable to the people. But 
with the experience of lopsided electoral 
majorities transforming into authoritarian 
regimes failing to live up to their promises, 
the people appear to have exercised their 
own checks and balances this time. The BNP 
emerged as the largest single winner, just 
10 short of a majority in a contest for 300 
parliamentary seats. 

On 3 March, yet another constitutional 
check was played by Acting President 
Shahabuddin Ahmed, a former chief justice 
who succeeded Ershad with a declared 
mission of overseeing the elections. Ahmed 
said in a nationwide television address that 
a new cabinet should not be formed unless 





a party clearly established its majority sup- 
port in parliament, which is scheduled to 
convene on 5 April. 

In addition to the 300 popularly elected 
seats, the parliament has 30 seats reserved 
for women and chosen by the elected MPs. 
The BNP has won 140 seats, with 84 going to 
be rival Awami League and the others 
shared by lesser parties and independents. 
There is little doubt that the BNP with the 
support of smaller parties and indepen- 
dents will form the government and con- 
solidate its hold by choosing most of the 30 
reserved women’s seats. 

Undaunted by BNr's largely clear path to 
power, Awami League leader Sheikh 
Hasina Wajed made her own little attempt 
to block the formation of the 
cabinet by Khaleda. She told 
the president that if he ap- 
pointed Khaleda as prime 
minister her party would 
launch a mass agitation. Her 
contention was that the act- 
ing president would lose his 
neutrality since he would 
become part of the BNP gov- 
ernment. 

Not to be outdone, the 
BNP threatened its own mass 
agitation to counter the 
Awami League’s ploy. In 
the event, Ahmed rejected 
Hasina’s plea and held that 
the formation of a council of 





ministers would, in no way, affect his neut- 
rality. 

Hasina’s tactics to stall the BNP surprised 
most observers and even her erstwhile po- 
litical allies. Some leaders of the compo- 
nents of the Awami League-led eight-party 
alliance were visibly taken aback. Promi- 
nent leftwing MPs Rashed Khan Menon 
and Suranjit Sengupta urged the president 
to allow BNP to form the government. 

Diplomatic sources were concerned 
that any major confrontation between 
the two largest political parties could en- 
courage the army to assert itself. As the 
president stuck to his decision, Khaleda 
will form the cabinet once the parliamen- 
tary formalities are completed. 

, _ In any case, the Awami 
* League is unlikely to pur- 
sue its spoiler’s role as the 
party itself is in disarray 
in the wake of its electoral 
defeat. Factionalism came 
to the fore even during 
the election. Former for- 
eign minister and prominent 
Awami Leaguer Kamal 
Hossain got little help from 
the party and lost to a little- 
known BNP rival. Hasina's 
leadership was criticised in 
a party forum and she 
threatened to resign, but 
was persuaded to stay 


Khaleda: zeal rewarded. on. 


showed little taste for politics. 


But fate intervened on 30 May 1981, when Zia was assassi- 


10 


Shy, but shrewd 


Barely 10 years ago, she was a shy and beautiful housewife liv- 
ing under the shadow of her husband Lieut-Gen. Ziaur 
Rahman, then the president of Bangladesh. Today she exudes 
the quiet confidence of a self-assured political leader who is 
poised to take over as the first woman prime minister of this 
largely conservative Muslim country. 

On 26 March 1971, Zia — then an obscure army major — 
gained instant fame by declaring on Radio Chittagong the war 
of liberation against an occupying Pakistani army. Zia slipped 
across the border to fight for freedom, but his wife Khaleda and 
their two young children were interned by the Pakistani army 
until was liberated in December that year. Even as 
Zia swiftly rose to high rank in the Bangladeshi army and be- 
came president in 1977, Khaleda was rarely seen in public and 
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nated in an army revolt at the port city of Chiti 
and dignity shown by his widow, then 36, ¢ 1 
ment brought her into the limelight. Zia 
Bangladesh Nationalist Party (BNP) saw her as a symbol to rally 
around and build on the dead president's unquestioned popu- 

larity. Zia’s successor, Abdus Sattar, is known to have offered 
Khaleda the post of vice-president in late 1981. She reportedly 
declined the offer saying, a to BNP sources, that she was 
unsure of assuming a political role, but if she did she would run 
for an elected post. The politician in Khaleda was about to 
emerge. | 
By 1982 Khaleda had joined the BNP and army chief H. M. 

Ershad had ousted Sattar in a bloodless coup. Ershad began to 
split the BNP by jailing some of its leaders and luring others with 
official jobs. The need to have a charismatic leader to hold the 
BNP together became crucial, and Khaleda became the head of 
the party in 1983. Although Ershad tried unsuccessfully to offer 
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Another prominent Awami Leaguer, 
the party's organising secretary Tofayel 
Ahmed — known to have been cold-shoul- 
dered by Hasina — has emerged as a pos- 
sible contender as the leader of the party's 
parliamentary group. In contrast to Ha- 
sina's stridency, he has offered to cooperate 
with the BNP in restoring parliamentary 
democracy. 

Even before the convening of the new 
parliament, the debate over the form of 
government — presidential or parliamen- 
tary — has been revived. Awami League is 
committed to the Westminster-style regime 
as are most of the smaller parties, while the 
BNP prefers the presidential one. Leaders of 
the smaller parties are known to have ap- 
proached Khaleda on the matter. 

Even many BNP MPs now seem to lean 
towards a parliamentary system, which will 
require the new parliament to amend the 
constitution with a two-thirds majority. 
Earlier, Khaleda had said that BNP legis- 
lators would be allowed to vote freely on 








Opposition to Ershad has also been the main plank of 

. Khaleda's main political rival, Sheikh Hasina of the Awami 
. League. Until the early 1980s, both Khaleda and Hasina were - 

political neophytes. Like Khaleda — and 
. tion — Hasina also inherited a family ! 
. father and the founder of Bangladesh, Sheikh Mujibur Rahman, 
. was murdered by rebel officers in August 1975. 

. Later Hasina lived in self-imposed exile in India, while the 
. Awami League — devoid of leadership — was divided by 
i: squi around Mujib's symbol, Awami 
. League leaders brought Hasina back to Dhaka to lead the party, 


. squabbling factions. To rally 
_ just as BNP followers opted for Khaleda. 


. , In their opposition to Ershad’s quasi-military rule, both the 
. leading ladies of Bangladesh were arrested and held under de- 
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BNP, she had steadfastly stuck to her 


political mantle. Her 





the presidential question. In any event, the 
next parliament will inevitably address the 
presidential issue. 

The ghost of Ershad will hover over that 
debate, if Khaleda leans towards the presi- 
dential form. Various cases of corruption 
are pending against Ershad and unless he 
is disqualified by court verdicts in those 
cases, he could contest presidential elec- 
tions in June. If he is acquitted by the courts 
or given light punishment, he would surely 
bounce back in politics. With his parliamen- 
tary victories in Rangpur and considerable 
financial resources at his command, he 
could be the major rival to Khaleda for the 
presidency. Observers do not rule out tacit 
Awami League support for Ershad against 
Khaleda. 

More immediately, attention is focused 
on how Khaleda, who has no experience in 
handling governmental affairs, fares as the 
prime minister. Analysts point to two of 
Khaleda’s recent actions as a measure of 
her mature handling of politics. First, at a 
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recent meeting of the BNP parliamentary 
group, she declared that she would not to- 
lerate any factionalism. She openly con- 
ceded that such rival groups had existed 
even during her late husband's leadership. 

Second, after the recent election the 
attorney-general offered to resign because 
he had been a supporter of the Awami 
League. Khaleda told the acting president 
that despite his party affiliation she had 
full confidence in the attorney-general. 
Such an open-minded attitude could stand 
her in good stead as the head of govern- 
ment. 

But the new government's daunting 
task will be the management of the ailing 
national economy. Even as the former gov- 
ernment was trying to follow the stringent 
recommendations of the World Bank and 
the IMF, to streamline the economy, the 
Gulf crisis blew up in its face. As a result, 
the country's exports plummeted, the for- 
eign-exchange crunch made it harder to 
pay for imports, and remittances from 
Bangladeshi workers abroad went down 
considerably. 

With the end of the Gulf War, the situ- 
ation could improve somewhat. Those who 
had worked in Kuwait are being asked to 
be prepared to return. Bangladesh also 
hopes to send additional workers to Saudi 
Arabia and other places for helping in the 
reconstruction work. This may improve the 
situation slightly. 

Bangladesh depends entirely on foreign 
aid to fund its development projects. The 
aid comes from the countries of the West, 
Japan and the oil-producing Middle East — 
the very countries who fought or financed 
the Gulf War. Their commitment to foreign 
aid is unlikely to be bolstered in the near fu- 
ture. Some observers would consider Ban- 
gladesh lucky if it manages to hang on to 
last year's aid levels. If there is a shortfall in 
aid in the coming year, the budget axe will 
inevitably fall on development projects. m 


personal orders of Er- 


shad himself. But there the similarity between the two ended. 
Their political reactions to personal tragedies are a study in con- 
trast. Hasina has pesistently sought to legitimise her father's 
egacy without acknowledging its blemishes. For her part, 
aleda has been less strident in the defence of her husband, 
preferring instead to concentrate on Ershad’s misdeeds. In 
terms of campaigning style, Khaleda has been more restrained 
and reasonable, while Hasina has been stridently aggressive. 
More than any other politician, Khaleda te out Ershad 
and his administration as the cause of Bangladesh’s problems 
and brooked no compromise with him. On the other hand, 
gains by participating in the 1986 elections 
under Ershad, but lost some credibility when she later reverted 
to attacking the deposed president. While the Amami 
under Hasina was always quick to attack other opposition lead- 
ers, Khaleda tried hard to restrain her followers from doing the 
same on the grounds that opposition unity was needed to re- 


m S. Kamaluddin 
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Young BNP trounces the Awami League 


Power to the youth 


trounced the well-oiled political 

machine of a much larger and older 
party at last month’s parliamentary elec- 
tions. A new generation of younger voters, 
for many of whom the trauma of Bang- 
ladesh’s liberation two decades ago is 
a faint memory, appeared to have scored 
over the older generation. Above all, it 
was a personal triumph for Khaleda Zia, 
leader of the Bangladesh Nationalist Party 
(BNP). 

However, no party emerged with a clear 
majority in the 300-seat parliament. The 
BNP took 140 seats, with the Awami League 
running a poor second with 84 and the re- 
maining seats being shared by smaller par- 
ties and independents. As the largest party 
in parliament, the BNP — with the support 
of some small parties and independents — 
will form the next government. 

Soon after the returns came in, Sheikh 
Hasina, Khaleda’s principal contender for 
power and head of the Awami League, 
complained the polls had been rigged. But 
the Election Commission dismissed the 
complaint, as did a host of foreign obser- 
vers from the Commonwealth, South Asia, 
Japan and various Western countries. 
Many prominent Bangladeshis described 
the polls as the “freest in our history.” 

In the run-up to the elections, most ob- 
servers felt that the Awami League — the 
oldest and the largest party with a wide 
grassroots network — had a definite edge 
over the BNP. Hasina and her followers 
were so complacent that they thought the 
BNP could at best win some 30 seats. While 
Hasina’s campaign style — which some ob- 
servers said smacked of arrogance — alien- 
ated many voters, more importantly the 
Awami League failed to detect the chang- 
ing mood of the electorate. 

Khaleda’s steadfast refusal to cooperate 
with former president H. M. Ershad’s re- 
gime in the 1980s had won her considerable 
respect across the country. On the other 
hand, the Awami League had been less 
than candid in its opposition to Ershad. For 
example, it took part in the 1986 polls and 
later switched to street agitation against Er- 
shad. 

Hasina’s blanket criticism of late presi- 
dent Ziaur Rahman — Khaleda’s husband 
— as a product of the army and equating 
him with Ershad were seen as arrogant as 
well as inconsistent. Hasina accused Zia of 
“robbing the nation and plundering na- 
tional wealth,” an attack that ran contrary 
to Zia’s fairly clean image as far as corrup- 


\ relatively new and loosely knit party 
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tion was concerned. 

During the campaign Hasina kept de- 
claring the country had only experienced 
real democracy during the Awami League’s 
1972-75 period in power, and that only her 
party could restore democratic rule now. 
However, many voters were unlikely to 
forget the Awami League had switched 
from a Westminster-style rule to an au- 
thoritarian presidential government under 
one party. According to some analysts, the 
Awami League felt that because the coun- 
try was liberated in 1971 under its stew- 
ardship it had a claim on the electorate’s 
votes even 20 years later. 

For its part, the BNP responded to the 
Awami League’s charges point-by-point 
without indulging in strident name-calling. 
Khaleda and her followers highlighted 
the fact that while the Awami League 
brought in one-party rule, it was Zia — a 
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Hasina: 'arrogant' complacency. 


former soldier — who reintroduced the 
multi-party system. While the Awami 
League harped on the past, the BNP stress- 
ed the future, while quietly garnering sup- 
port among young voters and women in 
the campaign. 

The BNP has been assiduously wooing 
the youth vote in recent years and its stu- 
dent wing, the Chatra Dal, has gained con- 
trol over most student unions in the univer- 
sities. There was a preponderance of youth- 
ful faces among BNP’s polling agents at vot- 
ing booths, while the Awami League's 
operatives came mostly from the older 
party workers. Hasina's needless stridency 
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probably alienated women, who were 
more attracted to Khaleda’s low-key reas- 
surances. 

The electoral sideshow to this battle 
was left to Ershad’s Jatiya Party, with its 
35 seats, and the fundamentalist Jamaat- 
e-Islami, which won 18. Ershad, who re- 
mains under detention and was unable to 
campaign personally, still won all five seats 
he contested in his home district of 
Rangpur. 

Under local laws, a candidate can con- 
test more than one seat but can only take 
up one in the event of victory. Ershad also 
probably benefited from a sympathy vote 
for a “native son who has been wronged.” 
The results of the upcoming by-elections 
for the four seats Ershad will have to give 
up will prove his personal hold as well as 
that of his party. 

During his nine years in power, Ershad 
had undertaken many rural development 
projects and the local beneficiaries cast 
their lot with his party. Some of Ershad’s 
former ministers who had similarly nursed 
their constituencies also won their seats. 
While a host of corruption and other 
charges of malfesance are pending against 
Ershad’s followers, many of them are still 
in influential national positions and com- 
mand a lot of power and money — a factor 
which explains the Jatiya Party’s perform- 
ance. 

The rightwing Jamaat appeared quite 
happy to win 18 seats, though they had 
hoped for about 30. The Jamaat, which had 
opposed the emergence of Bangladesh and 
sided with Pakistan, has since become re- 
conciled with the new situation and suc- 
ceeded joining the political mainstream. 
When the Ershad regime tried — in an ef- 
fort to divert local attention — to incite 
communal riots in Bangladesh following 
disturbances in India late last year, the 
Jamaat disassociated itself from India’s 
problems with its Muslims. Interestingly, 
the Jamaat has also succeeded in recruiting 
members of Bangladesh’s minority Hindu 
community. 

Apart from its religious appeal to the 
majority of rural Muslims, the Jamaat is 
also highly regarded for the honesty of 
its leaders and the discipline of its thou- 
sands of cadres. However, another newly 
founded religious-based party failed to 
capitalise on its obvious appeal. The Zaker 
Party launched by the Pir of Atroshi — a re- 
ligious divine whose followers number in 
the millions and include top politicians ol 
the country — fielded 250 candidates but 
won no seats at all. 

A notable casualty of the elections was 
an assortment of several leftwing parties, 
who together took only 13 seats. While the 
Bangladeshi Left had no hopes of gaining 
power, it still nurtured support among 
peasants and workers. The worldwide col: 
lapse of communism apparently took its tol 
among local voters. m S. Kamaluddir 
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THAILAND 


Interim constitution raises questions on military role 


Post-coup worries 


By Rodney Tasker in Bangkok 


y appointing a respected civilian fig- 

ure as interim prime minister a week 

after its 23 February coup, as prom- 
ised, Thailand's military junta has success- 
fully negotiated a major obstacle to the in- 
ternational and domestic acceptance it evi- 
dently seeks. By maintaining martial law 
and hounding members of the previous 
government, however, the military leaders 
are in danger of losing some of the popular 
support they have enjoyed so far. 

Many Thais and foreigners with in- 
terests in the country were dismayed at the 
way in which elected former prime minister 
Chatichai Choonhavan was toppled. But 
most believed the generals were sincere in 
their proclaimed intention to hand over the 
reins of government quickly to civilians, re- 
store democracy once a new constitution 
was drawn up, and help maintain the suc- 
cessful, liberal business atmosphere. The 
nomination of well-known former diplomat 
Anand Panyarachun, immediately ap- 
proved by King Bhumibol Adulyadej, was 
a shrewd step in the right direction. 

British-educated Anand, 59, a former 
Foreign Ministry permanent secretary and 
ambassador to Washington in the 1970s be- 
fore becoming executive chairman of the 
huge Saha Union group of mainly textile 
companies, is widely respected among Thai 
and foreign businessmen, though he lacks 
any political base. 

A Mr Nice Guy to all sectors, particu- 
larly because of his position as chairman of 
the Federation of Thai Industries and his in- 
volvement in promoting Asean industry, 
Anand followed up on his 2 March ap- 
pointment by drawing up an interim 
cabinet consisting mainly of respected 
technocrats, businessmen and prominent 
Kormer bureaucrats. 

He even tweaked his military appointers 
5y saying he intended to pursue an inde- 
oendent line. But his main comments were 
primed to reassure those benefiting from 
Whailand’s ongoing economic boom that 
nassive infrastructure projects in the 
»ipeline, the private sector’s enhanced role 
i commerce, a privatisation programme 
and the liberalisation of monetary policy 
would forge ahead. 

Politically, Anand yet may find himself 
mt odds with the military’s National 

'eacekeeping Council (NPC). He has stress- 
ed the importance of seeing through multi- 
willion-dollar projects and favouring big 
ousiness in general, while the military 
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leadership would prefer to shift the priority 
to rural development and small village-level 
projects. 

How much leeway the military will 
allow Anand is open to question, given the 
fact that an interim constitution rushed 
through just before his appointment allows 
the NPC to breathe heavily down the in- 
terim government's neck. 

The interim constitution was faxed to 
the king in his palace in Chiang Mai, and 
was faxed back two days' later with some 
minor alterations by the monarch. Apart 
from allowing the military leaders a "super- 
visory" role in the cabinet's affairs, includ- 
ing a provision empowering the NPC to re- 
move the interim prime minister arbitrarily, 
the constitution calls for the appointment of 
a national assembly of no more than 300 
members, who will appoint a committee to 
draw up a draft constitution in six months, 
to be approved by two-thirds of the full as- 
sembly. The interim 
charter envisages a gen- 
eral election by the end of 
the year, or 120 days into 
1992 if there is a delay in 
approval of the draft con- 
stitution. 

One clause in the brief 
interim constitution wor- 
ried academics and the 
Thai media. It was de- 
scribed as going back to 
the charter brought in by 
former strongman Sarit 
Thanarat in 1958, when 
he seized power in a 
coup. The dause allows 
the interim prime minis- 
ter or the head of the 
NPC, or both, to take any 
action against those 
thought to be subversive, 
endangering national security, public order 
or public morals — a catch-all provision 
which those studying the charter think 
could be used to suppress any opposition 
to military rule. 

It is thought that one reason the NPC has 
not lifted martial law is that it expects trou- 
ble, perhaps in the form of sabotage, from 
disgruntled elements among the political 
parties which have now been effectively 
emasculated. 

Nevertheless, Anand went about his first 
task of forming a new cabinet. The hand of 
Chatichai's immediate predecessor as prime 
minister, Prem Tinsulanond, could be seen 
in the choice of candidates for cabinet po- 


FAR EASTERN ECONOMIC REVIEW 





Anand: shrewd move. 


sitions, as well as Anand's desire to have a 
business-oriented government. Prem, who 
was succeeded by Chatichai in 1988, is now 
a privy councillor who is not only favoured 
by the palace but enjoys the personal re- 
spect of NPC deputy leader and Army Com- 
mander Gen. Suchinda Kraprayoon. 

Suchinda is regarded as the main force 
in the NPC, which is headed by Supreme 
Commander Gen. Sunthom Kongsom- 
pong, with navy commander Adm. Prapat 
Krisanachan, air force commander Air 
Chief Marshal Kaset Rojananin and police 
director-general Gen. Sawat Amornvivat as 
the other deputies. 

It seemed clear that while the NPC 
would retain ultimate authority, some of its 
officers would also be induded in the 
cabinet: Prapat was tipped to become de- 
fence minister, and deputy army com- 
mander and NPC secretary-general Gen. Is- 
sarapong Noonpakdi seemed certain to 
take over the powerful portfolio of interior 
minister. Anand chose as his three deputy 
prime ministers three Prem-era officials: 
Snoh Unakul, former National Economic 
and Social Development Board chief and 
Prem's respected economic adviser; retired 
police chief Pow Sarasin, also loyal to Prem; 
and Meechai Ruchupan, Prem's former 
legal adviser. 

T Among Anand's 
* choice for economic min- 
isters were Prem's form- 
er finance minister, Suthi 

Singhasaneh, his eco- 

nomic adviser Virabongsa 

Ramangkura, and his ag- 

riculture minister Arnat 

Arbhabirama. Arsa Sara- 

sin, Foreign Ministry per- 

manent secretary and 

Washington ambassador 

under Prem, was tipped 

to become the new for- 
eign minister. Amaret 

Sila-on, former vice-pre- 

sident of Siam Cement 

Corp. and Chatichai’s 

last commerce minister, 

was also in the running 
to regain his portfolio. 
The new, predomi- 
nantly civilian cabinet appealed to critical 
Western governments, though they con- 
tinued to press for an end to martial law 
and the release of Chatichai from military 
custody. But even when he is released, he 
will not be free. He is one of eight former 
ministers among the 22 former administra- 
tion figures suspected of corruption. 

Policy advisers to Chatichai may also 
find themselves in legal hot water. The ad- 
visers, including Chatichai's son Kraisak, 
are thought by the military leaders to have 
dominated the former prime minister to the 
extent of seeking a virtual dictatorship over 
the bureaucracy, politicians and, finally, the 
military leadership. a 
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LDP backs bill allowing UN 
role for Japan’s military 

> Japan's ruling Liberal Democratic Party 
(LDP) has asked the government to draft a 
new bill by April authorising Japanese 
military personnel to assist in UN 
peacekeeping operations. An earlier bill 
permitting Self-Defence Force (SDF) 
personnel to be sent to the Gulf was 
submitted to parliament last autumn, but 
was dropped because of strong public 
opposition. To ensure more support this 
time, the LDP intends to use only retired 
SDF personnel and reservists for the new 
peacekeeping organisation. Meanwhile, 
LDP politicians who still argue Japan’s 
armed forces should be sent on certain 
overseas missions have suggested 
despatching military personnel to the Gulf 
to help repair war damage. 


Indonesia accepts Japan’s 
right to send forces overseas 


> Indonesia's President Suharto told a 
senior Japanese politician that it was 
Japan’s sovereign right to decide whether 
to send troops overseas on peacekeeping 
missions under UN auspices. Suharto met 
former finance minister and senior Liberal 
Democratic Party member Michio 
Watanabe during a three-day unofficial 
Asean conference on the Indonesian island 
of Bali in early March. Diplomatic sources 
said Indonesia's qualified nod towards an 
overseas Japanese military role is the first 
from an Asean nation. Prior to this, 
Japanese officials cited Asean sensitivities 
as a key obstacle to complying with US 
requests for Japan to expand its security 
horizon. In the course of the conference, 
Watanabe also conferred with Singapore's 
Prime Minister Goh Chok Tong and 
Malaysia's Prime Minister Datuk Seri 
Mahathir Mohamad on the subject of an 
expanded Japanese overseas role. 


South Korea to hold local 
elections on 26 March 


> South Korea will hold the first stage of 
local council elections on 26 March, the first 
for 30 years, in what the government called 
an effort to lay the basis of grassroots 
democracy. The nationwide ballot will 
choose a total of 4,304 members for city, 
county and municipal district local 
councils. Those elected will serve an 
unpaid four-year term in office, and handle 
such day-to-day issues as sanitation, 
traffic, water supply and school 
administration. Political parties are legally 
prevented from fielding candidates, 
though individuals who resign their party 
membership may run in the election. 
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President Roh Tae Woo has also promised 
to hold the second phase of the local polls, 
to elect provincial governors and mayors of 
five major cities, during June. 


Indian Government resigns 
after loss of key political ally 

» India's Prime Minister Chandra Shekhar 
announced the resignation of his four- 
month-old government on 6 March. The 
resignation followed the decision by Rajiv 
Gandhi's Congress party to boycott both 
houses of parliament after two policemen 
were arrested carrying out surveillence on 
Gandhi and the party's headquarters. 
Gandhi's move, ahead of a parliamentary 
vote to held later on 6 March, effectively 
undercut whatever support Chandra 
Shekhar's administration enjoyed and 
made his defeat a virtual certainty. After 
the prime minister has submitted his 
resignation, President Ramaswamy 
Venkataraman has six months in which to 
call fresh elections. 


Social indicators 


The top rice-eating nations: 
Share of world consumption’ 
China 
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Indonesia 
Bangladesh 
Vietnam 
Japan 
Thailand 
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Hongkong applicants for UK 
citizenship below forecast 


> The Hongkong Government received 
more than 65,600 applications for the 
British nationality package, under which 
full British citizenship will be offered to 
50,000 “key” Hongkong people and their 
immediate families. The package was 
launched after the 1989 Peking massacre in 
an effort to stem the outflow of the 
colony’s professional and managerial 
personnel. The number of applications 
was significantly less than the hundreds of 
thousands which the government 
predicted, and has sparked calls by British 
opposition MPs for an inquiry. Under the 
first tranche, which closed on 28 February, 
full British citizenship will be given to 
43,250 successful applicants. The second 
tranche of 6,750 will be offered before 1997. 
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Top Sri Lankan defence 
official killed in bomb attack 
> Ranjan Wijeratne, Pees 
Sri Lanka’s Minister | 
of State for Defence, 
was killed instantly 
on 2 March when a 
bomb exploded next 
to his motorcade. The 
explosion also killed 
Wijeratne's driver, 
five police escorts 
and at least 25 
passing civilians. Wijeratne, 60, was 
widely credited for smashing the 
Singhalese JvP Marxist guerilla organisation 
in 1989, and was in charge of the 
continuing offensive against the Liberation 
Tigers of Tamil Eelam (LTTE) separtatists. 
He was replaced on 6 March by Prime 
Minister Dingiri Banda Wijetunga, 69, who 
also holds the finance portfolio. President 
Ranasinghe Premadas retains overall 
control of the Defence Ministry, but has 
long delegated operational command to a 
deputy. Analysts say Wijeratne had won 
the confidence of the defence establishment 
and will be hard to replace. The LTTE, who 
have denied responsibility for the killing, 
remain the prime suspects. 





Wijeratne. 


Malaysia frees detained 
senior Sabah aide 


> A close aide to Datuk Seri Joseph Pairin 
Kitingan, chief minister of the East 
Malaysian state of Sabah, was 
unconditionally released on 2 March after 
59 days in police custody under the 
Internal Security Act (ISA). Maximus 
Ongkili, the deputy chief executive of the 
Institute for Development Studies — a 
Sabah think-tank which had been closely 
watched by the federal government — was 
detained on suspicion of committing 
actions prejudicial to national security. 
Four other Sabahans, including a senior 
police officer, arrested last year under the 
ISA remain in detention. 


Pakistan minister resigns 

over premier's Gulf policy 

» Pakistan's Minister for Local 
Government and Rural Development 
Abdus Sattar Niazi has resigned from the 
cabinet over differences with Prime 
Minister Nawaz Sharif over Gulf policy. 
Niazi's resignation is reported to have been 
caused by Sharif's remark in a cabinet 
meeting on 4 March that those who 
differed with him on the Gulf issue had no 
right to remain in his cabinet. Despite his 
resignation, Niazi said the faction he led 
would remain in the ruling coalition. 
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“wr ntense preparations for the Seventh 
i Congress of the Vietnamese Com- 
AMI munist Party (VCP) have been under 
JK.. way in recent months and are still 
| Continuing. The agenda for this con- 
| gress is to discuss and decide the party's 
programme for building socialism in 
.the coming decades. Other items include 
. socio-economic strategy for the year 2000; 
(he. political report of the central com- 
. mittee and the election of the new leader- 
ship. Two official documents, the "Pro- 
amme" and the "Strategy," have been 
"ulating since last November for public 
- discussion. 
^. Although these two documents were 
. drawn up and rewritten more than 10 times 
before they were released, public opinion 
has been wary, even disapproving, of 
them. Under the catchphrase "renewal in 
stabilisation," these two major documents 
lay down policy guidelines but make no 
mention of the general crisis — economic, 
political, ideological and social — which is 
deepening from day to day. 

Another frequently used form of words 
refers to "the historic mission of building 
socialism under the enlightened leadership 
of the party which has been, is and will be 
the only political party and the only en- 
lightened guide accepted by all the 
people." In short, the same old jargon. 

The public debate in the exclusively offi- 
cial mass media has referred only to ideas 
and suggestions more or less correspond- 
ing to the party line. This is despite the 
fact that during many interesting discus- 
sions and private talks, a large number of 
intellectuals, writers, artists and cadres 
of all levels demanded a radical change in 

-the content and form of the congress docu- 
ments, 
 . Such people are calling for the true 
- democratisation of political life and for the 
party and official media to take a realistic 
view of the situation. They want the leader- 
‘ship to learn to listen and adapt its be- 
haviour to the evolution of the contempo- 
-rary world. They also want substantial eco- 
nomic reform involving the privatisation of 
the means of production — agricultural, in- 
dustrial and commercial — while preserv- 
ing an appropriate state sector. 
=o, Most critics of the current party line be- 
lieve that political and economic reforms 
5 geo hand-in-hand and be harmoni- 
combined. They agree on the need to 
chy and want stability and the 
or development to be attained 
antial political and economic 
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A dramatic reversal 


By Bui Tin 


reforms. Some have called for discussions 
on the programme and strategy documents 
to be postponed so as to allow deeper and 
more mature study. Above all it is felt that 
the congress must aim to work out a con- 
crete and realistic programme to end the 
country's general crisis which has lasted too 
long. l 
The anxiety and discontent of the peo- 
ple, particularly the intelligentsia, runs so 
deep that the political report of the central 
committee which was supposed to be pub- 
lished in mid-January, was not fully ap- 
proved by the 11th plenum of the central 
committee and was held over for correction 
and rectification. As a result, the congress 
itself, which had been set for next May, has 
reportedly been postponed 
for a few months. 


From this the leadership 
draws two conclusions: the 
first is the need to heighten 
vigilance against imperialists 
and reactionaries. Second, the VCP is stress- 
ing that it has a mission to safeguard Marx- 
ism-Leninism and to defend and maintain 
respect for all the principles of Marxism. 
This way of interpreting events in Europe 
amounts to a kind of panic, a disastrous 
attack of nerves, which is blocking the 
moves towards democratisation and open- 
ing initiated since the 6th congress in 
December 1986. What is taking place now 
is, in fact, a dramatic reversal of that pro- 
cess. 

The men at the top (average age: polit- 
buro 74, central committee 64) are, with a 
few exceptions, more or less dogmatic con- 
servatives, in other words conservatives 
who use the language of reform. Below the 
top, however, there are plenty of reform- 
ers. They are those with good sense and 
reason, who understand the country and 
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perialists, reactionaries, the "ES 
Vatican and the GA and. aspirations 
the opportunistic ri twing p "mE 
line of ruling cn in and demands 
the Soviet Communist | | 
Party. — of a whole 


s an overwhelming S de 7 
R and to all the par 


congress. 


deaf to the aspirations and de 
whole people who have formi 
ties: courage, dignity, perseverance, 
gence and a capacity for ad aptation & 
world. That is why one should not b 
pessimistic about the fut ure. We ne 
port and encouragement from 
opinion and the world press. Bu 
we may have to rely mainly on our ow 
forts. 


Bui Tin, currently staying in Pe f i 
editor of Nhan Dan, the daily n 
VCP. He is also editor-in-chief of the 
Hon. 


tate broadcasting monopoly faces hi-tech challenges 


ly Hamish McDon McDonald in New Delhi 


ne of the indirect casualties of the 
Gulf War may be the state television 
broadcasting monopolies of India, 


and perhaps other South Asian countries. 
-The spread of satellite dishes receiving the 
US-based Cable News Network (CNN) has 


shown a hunger for its kind of hi-tech im- 
mediacy which poorly funded and politi- 
cally muffled state broadcasters cannot 
match. 

In India, the position of the state televi- 
sion broadcaster Doordarshan has already 


been eroded by the explosive growth of pri- 
-vate current affairs "channels" that rely on 
¿the physical circulation of video cassettes 
«through an estimated 170,000 rental outlets 


|. and/or viewing parlours. Uncontrolled 


p video piracy multiplies the highly profes- 
sional output of the half-dozen big video 


|... mews studios, whose reporters and anchor- 


p men are as well known in India as the stars 
of CNN or 60 Minutes in the US. Thousands 
^ of local cable television networks, some 


~ -with ied 200-300 subscribers, amplify the 





INDIA 2 


The Indian press is independent, diverse, 
competent and financially strong by al- 
most any standards. With television, the 
opposite is the case: broadcasting policy 
is based on the New Delhi-knows-best 
mindset — a heritage, some say, of colo- 
nial days when telegraph and radio were 
kept in government hands to prevent In- 
dians from communicating with each 
other. 

A more generous view is that since in- 
dependence socialist-minded state-build- 
ers have tried to harness the powerful 
visual media to development aims, and 
kept it blinkered from paths that might 
lead to social dissatisfaction. A growing 
number of Indians are now questioning 
this policy. "Is press freedom in this coun- 
try only for the print media?" asked writer 
Sevanti Ninan in a recent edition of The 
Hindu newspaper. Under the 1952 Cine- 
matograph Act all films distributed pub- 
lidy must be submitted to the Censor 
Board. for certification. This has recently 





Television wars 


These spin-offs from video, like many 
other aspects of Indian enterprise the pro- 
duct of unsatisfied demand in a highly con- 
trolled market, may have created the eco- 
nomic base for a direct challenge to the pre- 
sent broadcasting monopoly. All it takes is 
a satellite signal and enough dishes to feed 
it into the existing cable networks — and 
dishes have already been sprouting all 
over the country to pick up the uncoded 
CNN signal, including one on the roof 
of the External Affairs Ministry in New 
Delhi. 

A direct challenge is soon to be 
mounted. A consortium of India's top film 
and video producers, backed by finance 
from non-resident Indian businessmen, is 
negotiating to lease a satellite transponder 
from Hongkong-based AsiaSat. They plan 
to broadcast complete news and entertain- 
ment channels — initially in English, Hindi 
and Urdu — across a “footprint” cover- 
ing the entire Subcontinent. In addition, 
the British Broadcasting Corp. (BBC) is 
well advanced with plans to introduce a 
television equivalent of its World Service 
radio network, though this will not be 


Capricious cuts 


been deemed to extend to video cassettes 
as well. Television broadcasting is the pre- 
serve of the state-run Doordarshan, while 
all feature films cinemas must show as 
part of their regular programmes a docu- 
mentary produced by the Information and 
Broadcasting Ministry. 

However, the issue of such overwean- 
ing state control will become increasingly 
academic if the spread of cable networks, 
satellite dishes and pirated videos con- 
tinues unrestrained. The private video in- 
dustry has already become a powerful al- 
ternative channel, at least in urban areas, 
and is throwing up direct challenges to 
the law. 

Since the weekly newsmagazine India 
Today launched its regular news and fea- 
ture Newstrack video, the field has been 
joined by others — including News Chan- 
nel by the Observer newspaper and the 
Bombay-based Business Plus group's Kal- 
chakra in Hindi, Poomalai in Tamil and Chit- 
ranjali in nA 
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The impact of satellite, cable and video 
technology on broadcasting policy has been 
studied urgently by a committee drawn 


from various government departments. Its 


report at the end of February, perhaps pre- 
dictably, recommends stricter policing of 
licensing for satellite receivers and com- 
munications cables. 

It also calls for a new licence for cable 
networks that, among other things, would 
require them to carry Doodarshan prog- 
ramming, ban other live material and sub- 
mit pre-recorded programmes to censor- 
ship. 


Mahesh Prasad sees India’s tight 

foreign-exchange regulations as New 
Delhi's ultimate weapon against satellite 
television invaders. The Reserve Bank of 
India, for example, could refuse to ex- 
change rupees for the foreign currency 
needed to lease the transponder and oper- 
ate the “uplink” station — assuming it is 
outside India — and pay for advertising 
time. Amit Khanna, head of the Bombay- 
based Business Plus video production 
house and a principal in the AsiaSat-leasing 
group, disagrees. "I suggest he reads the 
foreign exchange rules again," Khanna 
said. 

Under the structure outlined by Khan- 
na, the uplink station would be an entirely 
separate entity from the programme pro- 
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^ and Broadcasting Secretary 


Something entirely new for India — 
and perhaps Asia — has been a Hindi-lan- 
guage satirical series on video cassette call- 
ed Tarak Dham Dham. Inspired by the 
British television series Spitting Image, the 
bi-monthly video is the work of two film- 
makers, Ramesh Sharma and Pankay Baj- 
pai, who, like many others in the video in- 
dustry, outgrew the narrow opportunities 
of Doordarshan. Political figures — the 
faces are the same, the names slightly 
changed — are shown in unflattering 
roles as small-time pedlars: Prime Minis- 
ter Chandra Shekhar as an underwear 
seller, Congress leader Rajiv Gandhi as a 
shopkeeper whose store is half shut and 
Janata Dal leader V. P. Singh as a 

“puncture-wallah” who spreads tacks on 
the road at night. 

Sharma — who made an award-win 
ning feature film on press-political m. 
tions called New Delhi Times in 1988 — 
went through a nail-biting time getting the 
first issue of Tarak Dham Dham into circula- 
tion. It was first refused a certificate by a 
Censor Board committee on the grounds 
of offensive language and defamation of 
"certain personalities." A review commit- 
tee also rejected it. Sharma then took it to 
the Film Certification Appellate Tribunal, 








See... 
ce À 


ducers in India and other regional coun- 
tries. The cost of leasing satellite time — 
about US$2 million a year — purchasing 
programmes and operating the uplink 
would be met from advertising by interna- 
tional companies whose brandnames sell in 
the Subcontinent. The local entity would 
simply produce and sell material to the up- 
link. “All we will be doing is exporting 
software and earning foreign exchange for 
India,” Khanna said. 

As the Indian economy becomes more 
open — and most major political parties ac- 
cept that it should — bureaucratic leverage 
to stifle this process will decline. In the 
meantime, calls are still being made to con- 
trol the physical and cable distribution of 
video material. 

The latest call came on 22 February, 
when the Bombay film industry shut down 
for a day for a protest march to the 
Maharashtra state government to seek strict 
enforcement of copyright laws. Pirated vid- 
eos of Hindi film star Amitabh Bachchan's 
latest film, Hum, for example, were avail- 
able across India at the same time it opened 
in the nation's cinemas. 

While the Information and Broadcasting 
Ministry maintains a list of the major video- 
dubbing companies, Prasad pointed out 
that “you need only two VCRs [video cas- 
sette recorders] to make any number of 
copies." Likewise, the spread of cable net- 
works is almost impossible to police. Al- 
though laying cables across roads or public 
land is illegal, the spread of apartment 





which last month approved the show for 
screening. Issuance of the certificate was 
then held up for several days while the In- 
formation and Broadcasting Ministry ap- 
parently waited to see if the government 
wanted to use its overriding veto powers. 

This and other cases have highlighted 
an argument that news and current affairs 
film and video should be exempted from 
the Cinematograph Act on the grounds 
that the electronic media should have the 
same freedoms as the print media. While 
few politicians seem prepared to entertain 
this idea, the courts might. The Delhi 
High Court, for example, has agreed to 
hear a petition from Kalchakra challenging 
the constitutional legitimacy of pre-censor- 
ship of video news. 

Several other video controversies have 
highlighted the vagaries of censorship. 
Kalchakra smuggled a camera into the 
nursing home room of Janata Dal politi- 
cian Ajit Singh's wife, and while she was 
under sedation got her talking about the 
alleged cruelty of her husband. The result- 
ing video was deemed to be within the 
Censor Board's guidelines. Business Plus, 
however, was forced to make cuts in an 
item on Kashmir which showed police at- 
rocities. 
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Chandra Shekhar: satellite challenge. 





blocks allows small networks to be run 
quite legally. In addition, a lot of cables are 
being laid across badly maintained roads 
without officials appearing to notice. 
Prasad, who admitted to sometimes feeling 
like King Canute trying to order back the 
sea, said existing laws had been framed for 
different times. "The Indian Telegraph Act 
of 1852 obviously did not visualise this kind 
of revolution," he said. 

New Delhi, however, is not yet inclined 
to surrender its monopoly, and frostily de- 
clined a CNN offer to broadcast its service 
through the Indian communications satel- 
lite during the Gulf crisis. Officials say the 


The Censor Board also passed without 
cuts the November 1990 issue of News- 
track, which dealt exclusively with the self- 
immolation by students protesting against 
the former Janata Dal government's adop- 
tion of recommendations that reservation 
of government jobs for lower caste people 
be widened. This was a powerful and 
highly partisan film that contained hor- 
rifying footage of police firing rifles into 
crowds and repeated interviews with 
dying self-immolators. The commentary 
unrelentingly accused then prime minister 
Singh of indifference, and made no at- 
tempt to balance this by seeking views 
from lower caste groups or examine other 
political parties who were exploiting the 
unrest to bring down Singh. When the 
video came out in November his govern- 
ment was tottering and had only days left 
in power — it was a safe target. 

The most blatant challege to the cen- 
sorship law, however, has come from 
medical doctor and video entrepreneur 
J. K. Jain, who is also a member of par- 
liament for the Bharitiya Janata Party (BJP). 
His production house, Jain’s Studio, is 
now one of the biggest in India with 75 
video-theatre vans that tour the coun- 
tryside. More controversially, his studio 





has been turned to political ends — nota- 


3 answer is to improve the credibility and ap- 


peal of Doordarshan, just as All-India 
Radio once met a challenge for its audience 
from Radio Ceylon by opening a new po- 
pular channel. 

Dissatisfaction with Doordarshan has 
been widely voiced for over 20 years, and 
been the subject of three major inquiries 
over that time. Its direct control by the In- 
formation and Broadcasting Ministry has 
been blamed for its bias towards the gov- 
ernment of the day, its timidity on major 
controversies and a backward-looking cul- 
tural mentality. This criticism grew under 
the Congress-led governments of Indira 
and Rajiv Gandhi. One of the first acts of 
the Janata Dal government elected in 1989 
was to pass a bill transforming Doordar- 
shan into an autonomous corporation 
along BBC lines, to be called Prasan Bharati, 
with control vested in a five-member board 
of governors. 

This law has yet to be gazetted, as 
second thoughts struck politicians and 
bureaucrats alike. With the defeat of the 
Janata Dal government in November 1990, 
the transformation now seems to be perma- 
nently shelved. Proposals for Doordar- 
shan's new crop of soap operas are still 
being assessed and approved by bureau- 
crats rather than television professionals, 
while its Gulf coverage — notable, accord- 
ing to television critics, for its stale news, 
lack of visuals, use of ancient library footage 
and poor audio quality — has further un- 


dermined its credibility. . 


bly with videos on the campaign mounted 
by the BJP and others last October-Novem- 
ber to move a mosque at Ayodhya built 
over the reputed birthplace of the Hindu 
divinity Ram. Jain's cassette, dwelling on 
police firing at the campaigners, inter- 
views with dying victims and the removal 
of corpses from rivers, is completely one- 
sided. 

Jain did not submit this cassette to the 
Censor Board on the grounds it was in- 
tended for private circulation. This may be 
somewhat disingenuous, as millions of pi- 
rated copies are now in circulation. The 
cassette itself has been widely attacked in 
secular and Muslim circles for fuelling 
communal hatred. The Information and 
Broadcasting Ministry has declared the 
case a clear breach of the Cinematograph 
Act and referred it to state police forces for 
prosecution. None have yet acted. Jain, 
quite naturally, thinks pre-censorship of 
news videos should end, though the BJP 
politician is an ally many in the video in- 
dustry would prefer to do without. How- 
ever, the wildfire.spread of his cassette 
does show the futility of attempts at sup- 
pression. “It is a technology you cannot 
police,” Sharma said. # Hamish McDonald 
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china ousts two munisters 






Og n what some observers believe could be 
| || the first of a series of changes in the top 
KK. levels of the Chinese Government, two 
central government ministers have been 
dismissed for allegedly violating discipline 
and using their power for private ends. 
The terse report in the 3 March People's 
Daily said that the Standing Committee of 
. the National People's Congress (NPC) had 
_ determined that Minister of Construction 
Lin Hanxiong and Minister of Communica- 
tions Qian Yongchang were no longer qual- 
-ified to continue in their posts. 
ce The dismissal of Qian and Lin follows a 
period of unusual stability in the upper 
-ranks of the central government. Only 10 
ministerial changes were made over 1989- 
90, representing less than a quarter of all 
. .. ministerial-level posts. Of the present 41 
|. sitting ministers, 34 were appointed dur- 
— ng 1986-88, when Zhao Ziyang's influence 


TA 


- - as premier and subsequently as party gen- 


HONGKONG 





Elections on 3 March to Hongkong’s dis- 
trict boards provided the first picture of 
the political forces that may confront each 
other later in the year when the colony 
stages its first every direct elections to the 
Legislative Council (Legco). 

Although the 19 district advisory 
boards are concerned with strictly local is- 
sues — such as the supply of nursery 
















mental pollution — the campaign turned 
into a showdown between an alliance 
of pro-business groups and Peking-af- 
filiated organisations with a liberal group 
campaigning for greater democratic free- 
doms. Partly as a result of this, elector 
| turn-out was significantly higher than 
-|. had been expected at the start of the cam- 


, pagn. 

. . While only 424,000 of Hongkong's 

. 1.85 million registered voters cast their 
ballots in the first election to be held since 

. the 4 June 1989 massacre in Peking, the 
overall 32% participation rate masked the 
fact that more than 500,000 electors had 
no chance to vote in constituencies where 
the polls were uncontested. Before the 


. | Election preview 


school places and controlling environ- - 


hifts 


eral secretary was at its height. 

Up to now the need to maintain an aura 
of political stability within the government 
and the fairly evenly balanced factional di- 
visions within the top party and govem- 
ment leaders have acted to constrain Pre- 
mier Li Peng from making large-scale per- 
sonnel changes in the government. This 
could change, however, as the political an- 
xieties induced by the Tiananmen disaster 
recede. 

Both Lin and Qian have been under in- 
vestigation for abuses for some months. 
Their respective positions clearly offer 
greater opportunity for graft than most 
other senior posts in the government. But 
there is speculation that the dismissals may 
also have been politically motivated. 

Both ministers received key promotions 
in 1984 during the term of office of former 
premier Zhao — Qian as Minister of Com- 
munications and Lin to director of the State 
Administration for Building Materials In- 
dustry and the State Economic Commis- 


election, pundits had forecast that media 
preoccupation with the Gulf crisis would 
keep people away from the polls, push- 
ing the participation rate down to as little 
as 25%. 

A confusing aspect of the poll was 
that voters were frequently unsure which 
side they were supporting, given the re- 
luctance of some candidates to accept of- 
ficial sponsorship from major parties 
that had financed their campaigns. The 
pro-business Liberal Democratic Federa- 
tion (LDF) said it had supported 80 candi- 
dates, but deputy party leader and 
Executive Council member Maria Tam 
claimed it was “unnecessary” to publish 

political affiliations of individual candi- 
dates. 

By contrast with the LDF, Peking-con- 
trolled trade unions, education and resi- 
dents groups published a list of 70 candi- 
dates it openly supported — and suc- 
ceded in electing more than half of them. 
Chinese University sociology lecturer 
Stephen Tang said this indicated that 
mainland-affiliated organisations have 
good community support and are poised 
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have opposed the imposition of martial law 
in Peking in May 1989, a decision for which 
Li and State President Yang Shangkun 
were primarily responsible. 

Qian reportedly failed to attend an im- 
portant meeting of government and party 
officials shortly after the martial law an- 
nouncement, which Li may have inter- 
preted as a conscious attempt on Qian's 
part to distance himself from the military 
crackdown. 

Unlike Qian, Lin is believed to have had 
close links with Li in the earlier stages of his 
career. He was director of the General Of- 
fice of the Leading Group for Development 
of Rural Energy at the time this organisa- 
tion was headed by Li. At a still earlier 
period both men studied at the Power In- 
dustry Institute in Moscow. 

However, Lin appears to have fallen out 
with the powerful State Councillor Zou 
Jiahua, judging by reports suggesting that 
he obstructed or opposed Zou's views re- 
garding selection and priority for various 
construction projects. 

Zou is believed to be effectively in 
charge of day-to-day operations of the State 
Council and in practice was the acting pre- 
mier during Li's trip to Southeast Asia last 
August. This was despite the fact that ailing 
Vice-Premier Yao Yilin was formally an- 
nounced to be in charge at that time. w 





to play a key role in upcoming Urban 
Council and Legco elections. 

The main opposition to the Peking 
forces and the LDF came from the liberals, 
who identified their candidates clearly. 
The largest liberal group, the 500-mem- 
ber United Democrats led by Legco 
member Martin Lee, fielded. 80 candi- 
dates, of whom 56 won. Pro-democracy 
lobby members were elected to 130 dis- 
trict board seats, out of a total of 200 con- 
tested by its officially sponsored candi- 
dates. Solid support for the pro-demo- 
cracy block is unlikely to be welcomed by 
Peking, which has indicated its members 
have "no place" in the future Hongkong 
special administrative region. 

While the district boards have little 
power in themselves, poll results in indi- 
vidual constituencies may have influ- 
enced the prospects for the far more im- 
portant Legco elections scheduled for 
September. In Aberdeen's Wah Fu Estate 
on Hongkong Island, for example, the 
United Democrats’ Huang Chen-ya 
scored a surprise victory over Joseph 
Chan, an Urban Councillor and LDF can- 
didate who had been expected to run in 
the September Legco election. The Unit- 
ed Democrats were not so lucky in the 
Central and Western districts, where 
they lost two seats to the conservative 
forces. m Emily Lau 
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FOREIGN AID. 


EC links human- rights record to Asian economic aid 


Under 


By Sh: Shada Islam in Brussels 


———————— eme 


t a time when many of Asia's poorer 
countries are seeking foreign aid to 
L.X offset the economic damage the Gulf 
War has inflicted on their economies, the 
EC is preparing to introduce tough new po- 
litical criteria in its aid economic program- 
me for Asia. While formal adoption of the 
EC Commission's proposals have been sus- 
pended because of the war, the new 
guidelines are expected to be approved by 
the 12 EC foreign ministers later this year. 
Once the guidelines are in place, officials in 
Brussels will be authorised for the first time 
-to study Asian nations’ human-rights re- 
cords before granting development aid. 
A number of Asian nations have reacted 
^. angrily to the prospect of EC scrutiny and 
suspension of aid if human-rights viola- 
|. tions are identified. Asian diplomats in 
-.. Brussels have warned any cut-off of EC as- 
sistance during times of internal disorder 
"would work against the welfare of the 
-people, while Asian governments would 
“not take kindly to European moralising. 











INDONESIA 


Indonesias most prominent Muslim 
thinkers and intended to represent their 
divergent views has begun to take cohe- 


1 
An organisation launched by a group of 
| sive form. The Association of Moslem In- 























an East Java symposium in December 
1990, announced on 13 February that it 
. had already appointed 17 permanent staff 
. members and founded two larger advis- 
. ory bodies. 
T The ICMrs first task will be to allay 
q scepticism among many Muslims con- 
|. ceming the group's links with President 
. Suharto and members of his cabinet. 
| While the iCM's founding symposium 
. was opened by Suharto, its membership 
| indudes a wide-ranging collection of Mus- 
lim leaders who in the past have been 
| among the government's sharpest critics. 
Some observers, however, said the 
ICMI is vulnerable to political manipulation 
ahead of next year's general elections and 
beyond. Some see the association as rep- 
resenting a bid by Suharto to co-opt po- 
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tellectuals (ICM), which was unveiled at 


astern eyes 


However, EC heads of government is- 
sued a statement in December 1990 that 
made it clear they believed their actions 
could not be considered interference in 
the internal affairs of states. Instead, they 
declared the new policy reflected “a legiti- 
mate concem under international law, es- 
sential for the creation of a sound political 
climate fostering peace, security and coop- 
eration.” 

This new focus on human rights has 
taken the EC’s Asian partners by surprise. 
Brussels traditionally adopted a soft ap- 
proach to its development relations with 
Asia, Africa and Latin America. If any- 
thing, development specialists at the EC 
Commission had emphasised the political 
neutrality of EC aid to developing re- 


g Asa result, military regimes in Pakistan 
and Bangladesh were never refused aid, 
while Brussels had long turned a deaf ear 
to persistent complaints by human-rights 
groups about abuses in Sri Lanka, China, 
Indonesia and Malaysia. The EC claimed 
that, unlike its member states, which were 





“relations. wit h developing countries, - EC 


aid came with “no political strings at- 
tached.” 

Times have changed. Previous discreet 
EC efforts to pressure governments to alter 
their ways are being replaced by public 
denunciations of human-rights violations. 
Events in the Soviet Union and Eastern 
Europe, in particular, forced EC policy- 
makers to review their aid strategy and set 
new democracy criteria for the disburse- 
ment of funds and other support. EC 
foreign ministers made it clear from the 
start that tough political and economic 
conditions would be imposed on their fi- 
nancial assistance programmes for the 
Soviet Union, Poland, Hungary and 
Czechoslovakia. 

Further, Britain, Denmark and Holland 
have pressed EC aid administrators to 
apply a similar human rights and de- 
mocracy yardstick to other parts of the 
world. 

The increasingly influential foreign po- 
licy role played by the European Parliament 
— which has become the EC's effective 
human-rights watchdog — also helped 
harden EC attitudes towards countries with 
an evident disregard for basic freedoms. In 
recent months, the European Parliament 
has condemned Burma’s military rulers for 
refusing to transfer power to civilians, criti- 
cised alleged human-rights abuses in. Sri 
Lanka and threatened to block recent EC 
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| An act of faith 


tential Muslim opposition to support his 
continued rule, while others said the push 
for Muslim unity is too ambitious. "Forced 
marriages usually fail," was how one put 
it. 

Such charges are refuted by ICMI lead- 
ers. B. J. Habibie, Minister for Research 
and Technology and IcmMi chairman, 
told the REVIEW in an interview that the 
association "is not a political organisation 
[and] has no links with political organisa- 
tions." 

Minister for Population and the Envi- 
ronment Emil Salim, one of seven minis- 
ters involved in the ICMI, said the best 
way for the association to assure an in- 
dependent voice is to pick its leadership 
carefully. "The idea is to bring in people 
who will not allow themselves to be co- 
opted. That is what we've done," Salim 
said. 

Under Habibie's direction, the ICMI has 
been grouped under six department 
heads. They are Zuhal, an official in 
Habibie's ministry; Darmin Nasution, a 
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University of Indonesia economics profes- 
sor; Fadel Muhammad, a businessman; 
A. Watiek Pratiknya, secretary of the 
Nahdlatul Ulama; Soetjipto Wirosardjono, 
vice-president of the central bureau of 
statistics and social scientist Muslimin 
Nasution. 

To some ICMI leaders like Soetjipto, the 
suspicions that followed December's sym- 
posium are additional proof of how badly 
Indonesia needs an inclusive intellectual 
grouping like the association. 

“We want to participate in the coun- 
try’s policy debates and we think we have 
something sensible to say. But if we stay 
outside the ‘establishment,’ people sus- 
pect us simply because we're Muslims," 
he said. 

Despite concems over what it might 
become, the ICMI at present carries legiti- 
macy with many Muslims. A key feature 
of that legitimacy is the willingness of 
prominent, and often critical Muslims, to 
join the association. | 

Dawam Rahardjo, one of the iCMI's 
founders, has publicly criticised Habibie 
for using a "top-down" approach to or- 
ganise the association, a management 
style he said is contrary to the body's ori- 
ginal tenets. “I’m unhappy with the way 
[the ICMI] is being run," Dawam said, but 









Commission attempts to normalise aid rela- 
tions with China. 

Brussels is also unlikely to get the Euro- 
pean Parliament's approval for a trade and 
aid deal with Vietnam unless Hanoi can 
prove that returning refugees are being 
humanely treated. The EC Commission 
had earmarked about US$12 million for a 
repatriation and reintegration programme 
for some 80,000 Vietnamese refugees in 
Southeast Asia, which officials said rep- 
resented a test case for the resumption of 
EC relations with Hanoi. More EC aid for 
Vietnam is seen as dependent on the 
scheme's success. 

EC treaties negotiated with African and 
Latin American nations in 1989 and 1990 all 
carried human-rights clauses that allowed 
Brussels to suspend aid to countries ac- 
cused of human-rights violations. While 
Asian nations that negotiated similar coop- 
eration deals with the EC have so far es- 
caped such conditions, once the new pro- 
posals drawn up by EC Commissioners 
Abel Matutes and Manuel Marin come into 
force the EC's annual US$400 million aid 
programme for Asia will be automatically 
covered. 

More significantly, once the EC takes 
the crucial step towards a common foreign 
and development policy, officials said such 
political criteria could apply to all aid dis- 
bursed by the EC and its 12 member states 
— estimated to total some US$28 billion a 
year. "^ 





added "T'm still very committed to it. I ap- 
preciate Habibie's tolerance for different 
opinions." 

At this early stage the main signifi- 
ance of the ICM! is its success in unifying 
ndonesia’s Muslims, a feat never before 
accomplished. However, all involved ac- 
knowledge recent divisions over the ICMI's 
organisational structure are relatively in- 
significant compared to the doctrinal de- 
"ates that are sure to come. “Differences, 
X course, will surface eventually," one 
CMI member said. "We'll have to wait and 
ee if the organisation is resilient enough 
0 absorb the strain." 

The unease with which some sections 
X the government and armed forces view 
he ICMI is probably due to the belief that 
nce united, Muslims will reveal them- 
elves to be fundamentally opposed to the 
jovernment's development policies and 
imetable for greater political pluralism. 
CMI leaders have said these fears are un- 
ounded. 

“We are not opposed to the govern- 
nent's basic development strategy. It's in 
he operational aspects where we want to 
lave a voice," Soetjipto said. "We don't 
vant other [non-Muslim] people to feel 
hreatened by us," Dawam added. 

m Adam Schwarz 
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TAIWAN 


Illegal workers rush to claim amnesty 


No-tax returns 


By Julian Baum in Taipei 


campaign to flush out illegal foreign 
A workers in Taiwan has led to thou- 

sands of them turning themselves 
over to the police for voluntary deportation 
in exchange for a tax amnesty and the right 
to return legally in the future. 

Police say some 22,579 foreigners regis- 
tered by a 28 February deadline since it was 
announced last December, though not all 
have physically left the island and many 
thousands more continue to work illegally. 
The largest group volunteering to leave 
were Malaysians, followed by Filipinos, In- 
donesians and Thais. Malaysians reported 
in large numbers because they face the 
brightest job prospects at home, said social 
workers. 

In a last-minute easing of the rules, 


Thais —— 
Sri Lankans 
Singaporeans 
Burmese 
Others 





< Source: National Police Administration 


workers were allowed to register with pass- 
ports and outbound tickets dated any time 
in March, but the police did not extend the 
amnesty on taxes beyond February. 

Tens of thousands of Asians and some 
workers from Africa and North America 
have been attracted to Taiwan to fill a la- 
bour shortage and take advantage of wage 
rates which are much higher than else- 
where in the region. Some workers from 
Southeast Asia, especially the Philippines, 
were recruited by agents who were paid 
up to US$2,000 for job placement. Those re- 
cruited in this manner are often captives of 
their employers, who hold their passports 
until financial debts are settled, and were 
not able to register with police. 

Many foreign workers have lived in 
Taiwan for five years or more and most 
have been reluctant to leave. Some are still 
hoping they can stay despite police registra- 
tion. “We don’t want to leave but they are 
making us,” said a construction worker 
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from Ghana who had been earning a basic 
salary NT$15,000 (US$550) per month. "I've 
registered to go out at the end of March but 
we're only going to leave as a last resort.” 

Taipei police estimate that 20,000 un- 
registered illegal workers remain and they 
have begun raiding factories and company 
dormitories. Private groups estimate the re- 
maining numbers at several times the po- 
lice count. Philippine sources say there are 
15,000 to 20,000 Filipinos still on the island 
and many have gone into hiding in the 
hope that the police will eventually lose in- 
terest. 

"Our policy will not change," said police 
spokesman Peter Wang. "We will take a 
steady and continuous approach to the 
work and eventually deport them. But it 
can't be done in only a few days." 

The government has had credibility 
problems with past deportation campaigns 
in part because police efforts were feeble in 
comparison with the large numbers of ille- 
gals. Some Filipinos say that two years ago, 
when a reward of NT$1,000 was offered for 
reporting an illegal foreign labourer, it was 
possible to avoid deportation by paying off 
the police. 

This time the law-and-order policies of 
Premier Hau Pei-tsun have stiffened police 
resolve. To underscore their determination, 
police have built a detention centre to 
house 1,300 deportees near Taichung in 
central Taiwan. A second centre near Taipei 
is under construction. The government has 
also proposed legislation which would im- 
pose heavy penalties on employers. Those 
hiring illegal foreign workers could face 
fines of NT$300,000 plus three years in jail, 
and those operating illegal recruiting agen- 
cies could face five years in prison and fines 
of up to NT$1.5 million. 

In a rare public visit to Taipei by a Philip- 
pine Government official, Immigration 
Commissioner Andrea Domingo asked for 
an extension for Filipino workers because 
of the bleak economic situation at home 
and the problems caused by thousands of 
workers returning from the Middle Fast. 
But the commissioner's plea was rejected 
and the premier told the legislature on 1 
March that the Filipinos would not receive 
special consideration. With the end of hos- 
tilities in the Gulf, the premier declared, the 
Filipinos could return to the Gulf. 

These hardline remarks appeared di- 
rected more at factory workers than at 
Filipino domestic maids, who are popular 
with upper-income families and senior gov- 
ernment officials, including some cabinet 
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members. Women's groups have peti- 
tioned the Council on Labour Affairs to 
follow the example of Hongkong and Sin- 
gapore and legalise foreign domestic em- 
ployees who help Taiwan women manage 
home and family and enable them to earn a 
second income. The petitioners point out 
that pay for Filipino maids is one-third to 
one-half that of local hired help. 

Sri Lankans are also claiming special 
hardship. Several thousand Sri Lankans 
have migrated to Taiwan to escape war and 
ethnic violence. Most are members of the 
Tamil minority group, though some are 
also leftwing Sinhalese political activists. 

The Sri Lankans are desperate," said 
Guido Merckelbagh of the Migrant Work- 
ers Concern, a welfare activity of the 
Roman Catholic Church which helps for- 
eign workers. “We even have problems 
getting their passports renewed because 
their government doesn't want them back. 
They are not economic refugees." 

The National Police Administration an- 
nounced in late February that applications 
for political asylum would be considered on 
a case-by-case basis. But so far the few Sri 





Thai workers arrive: legal and cheap. 


Lankans who have tried to apply for 
asylum have been rebuffed by a govern- 
ment bureaucracy which appears to have 
no procedures for handling such cases. 

The government has been reluctant to 
legalise foreign workers, though the Coun- 
cil on Economic Planning and Develop- 
ment has projected a shortage of 120,000 
unskilled and semi-skilled labourers by 
1996. So far the Council on Labour Affairs 
has approved a request by the state-run 
BES Engineering Corp. to import 344 Thai 
workers for a highway construction project. 
But the pay scale has been set just above 
the minimum wage — less than half that of 
local workers. 

Businessmen say that a contraction of 
the foreign workforce will not have a seri- 
ous effect on Taiwan’s economy, though 
some unregistered factories in labour-inten- 
sive industries such as embroidery, metal- 
working and plastic extrusion, which oper- 
ated entirely with foreign labour, have been 
forced to close down. Taiwan’s unemploy- 
ment rate fell to 1.5% at the end of last year 
— 129,000 jobless out of a total labour force 
of 8.4 million. w 
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PAKISTAN 


Unpopular Gulf policy claims foreign munister 


A nod and a wink 





By Salamat Ali in Islamabad 


he great survivor of Pakistan politics, 
T Yakub Khan, is on his way out — a 

victim of a surge of popular Gulf 
War anti-Americanism and the machina- 
tions of domestic internal politics. The 
longest serving foreign minister in the na- 
tion's history was dumped by his prime 
minister, Nawaz Sharif, while they were on 
a flight to Peking on 26 February. He took the 
sacking in style, responding to the questions 
of accompanying reporters with a wink and 
a quip: "Did you not want it that way?" 

It was a less than oblique reference to the 
byzantine political manoeuvrings which 
led Sharif to force the former military officer 
and diplomat out of the foreign office and 
the cabinet at the end of his term as a 
member of the upper house of parliament 
on 14 March. Yakub Khan is a cabinet 
minister by virtue of his membership of the 
upper house. 

The Islamic Democratic Alliance (IDA) 
government has made him a convenient 
scapegoat for the anti-US fury that erupted 
in Pakistan over the start of the Gulf War 
and the decision to support the US-led 
alliance with members of Pakistan's own 
forces. Before that Yakub Khan had ac- 
cumulated widespread political antagonism 
over his ability to serve four seemingly 
mutually hostile political administrations. 

Yakub Khan was the best known Pakis- 
tani diplomat overseas with personal con- 
tacts in all the right places in most major 
capitals of the world. He earned wide re- 
spect in Pakistan in 1970 when he strongly 
opposed the junta's policy of suppressing 
the Bengalis and resigned as the military 
governor of what was then East Pakistan 
(now the independent state of Bangladesh). 
Before then he had earned a reputation 
among his military colleagues as the best 
military brain in the Pakistan army. 

Yakub Khan was rewarded by Pakis- 
tan's next ruler, Zulfikar Ali Bhutto, who 
summoned him from retirement to send 
him as ambassador to Washington. After 
several more ambassadorial posts, Gen. 
Zia-ul-Haq appointed him to take over 
from the then foreign minister, Agha 
Shahi, in 1982. 

Unlike some of Pakistan’s foreign minis- 
ters who left a personal imprint on foreign 
policy, Yakub Khan’s secret has been the 
faithful execution of policy handed down to 
him by successive governments. He was 
more of a roving super-ambassador than a 
foreign minister. 
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He first ran into trouble when Zia 
experimented with a democratic facade 
through the appointment of a non-party 
cabinet headed by Mohammad Khan 
Junejo. Junejo objected to Yakub Khan as a 
Zia nominee but Yakub Khan’s resignation 
(following his failure to win election as di- 
rector-general of Unesco) came almost on 
the eve of the Junejo cabinet’s dismissal by 
Zia in May 1988. 

Yakub Khan was invited to return as 
foreign minister in Zia’s caretaker govern- 
ment pending general elections that saw 
the rise of Benazir Bhutto's Pakistan 
People's Party (PPP). Although Yakub Khan 
had by then joined the Muslim League, 
President Ghulam Ishaq Khan persuaded 
Bhutto to let him stay as foreign minister 
for the sake of continuity in foreign policy, 
especially in respect of the Afghan issue. 
Bhutto had agreed to support continuity in 
foreign policy as one of the conditions of 
being allowed to form a government. 

Despite Bhutto's promise, the PPP leaders 
resented Yakub Khan as much as Junejo's 
Muslim Leaguers had. The harshest criti- 
cism came from his cabinet colleagues 
when he continued to serve in the caretaker 
government of Ghulam Mustafa Jatoi after 
the dismissal of the Bhutto government last 
August. 

Following lraq's invasion of Kuwait, 
when Jatoi's government was deeply wor- 
ried about the prospects of economic dam- 
age from the developing crisis, there were 
behind-the-scenes moves to send some 
ministers to key capitals to assess the situa- 
tion and lobby for Pakistan. Noticeable 
doubts surfaced about the possibility of 
sending Yakub Khan on such a mission. 
One minister sneered privately: "You can- 
not be sure what he will argue for." 

When public demonstrations were trig- 
gered by the arrival of US troops in the Gulf, 
Yakub Khan responded with nationwide 
press briefings that were interpreted as 
being far too favourable to the US and he 
was accused of propogating a policy con- 
trary to the national interest. 

Unfortunately for Yakub Khan the Gulf 
crisis coincided with his re-election to par- 
liament. Sharif invited him to apply for an 
IDA ticket, even though the deadline for ap- 
plication had expired. However, once his 
application was made, Yakub Khan found 
that the IDA leaders could not agree on the 
distribution of tickets. He was conscious of 
the premier's failure to come to his defence 
and it was not long before the axe fell on 
that fateful flight to Peking. E 
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REGIONAL AFFAIRS 


SOUTH KOREA 1 


Roh moves to exclude army from politics 


Coup worries fade 


By Shim Jae Hoon in Seoul 


resident Roh Tae Woo started his 

fourth year in office in a low key 

on 25 February, hosting a simple 

tea party for executive secretaries 
at the Blue House executive mansion. 
“The changes that have overtaken the 
country in the past three years would have 
taken several decades in normal times,” he 
mused. 

Roh might have added that, four years 
after the start of civilian rule, change has be- 
come the dominant theme of South Korean 
politics. As evidence of the new mood, not 
a single general in uniform was present at 
the reception. 

Politically, the anniversary fell at an 
unpropitious moment. A new corruption 
scandal involving one of Roh’s 
administrative secretaries was 
rocking the government. The 
detention on bribery charges of 
eight members of parliament, 
including some from the ruling 
Democratic Liberal Party, left a 
smear on Roh’s reputation for 
presiding over a clean adminis- 
tration. 

But in a striking departure 
from the past, few South Ko- 
rean's now talk of the army tak- 
ing over government in a new 
coup d'etat. Even the news of 
army generals bringing down 
Thailand's civilian government 
on the pretext of fighting cor- 
ruption was buried by the Gulf 
War headlines. As one dip- 
lomat commented: "We've a lot of things to 
worry about, but a coup is not one of 
them." 

After a quarter of a century of army or 
army-backed regimes, South Korean poli- 
tics may be crossing a watershed. Scepti- 
cism over the possibility of military inter- 
vention in politics is shared by many retired 
generals on both sides of government. 
“Our country has reached the stage where 
we can say goodbye to coups," said retired 
general Ko Myung Seung, who ran the na- 
tion's top military intelligence unit under 
former president Chun Doo Hwan. 

This remark to the REVIEW was particu- 
larly telling, as Ko had played a crucial role 
in the 1980 coup when then general Chun 
seized power following the assassination of 
president Park Chung Hee the previous 
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Military parade in Seoul: staying out of politics. 


year. According to some accounts, Ko's 
troops — at Chun's behest — surrounded 
the residence of interim president Choi Kyu 
Hah in order to force him into legally ap- 
proving the arrest of army chief of staff 
Chung Seung Hwa. Chung's detention on 
alleged involvement in Park's murder 
paved the way for Chun's own power sei- 
zure, leading him to the presidency via ap- 
proval by a rubber-stamp electoral college 
in the autumn of 1980. 

The change of mood is partly attributa- 
ble to cataclysmic changes in the interna- 
tional situation during Roh's presidency. 
The collapse of communism in much of the 
world has opened up a new age of detente 
on the Korean peninsula, rendering the 
anti-communist rhetoric of conservative 
generals irrelevant. Taking advantage of 
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the momentum created by the 1988 Seoul 
Olympic Games, Roh has also worked hard 
to establish diplomatic relations with East- 
ern Europe and the Soviet Union. In doing 
so, he has proved the truth of the rule dem- 
onstrated by former US president Richard 
Nixon that a political leader with proven 
right wing credentials is best placed to take 
daring diplomatic initiatives towards com- 
munist countries. 

One result of Roh's diplomatic success is 
that the South Korean military has lost a 
pretext for maintaining a rigid anti-com- 
munist posture at home and abroad. Even 
North Korea has become more responsive, 
agreeing to resume a dialogue with the 
South on political and military matters. As 
the two sides begin focusing on the issue 
of arms control, Roh's agenda has shifted 
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from confrontation to accommodation with 
the North. 
The task now facing the Roh govern- 
ment no longer seems to be the continua- 
tion of the Cold War but the opening of 
peaceful, commercial relations with Pyong- 
yang — which, in turn, poses a new chal- 
lenge to the military establishment. With 
South Korea's annual US$10 billion defence 
budget coming under sharper scrutiny 
from the democratically elected parliament, 
the generals face the need to stress quality 
rather than quantity by promoting profes- 
sionalism in the services. 
Acquisition of modern weapon systems 
is forcing the government to take a hard 
look at the present policy of maintaining a 
600,000-strong standing army. The deve- 
lopment of a significant defence industry 
sector has also placed new de- 
mands on military planners. 
The army needs to develop a 

& high degree of managerial ex- 
pertise in order to work suc- 
cessfully with defence specialists 
in the private sector. 

The South Korean army is 
no longer a leading engine of 
economic growth as it was dur- 
ing the 1960s. It has lost the 
edge in managerial and indus- 
trial skills to the private sector 
while maladministration under 
Chun eroded its claim to pos- 
sessing a missionary vision 
of national development. The 
maturing economy has turned 
soldiers increasingly into pro- 
fessionals, relegating them to 

the status of salaried workers. 

A mood of depoliticisation is already 
widely discernible within the officer corps. 
An overwhelming majority of captains, 
majors and colonels — ranks that bear 
the brunt of a coup — are now drawn 
from a generation which grew up after 
Park's 1961 coup. In addition, the attitude 
of conscripts has changed, as many of 
the present intake joined the protest 
marches against Chun in the summer of 
1987. This combination of factors, coupled 
with Roh's policy of deliberately distancing 
his administration from the army, has 
brought about the demise of army cabals 
such as Hanahoe, a political officers’ group 
which helped to launch Chun into power 
in 1979-80. 

Roh can claim credit for forcing the army 
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to adopt a low profile. Criticisms of Defence 
Security Command (Dsc), the military’s in- 
telligence apparatus, monitoring civilian 
politicians — which ignited a major uproar 
last year — remain valid. However, the 
power of this pervasive organisation has 
been trimmed since data from its electronic 
surveillance system was stolen and publi- 
cised by a dissident student draftee. The 
DSCs main functions are now to keep 
watch against an army coup and guard 
against the penetration of leftwing students 
into the military. 

In order to stay in power, Roh has had 
to develop his own power base indepen- 
dent of the generals who helped promote 
him under the Chun administration. He 
now evidently feels able to implement 
small, but significant, changes. For exam- 
ple, five or six years ago, generals from the 
regional bloc of North and South 
Kyongsang provinces centring around 
Taegu city — the so-called "TK Mafia" — 
dominated the list of the top 15 generals 
commanding the armed forces. Today, 
neither the newly strengthened post of 
chairman of the joint chiefs of staff nor that 
of army chief of staff — two figures whose 
moves could seriously affect the stability of 
government — are held by members of this 
group. Only one of the three field army 
commanders, vaguely qualfies as a mem- 
ber of the TK Mafia. 

The shift to more professionalism is ex- 
pected to continue under the new three- 
stage review system for promotion of gen- 
eral-grade officers, which has been in force 
since December 1990. Under the new rules 
the defence minister and the three service 
chiefs of staff review 50% of promotion ap- 
plications, while two other committees 
each review 25% of the remaining applica- 
tions. Under the old procedure all applica- 
tions went before a single panel of senior 
officers — which allowed for personal links 
or place of origin to play a greater role in 
furthering an applicant's career. 

While reducing complaints of 
favouritism, the new system has opened 
the way for officers from the two rival 
Cholla provinces — long discriminated 
against in the civil service as well as in the 
military — to rise to general rank. Only 
a handful of applicants from Cholla were 
promoted each year in the past, while 
under the new screening procedure several 
officers from the southwestern region earn- 
ed stars. 

Taken together, reforms like these 
should go a long way to reduce tension and 
discourage political lobbying within the 
officer corps. Other more substantial 
policies, such as a proposed five-year plan 
to revamp the defence structure by creating 
a technologically oriented armed military, 
may complete the process of depoliticisa- 
tion. 

Among civilians, anti-military sentiment 
remains strong, as shown by Roh's thin 
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Roh: moving away from the generals. 


33% electoral majority. As a result, Roh 
seems to have concluded that in order to 
strengthen civilian support he must build a 
political infrastructure designed to keep the 
country firmly on a democratic course. A 
revealing example of the president's politi- 
cal style is the way he reacted when the 
government became seriously embarrassed 
over the still-unravelling Hanbo housing 
scandal. Roh refrained from following his 
predecessor's example of having droves of 
generals visiting him in a show of military 
support. Instead he hastened local council 
elections in the hope they would take the 
electorates’ mind off the corruption case. 
As for public opinion, polls have given 
low ratings to generals and even lower 
ones to their involvement in politics. One 
poll conducted by Seoul's Joongang llbo 
newspaper in January showed generals 


fourth on the list of professionals viewed as 
possessing the lowest ethical and moral 
standards. Only members of parliament, 
senior civil servants and police officers 
received lower ratings. With this level of 
rejection of the military elite, even the 
most cautious analysts now believe a coup 
— if not impossible — would simply not 
command any civilian support. At the heart 
of this reasoning lies the belief that the 
army's position in society has been changed 
by South Korea's growing economic and 
political sophistication. 

In addition to the country's economic 
success, South Korea now has a strong op- 
position party that gained its experience 
confronting several dictatorships, a militant 
trade union movement and a newly 
flourishing press. These factors place South 
Korea apart from countries like Thailand, 
Pakistan, the Philippines and Indonesia, 
which remain vulnerable to military coups. 
Only a situation bordering on war, or pro- 
found civil unrest that threatened to topple 
an elected government, would assure a 
measure of success in any future effort to 
stage a coup in South Korea, analysts 
suggest. 

Even then, the price for the coupmakers 
could be stiff. Among other things, they 
would do well to consider the fates of re- 
cent coupmakers. Both Park and his wife 
were killed by assassins while Chun and 
his wife were banished to a remote moun- 
tain Buddhist monastery for two years. "In 
power Chun was an object of comedy. Out 
of power he became an object of tragedy," 
said one political analyst. A sobering legacy 
for any would-be military dreamers. a 
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Roh plans series of ambitious military reforms 


New model army 


By Shim Jae Hoon in Seoul 


hortly after he was sworn into office 

three years ago, President Roh Tae 

Woo wrote a confidential memoran- 
dum to the Defence Ministry ordering a 
thorough reassessment on the status .of 
South Korea’s armed forces. Emerging 
from an electoral campaign in which a 
wave of anti-military sentiment often over- 
whelmed the key issue of democratisation, 
Roh appeared stung by the popular per- 
ception of the army as a perpetual coup- 
maker. 

Since then, Roh’s cabinet has revised 
the regulations governing the enforce- 
ment of martial law and administration 
of discipline within the armed forces. 
These moves appear to confirm his pledge 
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of keeping the military out of politics. 

Unnoticed by most of the country he 
has also embarked on a wide-ranging pro- 
gramme designed to transform the military 
structure into a modern defence system 
compatible with South Korea’s economic 
and technological advances in the past 
few decades. These policy steps, if fully im- 
plemented, should serve to depoliticise the 
army and turn it into a more professional 
and technology-oriented institution. 

The new martial law enforcement rule 
decreed in December 1990 regulates the use 
of firearms against civilians in quelling riots. 
Henceforth, no soldier can use his firearm 
unless his life is being directly threatened or 
unless explicitly ordered to do so by his 
superiors. 

This rule is intended to remove room for 
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misunderstanding or misinterpretation that 
existed under the previous decree. Its 
adoption reflects the government's anxiety 
to avoid repeating the 1980 bloodshed in 
Kwangju, in which clashes between anti- 
government demonstrators and paratroop- 
ers resulted in some 200 people killed and a 
thousand others wounded. 

However, these steps appear peripheral 
compared to the scope of changes en- 
visioned for the entire 600,000-strong arm- 
ed forces under the Programme for Deve- 
lopment of Military Personnel Administra- 
tion — a five-year plan expected to start in 
1992. 

While the programme’s details still need 
to be finalised, this progressive plan accepts 
the need for the South Korean armed 
forces to make the difficult philosophical 
leap from its Confucian cultural heritage 
to modern democratic values. "Socially, 
our country is moving towards the materia- 
listic culture of an advanced democratic so- 
ciety stressing efficiency, achievement- 
oriented values and [clearly defined lines 
of] authority,” noted a docu- 
ment outlining the program- 
me's goals. 

The document suggested 
changing “our authoritarian 
mental structure to an egalita- 
rian one.” This requires the in- 
troduction of “horizontal re- 
lationships based on indi- 
vidualism, a higher level of 
education and longer life expec- 
tancy” in place of traditional so- 
cial patterns featuring “a collec- 
tivist vertical form of human re- 
lationships based on low educa- 
tion and shorter life expec- 
tancy.” 

These are radical concepts for a military 
system that has largely escaped any serious 
reform since evolving into its present form 
at the close of the Korean War in 1953. 
Structured as a labour-intensive force held 
together by regimentation and unques- 
tioned loyalty to the state — however de- 
fined — the armed forces have hardly 
served as a suitable institution for fostering 
individualism or democracy. Whatever pro- 
fessionalism the army attained had been ac- 
quired mainly through unquestioning dis- 
cipline. 

The future military system will be mo- 
delled on Japanese or Western armies, and 
will be heavily dependent on reservist- 
based forces. The primary reason for this 
switch in emphasis is the cost of maintain- 
ing a large standing army in the age of 
modern weaponry. 

A structural change on this scale as- 
sumes abolition of the present universal 
conscription system, in force since the Ko- 
rean War. Abolition of the draft should re- 
lease more manpower to private sector in- 
dustries feeling the pinch of labour short- 
age, while a reduction in troop strength can 


be offset by the acquisition of modern wea- 
pons. 

Other planned qualitative changes in- 
clude increased recruitment of women for 
various administrative functions, and the 
creation of a separate cadre of staff officers 
for strategic, intelligence, policy planning 
and defence industry economics. The corps 
of staff-trained officers will be gradually in- 
creased until they reach some sort of parity 
with field-grade commanders, who now 
account for 90% of general-grade officers. 
The size of the officer corps will grow from 
10% of total armed forces personnel at pre- 
sent to the 15% level seen in the US and Ja- 
panese military. 

These measures are seen as necessary 
to stem the haemorrhage of quality man- 
power from the military to the more lucra- 
tive civilian sector. "The army is troubled 
by a steady discharge of volunteers who 
see no career [opportunities] by staying in 
uniform," one defence analyst said. The 
Defence Ministry has already started retain- 
ing in the civil service generals with exper- 


The army will adopt Western style reservist-based forces. 


tise in defence industries and policy mat- 
ters. Previously they were rotated automat- 
ically through the military command struc- 
ture and, in consequence, often lost to the 
private sector. 

While it is becoming harder to retain 
long-serving personnel there are also wor- 
ries about the declining quality of new en- 
tries for military careers. In the 1960s, the 
academic aptitude of youngsters entering 
the Korean Army Academy equalled that of 
students applying for the prestigious Seoul 
National University: now it is on a par with 
provincial university level, many senior 
officers complain. 

Further, the absolute number of appli- 
cants to the country's three military aca- 
demies dropped from 19,000 in 1985 to 
about 10,000 last year. Likewise, the number 
of college students signing up for the Reg- 
ular Officers' Training Corps has plunged 
from 7,800 to 3,100 over the same period. 

Observers blame this downturn on anti- 
pathy towards the 1980-87 Chun Doo 
Hwan government, whose military-based 
regime disenchanted many youths raised 
in the more permissive post-war social cli- 
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mate. The decine in numbers of recuits 
also reflects the success of South Korea's 
education system: in the past military ser- 
vice was often the only way some recruits 
could attain basic literacy and gain voca- 
tional skills. 

Improved welfare and better career op- 
portunities for the officer corps are other 
priorities, indicating that greater profes- 
sionalism will have to be matched by great- 
ly improved conditions. This implies that 
the government plans to maintain the 
current level of defence spending, 33% 
of the national budget, into the next cen- 


tury. 

Specifically, there are plans to spend 
more money on housing for married offi- 
cers and increasing tertiary-level education 
subsidies for their children. "Our profes- 
sional soldiers are just like any other work- 
ers in the society — they are tired of 


rhetoric about defending the country and 
getting more interested in owning an apart- 
ment flat in the suburb, driving Pony cars 
to work," is how one military expert sum- 





med up the mood of the new breed of 
younger officers. 

As a result, many of these younger offi- 
cers are now mainly concerned with acquir- 
ing technical skills rather than competing for 
the limited number of field assignments. 
This has necessitated more budget alloca- 
tion for scholarship funds — Won 10 billion 
(US$13.8 million) during the current fiscal 
year. The aim is to increase the number of 
degree holders in sciences and humanities 
from 6% of the officers corps now to 18% 
by 2000. 

Whether or not Roh can keep the army 
out of politics will have a crucial bearing on 
the success of this ambitious programme. 
The democratically elected parliament no 
longer views defence spending as inviolate, 
as it used to be under a succession of mili- 
tary-backed governments. Fortunately for 
Roh, however, most South Korean tax- 
payers concede that holding the North at 
bay is an expensive job. If he shows evi- 
dence that he can achieve the long-overdue 
changes he seeks, Roh might yet persuade 
the country to accept his sweeping reform 
plans. a 
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By Shim. Jae Hoon in Seoul 


F or the best part of a quarter-century, 





they influenced, and often dictated, 
. the politics of the barracks and the 
. country, with secret cells of senior officers 
. embedded all over the South Korean 
military establishment. So well entrenched 
were the members of the clandestine Hana- 
hoe (One Mind Society) that by the 1970s 
they controlled or occupied most key 
command posts, ranging from intelligence 
units to infantry divisions guarding the cap- 
ital, Seoul, as well as the borders with the 
North. 

as At the head of this cabal, whose exist- 
ence was carefully shielded from the pub- 
lic gaze until last year, stood Chun Doo 

< Hwan, a stern-looking and ambitious gen- 
-eral who had been among the founding 
members of Hanahoe. His time — and 
Hanahoe's — came on 26 October 1979, 
when the president, Park Chung Hee, was 




























chief, leaving a perilous power vacuum 
after 18 years of iron-fisted rule. 

. The birth and rise of Hanahoe has its 
roots in the factionalism that plagued the 
South Korean army for many years after 
its inception in 1948, and its recent decline 
points to a welcome end of military inter- 
vention in politics. Chun led Hanahoe in its 
ascent to hidden power. Ironically, it would 
take another Hanahoe founder member, 
Roh Tae Woo, leading a popularly chosen 
~ government a decade later, to amputate 
- Hanahoe's tentacles in the military and po- 
litical fabric of the country. The break-up 
. of Hanahoe as the commanding voice of 
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Cabal in eclipse 







the military establishment demonstrates 
the unlikely wisdom that it takes a retired 
general to keep generals out of politics. 

A spate of exposes published recently 
under the political relaxation of the Roh 
government shows that Hanahoe was 
formed in 1963 as an alumni group of seven 
young officers from Class 11 of the Korean 
Military Academy (KMA) graduating in 
1955. The first crop of post-war officers to 
receive a regular, four-year training at KMA, 
their friendship — they were all from the 
southern industrial city of Taegu — was 
reinforced by a sense of elitism that placed 
them apart from the ragtag officer corps 
trained at Chinese or Japanese army schools 
in the pre-war colonial period. 

One such figure was Park, a Japanese- 
trained officer who came to power in a 
bloodless coup in 1961, and like them also a 
native of Taegu, the capital of North 
Kyongsang province famed for producing 
radical rebels. Viewing them proudly as a 
new generation of officers produced under 
the independent republic, Park won their 
favour by assigning them to key posts 
crucial to the stability and safety of his gov- 
emment. 

According to retired general Kang 
Chang Song, a former military intelligence 
chief, Park "used them as a sort of palace 
guard to protect him in power" against a 
group of generals loyal to Kim Jong Pil. 
Kim had helped him stage the coup but 
represented KMA Class 8, whose graduates 
formed the majority of his government. 
Years later, when Chun seized power, 
Kang paid a high price for investigating 
Hanahoe and advising Chun against inter- 
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At the height of its power in 1973, 
Hanahoe had grown into a cabal of 200 spe- 
cially recruited army colonels and generals 
from Class 11 to Class 20, all sworn to se- 
crecy and united in the philosophy of a cor- 
poratist state dedicated to achieving rapid 
industrialisation with minimal political dis- 
sent. 

Recruitment covered all regions of the 
country, but Hanahoe's core leadership 
stayed locked in the hands of a handful of 
generals from Kyongsang, a region noted 
for its harsh terrain and impoverished 
farmers. Historically, this region produced 
a succession of rebels fighting the exploita- 
tion of farmers during the autocracy of the 
Chosun Dynasty (1592-1910). The people of 
Kyongsang also have the reputation of 
being highly politicised. 

In the immediate post-Park period, 
Chun, as leader of Hanahoe and chief mili- 
tary investigator of the Park assassination, 
was well-positioned to reach out for power. 
^| knew about Hanahoe’s existence, but 
only as a hometown fraternity, never realis- 
ing it was bent on snatching power," says 
then army chief of staff Chung Seung Hwa. 
On the evening of 12 December 1979, Chun 
sprang into action by arresting Chung on 
suspicion of involvement in the assassina- 
tion. Chung’s detention led to the whole- 
sale retirement of old-school, pre-Class 11 
generals opposed to further intervention in 
politics by the military. 

Chur's rise propelled Hanahoe mem- 
bers into the forefront of government and 
politics after the 12 December coup, but the 
disastrous record of his administration has 
given Roh, elected president in Decem- 
ber 1987, a handy excuse to purge them. 
Knowing their power — and probably fear- 
ing it — Roh has not only removed them 
from active service rou also from key posi- 
hoe. members eased out 
over the three years of the Roh administra- 
tion include Chung, Ho Yong, former de- 
fence minister; Ko Myung Seung, former 
defence security commander; and Park Seh 
Jik, until recently mayor of Seoul. Staunch 
Chun loyalists such as Chang Se Dong, the 
former head of Korean Central Intelligence 
Agency, Park Hee Do, former army chief of 
staff, and An Mu Hyok, former national tax 
administrator, have. all been squeezed out 
of power centres. 

Watching this trend, many analysts, 
even those who are traditionally opposi- 
tion-minded, are inclined to think that the 
era of political officers is fast ending. "In 
South Korea," says political scientist Cho 
Soon Sung, a member of the National As- 
sembly from Kim Dae Jung’s opposition 
Party for Peace and Democracy," a general, 
once out of his uniform, is finished [politi- 
cally]." " 
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ne oasis of peace amid the Desert 
Sword din of destruction has 
been the nation of Oman, which 
lies across the water from Iran 












sultan, King Qaboos, and manages to re- 
main a respected member of the greater 
ab nation, while accepting help and ad- 
ce from the West. 
just over 10 years ago, wife and 1 at- 
tended the celebrations marking the 10th 
anniversary of the Qaboos reign — though 
somewhat fuzzili. We had flown from 
lliamsburg in Virginia, a journey involv- 
ing a feeder-flight to Washington, a change 
of airports, a long wait, a trans-Atlantic 
flight to London, another very long wait in 
e early hours at Heathrow, and a third 
flight to Oman's capital Muscat. There, at 
nearly two o'clock in the morning we were 
to be told that we could have no more 
than a quick wash-and-brush-up at the 
hotel — that for security reasons we had to 
take our places in the stadium where the 
celebrations were to be held before 3 am. 
fe made it, and sat in the dark for four 
ours or so, watched the dawn finally 
come up over the desert and applauded as 
e first troops marched in. The king rode 
'on a fine stallion and took the salute as 
every unit of every disciplined service — or 
so it seemed — marched past, not omitting 
the boy scouts and (I think I remember girl 
guides, but I could be mistaken). When it 
was all over, there was a lunch with the In- 
formation Ministry, and a dinner party that 
evening. I never worked out how many 
hours it was between one bed and another, 
but it seemed an eternity. 
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en years later, it fell to Hamish McDonald, 
recently moved from Hongkong to man the 
REVIEW's New Delhi slot, to attend the 20th 
niversary of the Qaboos reign last Nov- 
nber, and I trust his journey was less 
ngthy. Oman is a picturesque spot with 
qually picturesque history. It was prob- 
Ye origin of the precious frankincense 
ht gum resin) and myrrh (another 
at gum resin) if not of the gold which 
rs, traders or pirates or both, ranged 





Traveller’s Tales 


some months later. He detailed his experi- 
ences in the excellent book The Sinbad 
Vogage. 

Back in the 1960s, when Oman was 
still under London's protective eye, it 
was ruled by Sultan Qaboos's father, Said. 
He was a recluse, opposed to all modernity 
and reforms, believing that education and 
social welfare only made people unhappy 
with their lot. Holed up in his castle, he 
used to spy on the citizenry through an old 
telescope and binoculars, coming down like 
a ton of sand on those he spotted indulging 
in new-fangled practices such as riding 
bicycles or wearing sunglasses. And woe to 
any slight immodesty in women. This was 
not a very attractive alternative to the com- 
munist Utopia being promised by a bellige- 
rent South Yeman (formerly Aden) under 
Marxist rule or by the tribal rebels from the 
southern Jebel mountains who were being 
trained us guerillas by the peace-loving 
Chinese. This worried the British, then en- 
gaged in implementing Prime Minister 
Harold Wilson's decision that Britain 
should withdraw from East of Suez. 


And so it came to pass that in July 1970, a 
brave Qaboos faced up to the old Sultan 
and told him it was time to go. One of the 
few casualties of the confrontation was Sul- 
tan Said who shot himself in the leg while 
trying to draw a pistol from his belt 
(damned new-fangled things these guns!). 
British officers serving in the Omani 
army swiftly installed Sandhurst-trained 
Qaboos and flew Said out to hospital in 
London within 24 hours. "It was all extraor- 
dinarily well planned" reminisced one of 
the British military coup-makers to Hamish 
McDonald. 


Under Qaboos, Oman has been greatly 
transformed, helped by oil revenues which 
started to flow in the early 1970s but 
pushed along, very like Thailand, by a ruler 
with a strong developmental bent. The 1.4 
million Omanis have moved from being 
one of the world's poorest, least-educated 
and most unhealthy peoples into the mid- 
dle bracket, with a 1986 per capita GNP well 
over US$5,000, a life expectancy 11 years 
higher at 65.4 years, with a 97% enrolment 
rate at primary school level and 3876 at 
secondary level. 

It was a triumph of British interven- 
tionism (as indeed was the overthrow of 
Iran's Mossadeq across the Gulf — a de- 
marche often claimed by the cia, which 
actually only funded the operation which 
was master-minded by the British; that, 
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however, hardly turned out so happily in 
the end with the restoration of the Shah to. 
his Peacock throne). As Hamish McDonald 
comments, British Labour leader Neil Kin- 
nock might wriggle retrospectively to be re- 
minded that the Omani caper, though exe- 
cuted under Edward Heath's newly in- 
stalled administration, was undoubtedly 
initiated and planned under the Harold 
Wilson regime. 





With the Gulf ablaze, it takes a special bra- 
vura to use the name of Saddam Hussein for 
marketing purposes, and just that panache 
is to be found in India. S. Siveram reports 
that in the southern state of Kerala, where 
many former Gastarbeiters from Kuwait 
have returned, a “Saddam Ice cream" is 
selling well. And this advertisement for 
thick-skinned salesmen required to market 
the Beauty Cosmetics line of shampoos ap- 
peared on 18 January in the columns of the 
national daily, the Indian Express: 





Sales force 
that can sell 
pea : to 
Saddam Hussein 


Saddam with a dove of peace! Mussolini 


once offere 


ee A ar rr E a a taa at a dt Att paar SES EB eT IT S ei At ASEAN rr . 


d the choice between guns or. 


pat — —ÁÁÓ EE ARE 
— ——— earam eaa fer pid mat ee E ei i arrastrar 





Neal l= NO Xe Geille ele) I 


WE'RE IN AGOOD POSITION FOR 
FUTURE GROWTH. 




















With the dramatic and In addition, construction is — allofour facilities. And these are 
much-publicized growth that currently underway on major just a few of the ways The Ports 
The Ports of Virginia have improvements to our Ports- of Virginia are modernizing to 
experienced over the last few mouth Marine Terminal facility, meet the challenges ahead. 
years, one might get the idea including new cranes and Every day we're looking te 
that we're running out of room. 1,500 feet of additional berths. the future, investing in new 

And in fact, We ve also set ways to build on our successes 
nothing could the industry to ensure that The Ports o 
be further from standards for Virginia continue to provide you 
the truth. efficiency and with the finest services and 

Currently, technological facilities possible, now and intc 
our expansion innovation in our the next century. 
for the 1990's crane and yard So if you hear some 
includes the z operations. Were exaggerated boasting frc 
development of Ee continuing to other ports about their facilities 
a new 300-acre terminal bes excellent services perhaps they're the ones who 
with over 4,000 feet of such as the Virginia Inland are getting a little too big for 
berthing space adjacent to Port and on-site rail yards at their britches. 


Norfolk International Terminals, 


effectively doubling this P pida : Th Po f Vi . 
terminal's existing capacity. PZN e rts O irginia 
And we're the only port on the TA 4 CE the Natural Mid-Atlantic Load Center. 


US. East Coast to enjoy the USA-Main Office Virginia Port Authority. 600 World Trade Cente: 
availability of adequate land a Norfolk, VA. USA 23510. (804) 683-8000. Toll-free (800) 446-8098 


for such an expansion. 





JAPAN 17th Floor, Fukoku Seimei Bldg. 2-2, HONG KONG | 1th Floor, Suite 1 104A 2 Exchange KOREA Room No. 1512, Kyobo Bldg 
Uchisaiwai-Cho Chiyoda-Ku, Tokyo 100, Japan. Square Central, Hong Kong. TELEX: 81801 VPA 1, 1Ka Chongro-Ku, Seoul, Korea. TELEX: 787 K25729 
TELEX: 2222531 VASTAT J, PHONE: 813/508-2750, HK-HX, PHONE: 852/5255313, FAX: 852/8105495. PHONE: 822/739-6248, FAX: 822/739-6538 


CABLE: VASTPORTS TOKYO, FAX: 813/508-2759. 


WII x 
WHILE YOUR COMPU | 
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over, customized information on your suppliers, issuing and advi- 
sing banks and merchandise is stored for you in the program, 
which saves you a lot of time. 

With ABN Planet, available in an increasing number of 
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ABN Planet™. The program provides instant status reports on It is therefore not surprising that the ABN is able to build 
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KOREAN AMERICANS 


Self-reliant, prosperous, insular 





By Susumu Awanohara in New York 
and Los Angeles 


ntil a year ago, Jang Pong Jae was 

a typical Korean American im- 

migrant-turned-entrepreneur. He 

came to the US in 1983 at the age 
of 27, and for six years he worked for other 
Korean Americans in the New York met- 
ropolitan area. He put in the proverbial 12- 
16 hours a day, seven days a week, in a fish 
market, a green grocery and a laundromat, 
among other establishments. By mid-1988, 
he and his brother had saved enough to 
start their own food market in a black area 
of Brooklyn. 

Trouble started in January 1990 with an 
altercation between the Jangs and a black 
woman customer who claimed she was 
insulted and physically assaulted by the 
shopowners. The Jangs admit they had run 
into problems with the woman but denied 
her charges of abuse. 

Local blacks, egged on by a 
self-styled civil rights leader, or- 

i daily demonstrations 
against the Jangs shop and 
another hapless Korean grocery 
across the street, at times mobil- 
ising more than 500 noisy pro- 
testers and urging nearby resi- 
dents to boycott the stores. The 
blacks demanded that the Ko- 
rean immigrants sell their stores 
and leave their community. 

Like no other single event, 
the 14-month boycott in Brook- 
lyn has brought to national at- 
tention here the proliferation of 


es in poor inner cities and the 
conflict that they can touch off. 
The most striking thing about 
the Korean Americans — one 
the fastest growing Asian American groups 
and arguably the most homogeneous and 
energetic — has been their high rate of 
self-employment, largely in small business- 
es 


And like no other event, the Brooklyn 
boycott has challenged the Korean Ameri- 
cans to re-examine their relationship with 
the rest of American society. They need po- 
litical clout to prevent unfair attacks on 
them. But at the same time they must come 
out of their shells and become a more integ- 
ral part of the larger US society, Korean 
Americans say. 
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All in the family 


In January, the Jangs were acquitted in a 
criminal case of any wrongdoing. But the 
picketing continues to this day — albeit on 
a smaller scale. On the worst day during 
the past year, the Jangs sold only three 
onions for 38 US cents. 

Now the customers are returning, a few 
of them stepping forward to encourage the 
shopkeepers. Jang says: "In one year, I got 
all this grey hair. Before the demonstra- 
tions, we used to joke and laugh a lot [with 
our customers]; now we lost everything — 
including our weight." 

But Jang says he will hold on to his busi- 
ness. “If I close, other Koreans will have to 
give up their shops, too. And [the protes- 
ters] will come and get me in the next place, 
anyway.” 

This was by no means the first episode 
involving a Korean American entrepreneur 
and his black or Hispanic customers. Simi- 
lar incidents have been reported from virtu- 
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ally every major US city. Nor did the issue 
begin with Koreans: Jewish, Italian and 
Irish shopkeepers had faced like problems 
in US inner cities long before Korean 
Americans started moving in during the 
1970s to replace them. 

More than 90% of the estimated 800- 
900,000 Korean Americans are foreign 
born. Nearly all of them — barring a few 
early 20th-century labour migrants to 
Hawaii and some Korean War brides — 
came after the 1965 reform of the immigra- 
tion law, which liberalised entry for non- 
whites. Many Koreans have entered on 
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unrestricted visas, as spouses or children of 
US citizens. As a result, there is a heavy 
bias in favour of women. 

Aside from these unrestricted cate- 
gories, most of the post-1965 immigrants 
under Korea's 20,000-a-year quota have 
been relatives of already-established immi- 
grants. But educational and job profiles of 
these entrants — at least the men among 
them — have been hardly inferior to those 
admitted under skills-based classifications. 
Altogether, about 30,000 South Korean im- 
migrants — predominantly well-educated 
urbanites — arrive each year to settle in US 
cities. 

Much as some experts would like to de- 
bunk the "stereotype" of the workaholic 
Korean American shopkeeper, a close look 
at many US cities confirms that Korean 
Americans do gravitate towards self-em- 
ployment, avoiding the wider wage-labour 
market. One estimate has it that Koreans 
own nearly 80% (or about 
1,300) of green grocers in the 
Metropolitan New York's “Tris- 
tate" area (New York, New Jer- 
sey and Connecticut, which be- 
tween them host 100-150,000 
Korean Americans). They are 
also prominent in other retail 
and catering businesses — 
liquor stores, wig shops and 
restaurants. 

In Los Angeles County, 
where some 200,000 Korean 
Americans live, 40% of Korean 
American men operated their 
own businesses in 1989, accord- 
ing to Professor Yu Eui Young 
of California State University. 
The better educated among 
them tend to offer professional 
services. 

Another study shows Ko- 
rean Americans with the highest self-em- 
ployment rate of any Asian immigrant 
group and second only to Greek Americans 
among immigrants generally. The same re- 
port demonstrates that self-employed im- 
migrants enjoy better incomes than wage- 
earners, albeit at the cost of greater invest- 
ment and longer workhours. 

So firmly embedded is self-employment 
in the Korean immigrant ethos that one 
survey even showed 61% of South Koreans 
who planned to emigrate to the US ex- 

to go into business for themselves, 
though most of them had not been self-em- 
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Jang waits for customers. 


ployed back home. The proportion of Ko- 
rean immigrant entrepreneurs could prove 
to be even higher if relatives and acquain- 
tances working in family businesses were 
fully taken into account. 

Many explanations — by no means 
mutually exclusive — have been offered for 
the Korean American propensity for self- 
employment. Some point to purportedly 
Confucian virtues like diligence and frugal- 
ity. Others cite the availability of family and 
acquaintances as sources of free or cheap la- 
bour. 


hen there is the so-called “disad- 

vantage theory.” Korean Ameri- 

cans, as a newly arrived minority 

group with limited English lan- 

guage skills, would suffer “downward mo- 

lity" or “occupational downgrading” if 

they were to seek employment in the gen- 

eral wage-labour market. Self-employment 
is the alternative, the theory goes. 

Or else, there is the “opportunity 
theory.” Koreans, once they reach the US, 
open up their own businesses and work 
harder than ever they did back home sim- 
ply because, for the first time in their lives, 
they have the chance to do so. 

The immigrants were already groomed 
for entrepreneurship in the hotly competi- 
tive Korean business environment and 
trained, as wage-earners, to a high level 
of professional skills. That left them well 
prepared to walk into a ready-made niche 
in their new homeland: the small-scale re- 
tail sector in US inner cities, which older 
white merchants were abandoning as 
blacks and Hispanics took over the neigh- 
bourhoods. 

Korean expatriates are starting to ap- 
pear on the American scene as major Ko- 
rean industrial houses set up manufactur- 
ing bases here to beat US trade sanctions. 
But immigrant Koreans, having already 
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turned their backs on the 
= corporate  rat-crace back 
z home, do not mix well with 
the expatriate “salarymen,” 

whom they consider some- 
what aloof. 

Conspiracy theorists are 
all too ready to infer the 
hand of the Seoul govern- 
ment, the mighty chaebol 
business conglomerates or 
Rev. Sun Myung Moon's 
Unification Church behind 
the proliferation of Korean- 
run businesses in the US. In 
its crude version, this line is 
clearly no more than jingois- 
tic Korea-bashing. 

Still, Seoul has undeni- 
ably pressed for reduced 
emigration barriers and 
encouraged successful Ko- 
rean business beach-heads 
abroad in hopes of “inter- 
nationalising” the country’s economy and 
society. Prospective emigrants are taught 
languages and other useful subjects. In re- 
cent years, they have been encouraged to 
take capital with them to set up businesses. 

Korean community banks — some af- 
filiated with parent institutions back home, 
while others are strictly US-based — help 
Korean American entrepreneurs in en- 
claves like Los Angeles’ Koreatown. The 
community banks are better able to assess 
immigrant customers’ creditworthiness 
since they are able to check on credit his- 
tories back home. No other Asian Ameri- 
can group boasts so tightly knit a banking 
fraternity of its own. 

Nevertheless, the Korean community 
banks are as conservative as “mainstream” 
American banks, and usually give loans 
only against collateral or third-party gua- 
rantees. The main source of seed capital for 
fledgling businesses remains the kae credit- 
rotating system brought from South Korea. 

Self-employment may bring relative 
prosperity to Korean Americans, but it 
comes at a high personal and social cost, 
says Prof. Min Pyng Gap of Queens Col- 
lege in New York. For one thing, worka- 
holic entrepreneurs suffer such family 
problems as neglected children and marital 
conflict. 

Then, too, Min says, Korean Ameri- 
cans’ economic self-reliance slows their 
assimilation into the mainstream society 
and brings them into conflict with other 
communities. The Brooklyn boycott has 
forced some soul-searching. Korean Ame- 
ricans throughout the US began to pon- 
der why they were singled out as scape- 
goats. 

Some feel compelled to privately admit 
that Korean Americans may indeed be pre- 
judiced against blacks. The negative image 
acquired from contact with US forces 
stationed in South Korea has been rein- 
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Lee (left) and Pyun may spilt the ethnic vote. 


forced, after emigration, by contact only 
with poor inner-city blacks. 

Korean Americans tend to be more 
insular than many other minorities, speak- 
ing their own language and interacting 
with “co-ethnics” through the numerous 
ethnicly based social organisations, alumni 
associations, churches, Buddhist temples, 
newspapers and television and radio ser- 
vices in US Koreatowns. Disputes have 
flared in California, New York and else- 
where about shop signs written exclusively 
in hangul script, which makes non-Korean 
residents feel excluded or even intimidated. 

Paradoxically, Koreans have ventured 
more than any other Asian American 
group to live and work in black and His- 
panic areas. But even there, their garrison 
mentality has created a “ghetto within a 
ghetto." Manhattan-based journalist Kay 
Lee admits: “We are monolithic and not 
very giving. We don't know and we're not 
interested in [the blacks'] language, music 
or culture. But we have learned [through 
the boycott] that we have to mingle more 
with others." 

One of Prof. Yu's studies shows that, in 
California, Korean American businesses in 
black and Hispanic neighbourhoods make 
somewhat more money than those in white 
areas and in Koreatowns. So it is only fair, 
Yu says, that these businesses should feel 
an obligation to repay the minority com- 
munities they serve. More generally, he 
adds, Korean Americans need to become 
conscious of broader human concerns 
beyond the confines of their immediate 
family and ethnic group. 

Plenty of factors militate against this, 
however. Like the Vietnamese (and unlike 
the Japanese who once dominated the 
Asian American scene) Korean immi- 
grants are still coming in droves, with their 
linguistic and cultural homogeneity intact. 
They are not splintered by such political 
rifts or sub-nationalisms as divide groups 
like the Chinese, Indian and Filipinos. 
The Korean American community still has 
what Los Angeles-based journalist K. W. 
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Lee calls ^momentum and critical mass." 

What it does not have, but is starting to 
feel both the need and potential to acquire, 
is political clout. So far, the highest elected 
Korean American official is a city council- 
man in a small Southern California city. In 
the Tristate area, there is a member of a 
school board. This pattern of under-repre- 
sentation could change in the next New 
York City Council election. Asians look set 
to capture at least one of the several new 
seats likely to go to the heavily Asian 
borough of Queens. 

Two leading Korean contenders for the 
city council seat are Pyun Chun Soo, a first- 
generation immigrant and traditional-style 
community activist, and Daniel Lee, a polit- 
ically ambitious lawyer who describes him- 
self as a "first-and-a-half" generation immi- 
grant (born in South Korea but moved to 
the US at an early age). But Korean Ameri- 
can ethnic votes could be split if, due to 
politcal inexperience and a generational 
gap, both of them decide to run. 

However the election is played, the 
Brooklyn boycott seems sure to surface as a 
talking point. “Why are we being subjected 
to such criticism and hate? Why is it a crime 
to earn an honest living?" asks Lee. It ran- 
kles, too, that New York City's black mayor 
David Dinkins initially refused to intervene, 
treating the boycott as a squabble between 
individuals rather than a question of racial 
prejudice. 

In September 1990, the Korean American 
community pulled off the biggest gathering 
in its history, protesting against the Brook- 
lyn boycott and calling for racial harmony. 
Pyun, as chairman of a newly formed Ko- 
rean American civil rights commission, was 
the chief organiser. The rally in Manhattan 
drew a crowd of nearly 10,000 (the police 
count was 6,000) and Dinkins himself felt 
compelled to make an appearance. 

Soon afterwards, the mayor put in 
another appearance — in Brooklyn, at 
the Jangs’ shop. As a symbolic anti-boycott 
gesture, he even made a few token pur- 
chases. s 
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Almost a Revolution by Shen Tong. Houghton 
Mifflin, Boston. US$19.95. 


Shen Tong was one of the student 
leaders of China's 1989 pro-democracy 
movement who escaped to the US. By 
accounts outside this book, he was a work- 
horse of an activist, organising the news 
centre at Peking University which dissemi- 
nated information about the students' 
aims and activities. More interestingly, he 
was a member of the committee which 
tried to establish a dialogue with the gov- 
ernment. 

Frankly, after reading his memoirs, one 
is hard put to know which side was easier 
to deal with — the government or the stu- 
dents. Ultimately, the choice was made by 
default because the leadership was crude 
(and stupid) enough to substitute bullets 
for words. 

The overwhelming impression Shen’s 
book leaves (probably to his chagrin) is a 
paraphrase of the adage about teaching: 
people lead the way they are led. The 
poisonous infighting among the student 
leaders mirrored the factionalism of their 


elders in the politburo. 

The name-calling, 
charges of betrayal and 
theft, and, in the case of the 
"commander" Chai Ling, 
an order to her deputies to 
remove her hunger-striking 
husband to the hospital 
when he disagreed with her 
— all this would have been 
familiar enough to the old- 
sters. 

For a fleeting moment 
in the corridors of power, 
there must have been 
expressions of bewilder- 
ment too, the sort that 
inevitably lace the mutter- 
ings of any country’s found- 
ers. These children are fed, the leaders 
think. They are clothed, sheltered, and 
they go to university. What more do they 
want? 

Shen Tong and his colleagues never put 
a fine point on what they meant by demo- 
cracy and freedom. And their flowery 
speeches about dying for the motherland 
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did not illuminate their views. As the China 
scholar Lucian Pye has pointed out, they 
had to cloak their real demands in gran- 
diose rhetoric so as not to appear selfish or 
interested in their own material well-being. 
What they wanted was 
= a system with some 
semblance of fairness, in 
place of the one where, 
whether it is getting a good 
job, special medical treat- 
ment, housing or simply a 
pack of Panda cigarettes 
(Deng's brand)  connec- 
tions or bribes are neces- 


sary. 

Shen describes a genera- 
tion who saw their parents 
"eat bitterness" throughout 
the 1950s and 1960s. They 
saw their families lose their 
jobs, their homes and 
sometimes each other. The 
primordial cry from Tianan- 
men was: "We cannot let 
this happen to us." 

One only fears that, yet again, the 
thousands of resourceful, brave and good 
people who made their way to Tiananmen 
Square were let down by their leaders. The 
elders would not learn new ways and the 
young chiefs had learned too well the old 
ones. m Nancy Langston 
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From stylish 
to stylised 


Chinese Graphic Design in the Twentieth 
Century by Scott Minick and Jiao Ping. 
Thames and Hudson, London. £19.95 
(US$38.80). 


Having produced the world’s first il- 
lustrated book in 868, the Chinese spent 
the next 1,000 years churning out billions 
of supple string-bound volumes from 
woodblocks. And when Western litho- 
graphic presses first appeared in the treaty 
ports in the 19th century, along with elec- 
tricity and Western ideas, modern Chi- 
nese publishing was born. 

Judged from their covers, the early 
fruits of the industry, centred in Shang- 
hai, are remarkable for their sophistica- 
tion. Graphic art produced in the Paris of 
the East in the 1920s and 1930s is cos- 
mopolitan to a fault, borrowing boldly 
from art deco, cubism, futurism and ex- 
pressionism, and blending these foreign 
themes with shyer native elements. 


The self-confidence that 
went with this open- 
ness to the outside 
world was lost in 
the xenophobic war- 
fare waged by the com- 
munists on the cultural 
front over the past 40 
years. What the authors 
call the Shanghai style 
was swept under the 
rug of Socialist Realism. 

As a study of a hy- 
brid art form that flou- 
rished during a com- 
plex period in Chinese 
history, this book leaves 
much to be desired. 
Firstly, the text, which 
attempts to place modern graphic art 
in its historical and social context, 
reeks of the worst qualities of the prose 
of the People’s Republic: it is superfi- 
cial, biased (most likely out of igno- 
rance of the subject) and wanting in 
analysis. 

Second, while the 250 illustrations 
mitigate the annoying text to some de- 





Magazine cover, 1930. 


gree, in temporal terms 
they fail to cover 
the purported subject 
of the book — the 
20th century. The years 
1900 to 1927 are rep- 
resented by a single 
tiny advertisement 
from 1918; there is 
a Splendid selection 
of examples from 1927 
to 1937, but not a single 
item from Japanese-oc- 
cupied Shanghai (1937- 
45); and more imagina- 
tive treatment could 
have been given to 
perverse manifestations 
of artistic excess during 
the Cultural Revolution, such as the 
cult of Mao buttons, some of them so 
large they resemble Mao’s head on a 
plate. 

The book ends with selections of 
posters and handbills from Tiananmen 
Square in 1989. A warning: keep your 
eyes on the pictures, avoid the text. 

m Don Cohn 


A surfeit of paper shufflers 


Romancing Vietnam by Justin Wintle. Viking, 
London. £16.99 (US$33.05). 


This book is a day-to-day log of Justin 
Wintles journey through the extensive 
labyrinth of Vietnamese bureaucracy in the 
winter of 1989-90. His itinerary was impres- 
sive, taking him from Cao Bang near the 
Chinese border to the southernmost penin- 
sula of Ca Mau, a journey that would have 
seemed impossible only a year earlier. 

Although he aimed "to furnish an alter- 
native to the received picture . . . of Viet- 
nam as a place of war," personal accounts 
of the fighting intrude, perhaps inevitably. 
The most distressing of these is the Binh 
Hoa massacre, which, despite its similarity 
to My Lai, failed to catch US media atten- 
tion because the atrocity was carried out by 
South Korean troops. One of Wintle's 
guides tells him that if he does write about 
Binh Hoa, he should mention that it is in 
Quang Ngai province, "the point being that 
there is another Binh Hoa in the next pro- 
vince south," and he is "not altogether sure 
that there wasn't a massacre there too." 

Casual conversations with cadres pro- 
vide Wintle with small gems of informa- 
tion. One man tells how "Our hearts al- 
ways sang when an enemy plane fell. Life 
was so difficult. Any enemy plane in the 
jungle enabled us to make a few consumer 
goods. Rings, combs, things like that." He 
goes on: "Often there was a shortage of 
water. Sometimes the only way to wash 
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was to stand out in the midday sun and 
sweat. We called this fire bathing." 

The more recent course of reform (doi 
moi) is being pursued at a time when inter- 
national alliances are in flux and old allies 
are rapidly disappearing. The US looks no 
kindlier upon Hanoi for withdrawing its 
troop from Cambodia. Its embargo of the 
country, continued against the wishes of 
its own business community, effectively 
blocks any dollar or yen investment. More 
importantly, the Soviet Union, recently In- 
dochina's benevolent sponsor, drastically 
cut its aid to Hanoi, leaving Vietnam criti- 
cally short of petroleum and fertilisers, as 
well as fraternal ideological support. 

North and south remain two very differ- 
ent regions. On a flight from Ho Chi Minh 
City to Hanoi, the author describes the 
speedy transition of the plane's passengers: 
"dressed in florid tropical garments, [they] 
disappear to the toilet, only to emerge a few 
minutes later wearing the nondescript 
apparel of the cadre. Pith helmets are pro- 
duced by the dozen." 

Gen. Vo Nguyen Giap and Le Duc Tho 
both granted Wintle interviews, as did the 
dissident writer Nguyen Huy Thiep. Even 
Tim Page — teenage photo-journalist and 
"space cadet" of the war — makes an ap- 
pearance. Giap was the mastermind be- 
hind the victory of Dien Bien Phu and now 
acts as an unofficial roving ambassador and 
"talking head" for Hanoi. He recounts to 
the author a joke made by Uncle Ho (Chi 
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Minh) about the war against the French: 
“General Giap, he said, had won the war 
without losing a single plane or tank. That 
was because we didn't have any! I used to 
repeat it to their colonels. But the Russian 
colonels couldn't get it at all." 

Le Duc Tho (now deceased) was the 
diplomat who was credited with out-smart- 
ing Kissinger at the Paris talks. When asked 
about Kissinger, Tho tells Wintle: “As a 
diplomat . . . well, he was rather ordinary. 
He had many manoeuvres, and his ma- 
noeuvres were rather wicked," adding, 
“his real weakness lay on the battlefield. It 
was the battlefield that decided the negotia- 
tions, not the negotiators." A view shared 
by some in the American military. 

After his interview with Maj.-Gen. Tran 
Cong Man, chief editor of Quan Doi Nhan 
Dan and vice-president of the Vietnam 
Journalists’ Association, the author sees his 
interpreter slip the general Dong 20,000 
(US$2.70) as a "backhander" payment. Win- 
tle comments: "A whore for the same 
period of time costs 40,000 dong." 

Wintle's is not a profound view of the 
country, nor is he above shallow remarks 
such as "Vietnam is an exceedingly pretty 
dame who knows how to play hard to get 
too well." But he does give us a warts-and- 
all picture of Vietnam today. What comes« 
across as Vietnam's most pervasive feature, 
and perhaps greatest internal enemy, is its- 
huge and sluggish bureaucracy, made up 
of cadres who will thwart any effort tc 
rationalise it for fear of losing the privileges 
and kick-backs that go with office. 

B Nick Freemar 
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COMPANIES 1 


South Korea’s Hanbo Group reels from corruption allegations 


House of debt 





By Mark Clifford in Seoul 


he chairman of South Korea's 

Hanbo Group, the company at the 

centre of a major political and fi- 

nancial scandal, likes mountains 
so much that he owns several. Unfortu- 
nately for Chung Tae Soo, he also owns a 
mountain of debt. 

On 2 March, Hanbo Housing Develop- 
ment, one of the group’s three main sub- 
sidiaries, filed for court protection in an at- 
tempt to prevent insolvency. In addition, 
the management of the company’s largest 
subsidiary, Hanbo Steel & General Con- 
struction, is to be taken over by Bank of 
Seoul, apparently to prevent assets be- 
ing siphoned off to support Hanbo Hous- 
ing. 
Hanbo was thrust into the limelight last 
month when the 67-year-old Chung was 
arrested on charges of handing out Won 
1.2 billion (US$1.6 million) in bribes and 
clandestine political donations. 

Nine people were arrested for taking 
bribes from Chung in return for helping 
. him win approval to build an apartment 

complex in Seoul’s Suso district. They in- 
cluded five legislators, a former presidential 
secretary, and officials from the National 
Agriculture Cooperative Federation, Seoul's 
municipal government and the Construc- 
tion Ministry. 

Seoul municipal officials stopped the 
housing project after the country’s worst fi- 
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nancial scandal in nearly a decade surfaced, 
leaving Hanbo with a major cash-flow 
headache. 

Meanwhile, authorities say they plan to 
seek back taxes from Hanbo on unreported 
profit in connection with the company’s 
transfer of the Suso land to housing 
cooperatives. The project's cancellation also 
makes Hanbo liable for penalties to housing 
cooperatives. 

With Chung in custody, business acti- 
vity at Hanbo has been effectively sus- 
pended, adding further to its financial 
woes. The group relies heavily on short- 
term debt, and its lenders have become 
squeamish about continuing credit facili- 
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Chung: political connections. 


ties. By seeking court protection, Hanbo is 
attempting to prevent a cash-flow crunch 
that would plunge the group into insol- 
vency. 

The semi-official Yonhap newsagency 
has reported that Hanbo owes about Won 
500 billion to banks and other financial in- 
stitutions. More than 70% of the debt is 
owed to, or guaranteed by, 12 South Ko- 
rean banks, according to Yonhap. 

Hanbo, founded by Chung in 1974, was 
the country’s 44th-largest group in 1989 
with consolidated revenue of Won 280 bil- 
lion, according to Korea Investors Service 
Co. Chung is widely believed to have ac- 
cumulated his initial property stakes during 
the 23 years he worked for the Office of Na- 
tional Tax Administration before he set up 
Hanbo. 

The tax office has proved a lucrative 
posting for many officials thanks to South 
Korea’s arbitrarily enforced tax laws that 
allow for a great deal of administrative dis- 
cretion. 

Chung is also believed to have profited 
handsomely from a mining claim when 
molybdenum prices skyrocketed during 
the 1970s. But by most accounts, he made 
his fortune in land development, mostly in 
the Kangnam district of Seoul south of the 
Han River. 

Hanbo specialises in building on sites 
where land is cheap, making substantial 
profits from development. When Chung 
started his development activities, for 
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New money for old 


Bank Indonesia (BI, the central bank) has 
moved decisively to clamp down on for- 
eign-exchange speculation by sapping ex- 
cess liquidity out of the banking system. 
In the process, the central bank has added 
more arrows to its quiver in order to make 
monetary policy more effective. If the ini- 
tiative works, B's jerky management of 
interest rates should become smoother in 
the future. 

The central bank on 27 February or- 
dered 12 state-owned companies to with- 
draw almost Rps 8 trillion (US$4.2 billion) 
of their deposits held in government and 
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private banks to buy Bl-issued securities 
called BI certipicares (SBIS). The contraction 
in money supply will not be nearly so 
severe, however. BI governor Adrianus 
Mooy said the central bank would return 
at least 75% of the Rps 8 trillion to the 
banking system by purchasing from 
banks a type of commercial paper called 
money-market certificates (SBPUs). 
Anxiety about Indonesia’s balance 
of payments has prompted the latest 
bout of rupiah speculation. Many eco- 
nomists believe the government was too 
optimistic in its January trade forecasts for 
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the fiscal year ending on 31 March 1992. 
These economists argue that the cur- 
rent-account deficit in the next fiscal year 
is likely to be above the officially projected 
US$2.4 billion. Uncertainty about the price 
of oil has caused these fears. The govern- 
ment has forecast an average oil price of 
US$19 a barrel in the next fiscal year. 

In September 1986, the government 
devalued the rupiah by 32% following a 
sharp drop in oil revenues. Foreign-ex- 
change dealers fear a similar government 
move this time, despite emphatic denials 
by Finance Minister Johannes Sumarlin. 

A sharp drop in the rupiah’s value 
would help boost exports and curb im- 

rts in the short term, but these benefits 
would be dwarfed by the blow to investos 
confidence. In any event, the governmen’ 
has allowed the rupiah to weaken gradu 
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example, Kangnam was mostly farmland. 
It is now home to the most expensive apart- 
ments in the country, and land prices in the 
area have increased more than 200 times 
since the early 1970s. 

Chung is “a high-level operator,” a rival 
construction company president says. "It's 
not a usual business organisation. We don't 
know anything very solid about Hanbo, 
unlike other firms." 

Analysts say Chung drew on political 
connections to nurture his business. They 
point out that he received political help to 
extricate Hanbo from a disastrous foray into 
the Middle East construction business in 
the late 1970s and early 1980s. Despite its 
problems in overseas construction, Hanbo 
escaped a government-ordered reorganisa- 
tion plan that forcibly merged many insol- 
vent development companies into healthy 
ones in the mid-1980s. 

In 1984, Hanbo acquired the Pusan- 
based steel operations of ailing Kumho 
Group, paying Won 4 billion and assuming 
liabilities of Won 71 billion. 

The move, however, may not have been 
a wise business decision. Kumho's mini- 
mill operation, which made reinforcing 
bars, a low-margin product used in con- 
struction, could not compete profitably 
enough with larger competitors. 

To improve the operation's profit mar- 
gins, Chung gambled on building an in- 
tegrated steel mill with an annual capa- 
city of 2.1 million tonnes, more than dou- 
ble the capacity of the old plant, that 
would catapult Hanbo to second place in 
domestic steel production. Construction 
started in January on a Won 1.22 trillion 
plant at Ansan Bay, less than 40 km from 
Seoul. 

The Suso housing project was appa- 
rently intended to provide the funds to fi- 
nance the new steel mill. The group hoped 
to earn Won 100-200 billion from the project 
which would be used for the steel project. 
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ally since the 1986 devaluation and prom- 
ises to continue to do so. According to 
the real exchange-rate index calculated by 
Morgan Bank, the rupiah slid 6.5% in 
value against a basket of major currencies 
in 1990. 

Devaluation rumours often develop a 
life of their own in Jakarta. In January and 
February, BI was a net seller of US dollars 
as skittish investors searched for safer 
ground. 

To combat rising inflation, BI has pur- 
sued a tight money policy since mid-1990, 
but it has had little success in curbing the 
growth of the money supply. Many banks 
borrowed heavily overseas in 1990, there- 
by thwarting B''s plans. 

The central bank has also been stymied 
in its efforts to develop an efficient money 
market. Without a liquid market for Br's 
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Hard graft for Hanbo 


- Debt: equity 
ratio 1989 


Hanbo Coal Mining 
Hanbo Housing 





Most of the rest of the money needed for 
the new mill was to be borrowed from the 
company's bankers. 

Hanbo, meanwhile, faced a serious ini- 
tial hurdle in getting the housing project off 
the ground. The site was in an area where 
development was prohibited. But shortly 
after Hanbo bought the property, Seoul 
municipal officials reclassified the land to 
allow building. 

In January, after an extensive lobbying 
campaign by Hanbo, officials gave the 
group the go-ahead to build lucrative pri- 
vate apartments rather than less profitable 
public ones. 

It was an audacious strategy, but Chung 
apparently believed his political connec- 
tions would assure the success of the hous- 


securities, the central bank has hardly any 
levers in its control over monetary policy. 

Almost all the sBis purchased by state 
companies on 27 February carried a 22% 
interest rate and a one-year maturity. By 
contrast, almost all previous money mar- 
ket activity in Jakarta was for three-month 
maturities or less. This made it impossible 
to construct a smooth yield curve. 

Mooy said 75% of the Rps 8 trillion 
in withdrawn deposits was matched im- 
mediately with BI purchases of SBPUs. 
These SBPUS range in maturity from seven 
days to 12 months with interest rates of 
18.75-23%. Mooy said an additional 10- 
20% of the deposits would flow back into 
the system via SBPUs purchased by BI at 
auction. 

"Banks have to pay up to replace their 
funds," one foreign banker says. “BI’s plan 
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ing project. Not only is Chung a major con- 
tributor to the ruling Democratic Liberal 
Party, he is a member of its fund-raising 
committee. He donated Won 500 million to 
the newly renamed party last year and 
Won 1 billion to its precursor, the defunct 
Democratic Justice Party, in 1989. 

Hanbo does not appear to have much 
control of its fate. At the end of 1989, the 
combined debt-equity ratio its three major 
firms was 8.3:1, precarious even by South 
Korean standards. Consequently, any reor- 
ganisation of Hanbo would be costly and 
complicated. Chung is reputed to own 
large amounts of land, and he may have to 
disgorge some of these assets as part of a 
restructuring plan. 

Government financial authorities are 
confused about what to do about Hanbo. 
Major insolvencies in the past were settled 
by the government by either arranging a 
rescue package or simply handing con- 
trol to another chaebol. But President Roh 
Tae Woo's administration has repeatedly 
stressed that the government should not be 
involved in engineering solutions to cor- 
porate problems. 

The Ministry of Finance is clearly in an 
uncomfortable position. Senior officials at 
South Korea's nominally private city banks, 
which include Hanbo's main creditors, are 
appointed by the ministry. These officials 
are inexperienced at making decisions 
without government involvement, and it 
would be naive to believe that they can act 
on Hanbo without consulting regulatory 
authorities. 

If Hanbo is bailed out, the government 
is certain to be charged with favouring an 
influential executive. If the group's assets 
are sold to help meet creditors' claims, the 
government would likely be accused of 
favouring the recipients. The cancer of cor- 
ruption has eaten so far into South Korean 
society that even honest officials have little 
room to manoeuvre. “ 





is to make it prohibitively expensive to 
speculate against the rupiah, and they are 
succeeding.” State banks, which experi- 
enced the sharpest withdrawals in de- 
posits, immediately raised time-deposit 
rates by about 5% to 25-26%. 

Mooy did not say when the liquidity 
squeeze would end. Since BI is effectively 
borrowing at a one-year maturity and 
lending at a range of maturities shorter or 
equal to one year, the bank will have the 
future option of tightening money supply 
by not rolling over sBPUs that come due. 

The Jakarta Stock Exchange, which 
had been enjoying a mini-boom, was an 
instant casualty of Bís move, and the 
rumours presaging it. The index dropped 
by 8.4% in the three-day period ending on 
28 February before steadying slightly on 1 
March. m Adam Schwarz 





BUSINESS AFFAIRS 





COMPANIES 2 


Manoeuvre brings Quek closer to Umno 


Hong Leong's scoop 





By Doug Tsuruoka in Kuala Lumpur 


unit of Malaysias Hong Leong 

Group has reportedly taken a com- 

manding stake in an influential 
Chinese newspaper, heightening suspi- 
cions that the conglomerate headed by ty- 
coon Quek Leng Chan is strengthening its 
links to the ruling party of Prime Minister 
Datuk Seri Mahathir Mohamad. 

Analysts say the move is the latest in a 
series designed to tie Hong Leong more 
closely to Renong, the main investment 
arm of Mahathir's United Malays National 
Organisation (Umno). 

Hume Industries, one of Hong Leong's 
four listed flagship companies, said on 28 
February that it had acquired for M$113 
million (US$41.9 million) a 45% stake in 
Nanyang Press, the parent company of the 
Chinese-language daily Nanyang Siang Pau. 
Hume, which already held nearly 5% of 
Nanyang through subsidiary Hume Plas- 
tics, now has a controlling stake of 49.9% in 
the publishing company. 

The acquisition, which will be tunded 
by the issue of 18.62 million new Hume 
shares, draws Nanyang into Umno's orbit 
for the first time. Jaguh Mutiara, a wholly 
owned unit of Renong’s Fleet Group, has a 
23.896 interest in Hume. 

Hume, a construction-materials firm, 
posted a pre-tax profit of M$43.1 million in 
the year ending 30 June 1990, a 168% in- 
crease over the previous year. Turnover 
soared to M$298 million from M$209 mil- 
lion the prerious year. 

The Nanyang buy-out follows the Feb- 
ruary announcement by General Lumber 
Holdings chairman Wan Azmi Wan Ham- 
zah that he had divested his 30.23% stake 
in Nanyang Press through open-market 
placements which netted a total of M$52 
million (REVIEW, 28 Feb.). 

Although Azmi, a protege of retiring 
Finance Minister Datuk Paduka Daim 
Zainuddin, did not identify his buyers, it is 
believed that the majority of these shares 
found their way into Hume's hands. 

Wan Azmi's April 1990 purchase of 
his original stake in Nanyang through 
an offshore company controlled by his 
brother, Ariff Wan Hamzah, aroused suspi- 
cions that the deal was politically moti- 
vated. 

Critics, mostly in Malaysia's Chinese 
community, pointed to Wan Azmi's ties 
with ruling party officials and alleged that 
he was part of a drive to assert Umno's con- 
trol over a leading Chinese-language news- 
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paper ahead of potentially close-run nation- 
wide elections. In the event, Mahathir's 
National Front coalition was a clear winner 
when the polls were eventually contested 
in October 1990. 

These criticisms are sure to resurface 
now that Hume has emerged with Wan 
Azmi's stake in Nanyang. The role of Re- 
nong-linked company Peninsula Springs in 
the Nanyang sale will only confirm the fear 
of critics. 

Peninsula Springs, an investment-hold- 
ing company indirectly under Renong's 
control, was one of the three vendors of 
Wan Azmi's shares to Hume, according to 
REVIEW sources. The dominant shareholder 
in Peninsula Springs is Ismail Abdul 
Rashid, who is also a major shareholder 
in Jaguh Mutiara and is a former managing 
director of United En- 
gineers Malaysia, Re- 
nong huge construction 
and civil engineering 
arm. 
If the new Hume shares 
obtained by Peninsula 
Springs under the Nan- 
yang share swap are count- 
ed, Renong’s indirect in- |, 
terest in Hume will swell N 
to 27% from a current ; 
23.8%, according to one 
analyst. 

Sources say the link-up 
between Renong and Hong 
Leong in the Nanyang 
acquisition is just the tip 
of an iceberg. An associate 
of Renong executive chair- 
man Halim Saad is said to 
have acquired a stake in 
Zalik Securities, a fast- 
growing brokerage which is majority-con- 
trolled by Hong Leong's finance arm, Hong 
Leong Credit. 

In addition, Renong is said to have 
purchased a 9% stake in Rashid Hussain 
Group, a leading financial conglomerate 
whose shareholders include the General 
Lumber Holdings group headed by Azmi. 

This series of manoeuvres, according to 
analysts, has the additional effect of bind- 
ing Hong Leong more closely to the back- 
ers of a recent proposal to launch a Kuala 
Lumpur-based futures and options ex- 
change. According to an announcement is- 
sued by the Kuala Lumpur Commodity Ex- 
change late last year, the major backers of 
the new exchange includes not only Re- 
nong and Rashid Hussain, but also the 
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Quek: willing partner. 


New Straits Times Press, a subsidiary of Re- 
nong’s Fleet Group, and Zalik Securities. 

While these latter developments are not 
directly connected to Hume’s Nanyang 
purchase, analysts increasingly perceive a 
growing convergence of interests between 
the ruling party and Hong Leong. 

The alleged relationship first surfaced in 
1989, when the Malaysian Chinese Associ- 
ation (MCA), one of Umno's partners in the 
National Front, torpedoed a bid by Hong 
Leong to take over its ailing investment 
arm, Multi-Purpose Holdings. MCA sources 
say the proposal was ditched because of a 
widespread feeling that Hong Leong was 
acting as a proxy for Umno interests. 

The Mca’s opposition is said to reflect a 
prevailing fear in Malaysia’s ethnic Chinese 
community that Umno is mobilising its 
huge resources to seize control of the coun- 
try’s independent Chinese businesses. Cri- 
tics say Umno found a willing partner for 
such efforts in Hong Leong, despite the 
ethnic Chinese background of its com- 
pany's owners. 

Suspicions that Hong Leong and Umno 
were acting togther intensified in 1989, 
when Hong Leong and an allied company 
— FLS Industries — al- 
lowed Jaguh Mutiara to 
take up a stake of more 
than 20% stake in Hume 
by renouncing their entitle- 
ment in a three-for-five 
rights issue. Prior to this, 
both Hong Leong and FLS 
had controlled 71% of 
Hume. 

Rumours are also cir- 
culating that Hume may 
I. rid eventually be injected into 
one of the companies 
controlled by the ruling 
party. Nanyang's strong 
cash flow would benefit 
Umno's already extensive 
media empire. Publicly 
æ= listed Nanyang Press has 
=== paid-up capital of M$33.1 
million. It reported a 119% 
jump in pre-tax profit to 
M$7.88 million in the six-month period 
ended 30 June 1990 on a 19.4% rise in turn- 
over to M$34.89 million. 

Renong, in comparison, owns the New 
Straits Times Press, the publisher of 
Malaysia’s largest English-language daily, 
several Bahasa-language publications and 
the country’s only commercial television 
station, Sistem Televisyen Malaysia. It also 
publishes a Chinese-language daily, Shin 
Min Daily News. 

While it remains to be seen if Hume 
and, by implication, Nanyang, will be ab- 
sorbed into Renong, the fate of this and 
other transactions will hinge on whether 
Umno and Hong Leong can develop other 
mutually profitable strategies in their cor- 
porate marriage of convenience. » 





14 MARCH 199- 






VA UT 
LULEAAATINALLA 
M NAR icy 


NECS 


^ T ^u OY 


A 


"ay P LX OD TOY 

H E’ iy A , y 

RAY Mee ! ' 
T MU ADUT 


AIT OUTS TT 


eSI Fey eh 


AMET 
tt ey, 
A NA AP 


LNCPCRCORCORO fatat 


TE ANANA BE vepeles 





NM 
Y UN 


MEX 
NI 


ey trn 
DN 


CAAA ALLL 
ALARA TTI L ELE eter 


re 3 Introducing the 


"vos 
, 


; 
MV DOO Y YY 


Ka Un Y Y 


NW 
i if 


VX) XV 
t d $ X 


N 
aU: 


KOIOS 
' Or tranh 


^h V ^n 


VS AM Not no 
y 


" 
pt 
uy 


"444" 


An experienced wholesale 


bank, WestLB accompanies 
your international finance 


operations. 


20 years of experience in Cor- 
orate Finance, the solidity 

of a state bank and the leading 

role played by WestLB. On 


AAA ARAARY MAIN 


TE UPS 
XE, ae hr QULA " 


s. n 
VY um 


LAN ` inate 


i A ^ i 
f " , ^ f a L| 
Sh ` 4 dH M ] 

MI MUI AU A u \ iy 


ina 


CEP XU 


rs uie de 


PF OW 


A 
OO DO Y 
DOE. 


AAA AA 
pees rid D Way 


OC 200 
WY A A 


"» 
Tw^ i “4 
. kom RA ds y a AY 
VAY NAN 
$ 
enn 


í 61 "V 
dont X) AA 
Mon ° eT. 


X OAN 


M. 
Er UTE ETET qi ‘A a nue t. r gms 






this sound foundation, WestLB 
successfully combines clas- 
sical products with innovative 
solutions, applying the right 
mix of state-of-the-art tech- 
nology and personal creativity. 
That's why WestLB rightfully 
belongs at the top of your 


shortlist - from Corporate 


DOUG 


num) m 


AA, 
Mi Agi LO 


m m si et no 
LA 


v à M "^ veto, 


Y mm 





a German bank that oilers finely tuned 
1 eru ME in Ade cile finance: WestLB. 


U Yoon m 
, web 
" iN ay ANY b Le 


ji 
‘ 
^ «d 4 COA Prey 


ul ae 
«t» 
FÉyasaTy draw" ex £v s 


"m 


VA 


Head Office: Düsseldorf 
Branches, subsidiari 
TUA ECCE VADO C; JA $ representative offices 
TAE ut v , "A t A. 3 16 Eur pean cc 
de V Parton i aon 

| Hong Kong, Melbourne 
New York, Osaka 


)untries 


Rio de Janeiro, Tokyo 
Toronto 


Finance and Investment 
Banking to Treasury. And with 
a global network stretch- 

ing from Düsseldorf to New 
York and fromTokyo to 
London, WestLB is perfectly 
equipped to set the tone 


for your international finance 





operations. 


WestLB 


The Westdeutsche Landesbank 


BUSINESS AFFAIRS 


COMPANIES 1 


Indonesian patriarch prepares to hand over reins of Salim Group 





By Adam Schwarz in Jakarta 


ifty-four years after he left China's 


Fukien province to sell peanut oil 
in central Java, Liem Sioe Liong 
wants for very little. As chairman 
of the Salim Group, he heads Indonesia's 
(and the world's) largest Chinese-owned 
conglomerate. He enjoys a seat beside 
the country’s president, and the envy 
of business rivals. But trust is harder to 
come by. 

Faced with some tough questions last 
month about his group's expansion, Liem 
was defensive. "Where can I go?" he asked 
plaintively. “If I invest abroad, you call it 
capital flight; if I invest here, you say I want 
a monopoly." 

The truth is that, despite its geographi- 
cal spread, Indonesia is no longer big 
enough for Liem's business empire. But the 
direction of its future expansion is not the 
only question hanging over Salim these 
days. 

Liem, now aged 75, is slowly removing 





himself from the front line — steering 
strategy still, but allowing Anthony, the 
youngest of his three sons, to call the shots. 
Anthony, 41, is president and chief execu- 
tive of the group. The succession is usher- 
ing in changes which will shape Salim's fu- 
ture development as the instinctive style of 
commodity-trader Liem gives way to the 
professional managerial approach of his 
London-educated son. 

The result is likely to be a more focused 
Salim Group, but one even less constrained 
by geographical boundaries than in the 


past. Its recent foray into Singapore, where 
Salim acquired the largest property group, 
is a sign of things to come. “In the 1990s, 
people everywhere are talking globalisa- 
tion. That is the environment in which we 
have to compete,” Anthony told the 
REVIEW. 

In Indonesia, the Salim Group accounts 
for about 5% of GDP. Liem is the undis- 
puted king of Indonesian banking, cement 
and several agricultural commodities. He is 
an important player in automobiles, prop- 
erty, processed food and chemicals. In 
others — wood-based industries, pulp and 
paper, telecommunications — he and his 
son are waiting to pounce. 

In 1990, the group's turnover totalled 
around US$8 billion, making it Indonesia's 
largest conglomerate by a factor of three or 
four. Even top Salim executives admit they 
do not know exactly how many separate 
investments the group has made, but a rea- 
sonable guess is about 300. Of those, 
perhaps 100 are subsidiaries in which Salim 
has financial and managerial control. The 


Suharto flanked by Liem and son Anthony: regional diversification. 


group employs 135,000 workers and ac- 
cording to Anthony will add tens of 
thousands more over the next three to five 
years. 

Liem already derives more than 40% of 
his group turnover, and has placed a quar- 
ter of his assets, outside Indonesia. He bes- 
trides an empire which includes hotels in 
Singapore and Hongkong, drugstores in 
thé Philippines, an Australian computer 
firm and a US savings & loan association. 
He has almost singlehandedly fashioned 
the Indonesian corner of the Growth 
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Empire of the son 


Triangle, a Singaporean blueprint for link- 
ing the economies of the Indonesian Riau 
islands with Malaysia's Johor state and Sin- 
gapore. 

The history of Liem's business interests 
— known collectively as the Salim Group 
after Liem's Indonesianised name Sudono 
Salim — reflects Indonesia's economic de- 
velopment over the past 40 years. From 
trading agricultural commodities to invest- 
ments in import-substitution industries, 
from export promotion to global diversifica- 
tion, Liem and Indonesia have evolved in 
lockstep. 

Liem and son are readying themselves 
to do much more. But it is unclear whether 
Indonesia is prepared for what is in store. 
Parochial Indonesians look askance at 
Liem's many forays into the region and 
beyond. The issue is made more compli- 
cated and more sensitive by Liem's Chinese 
roots and a loyalty to his adopted home- 
land that, for many, is not as strong as it 
could be. Some feel Liem's talk about 
globalisation is simply a way to send more 
assets abroad in advance of what could be a 
traumatic succession to Indonesia's Presi- 
dent Suharto, Liem's long-time patron. 

Whether or not the group is preparing 
for a future without Suharto, its evolution is 
expected to be more deliberate than in the 
past. “The formation of the Salim Group 
was by accident, not design," Anthony ad- 
mits. "[Our growth] was driven by the op- 
portunities available to us." 

If Anthony has his way, there will be a 
lot more careful planning than in the past. 
A businessman every bit as savvy as his 
father, Anthony and the young profession- 
als around him have many new ideas for 
the group. They are itching to expand the 
empire in areas where business skills, 
rather than political connections, define 
success. The idea is to restrict Salim's re- 
sources and the Salim name to businesses 
where Anthony and his top executives 
have managerial control. 

The task is a tricky one. The core of the 
problem is a basic difference in approach 
between father and son. Both are regarded 
by competitors as clever, gutsy operators. 
Both are loyal to friends and are outwardly 
unassuming. But Liem's prime skill is ane 
ability to find first-rate partners and ac- 
commodate himself to prevailing political 
realities. Anthony’s business strengths are 
those that would sit well anywhere in the 
world. These comprise a knack in seeing 
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On five continents a: round the world, 
business people meet twith success at tLe 
Meridien. 

It’s hardly surprising, really ‘Matters 
of import deserve a meeting with flair. 
And Meridien hotels have flair to spare. 

Here in Asia, the secret is a unique 
blend of local hospitality and French Je 
ne sais quoi. 

It's a most serviceable vnb 
Whether you're in Bangkok, Beijing, 
Colombo, Hong Kong, Jakarta, New 
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THE NEW SIGN OF CREATIVITY 
[N AUTOMOTIVE ENGINEERING 





CREATIVITY. FROM CONCEP 


Creativity. It's what makes an idea brilliant. The same is true in automo# 
engineering, as these four examples of Toyota’s art bear witne 
And it all starts with a concept. Celica. Its sleek sports car styling 
exciting to see, even when it's standing still. But the powerful eng 
under its aerodynamic hood guarantees it won't stand still for lo 
Previa — a new breed of passenger car that combines the versatility 
a wagon and the ride and comfort of a sedan. Placing the engine un 
the floor at a 75° angle let us create a flat, roomy and luxurious inter 
Sera . . . it’s got wings, and you'd better believe it can fly. Unique gull-w 
doors create a roof made of glass, for the wide-open feel of the rc 
MR2. Mid-engine performance and grand-prix handling combine v 





/, MULTI-ADVANTAGE 


MULTI-VALVE TOYOTA TWINCAM 


From left to right: Celica, Previa, Sera and MR2. Not all models available in all areas. 





O REALITY. 


Kimum weight distribution to hail the return of 
roadster. Where we got our creative power is, of 
irse, the stunning results of Toyota’s Twincam 
malti-valve technology. Lightweight, compact and 
h-performance power plants you'll find on every 
wota we make, including Corona and Corolla. 
citing designs like our 1600 and 2000cc that are 
quey, quick and responsive at any speed. This 
lication to making brilliant ideas a reality is what 
ves the Toyota attitude and philosophy. It's a con- 
wt that keeps us on the leading edge of creativity. 
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worldwide. They re also easily integrated to non-Wang applications via 


Effectively managed and easily verifiable data is the lifeblood of 


networking or program-to-program links. So you never need to worry 


s most sophisticated integrated 


any banking operation. And the world 


imaging system is just one of hundreds of ways in which Wang can 


about compromising past investment or network integrity. To see just 
how superior Wang banking systems really : W A NC 





help improve your productivity. 


are, call your local Wang representative now. LEADERSHIP IN IMAGING 


Unlike many vendors’ applications, Wang systems are available 









Í creative financing and a commitment to 
ae management. 
-u What. Anthony wants is to make the 
e "Salim Group” conform more closely 
i to to the ‘structure of the family’s business. In 
the past that has not always been the case, 





because Liem has often taken a passive 
interest in businesses run by others. 
Prominent examples are partnerships with 
‘Mochtar Riady in banking, Ciputra in prop- 
erty, Eka Cipta Wijaya in palm oil and milk 
products, Henry Pribadi in chemicals and 
Robert Kuok in hotels and commodity trad- 
ing. 

There is another factor that complicates 
Anthony's desire to restructure the group. 
His father is the leading light in a group of 
eople known as the Liem investors. 
ther three are: Djuhar Sutanto — 
iem, also from Fukien; President 
arto's foster brother Sudwikatmono; 
and Ibrahim Risjad, an Acehnese business- 
man said to have dose ties with the 
‘military. Sudwikatmono represents Liem's 
closest link with President Suharto. Djuhar, 
who is given credit for building up the 
group's cement business in the 1970s, now 
lives in Singapore. 

The standard formula for investments 
by the Liem investors is 40% each for Liem 
and Djuhar, and 10% each for Sudwikat- 
mono and Risjad. All have prospered by 
the partnership. Of Indonesia's top per- 
sonal taxpayers in 1990, the Liem investors 
took four of the top six positions. Liem's 
personal wealth is estimated at US$1-2 bil- 
lion. 

The Liem investors, not the Salim 
Group, are the shareholders of record in 
many of Liem's biggest holdings. In In- 
donesia, these include Bogasari Flour Mills, 
Indocement Tunggal Prakarsa and Cold 
Rolling Mill Indonesia. Overseas, the in- 
vestors are the biggest single shareholder in 
Hongkong-based First Pacific. 

Liem's links with Suharto, meanwhile, 
involve more than purely commercial con- 
siderations. Throughout the 1970s and 
1980s, when Suharto and his economic 
planners needed financial support, Liem 
was the first person they turned to for help. 
Steel and cement are two early examples, 
and agribusiness a later one. When rival 
businessmen in Jakarta refer to Liem as 
“the chairman”, it is his supremacy in In- 
donesia, not Salim, to which they allude. 

But Liem did not invest in these indus- 
tries out of the goodness of his heart. He 
expected to receive something in return. 
Liem is famous for driving a hard bargain 
and his son is even tougher. In exchange 
for a huge infrastructure pro- 

ects at times when the government was 
unable to do so, Liem demanded and re- 
ad of cas p exclu- 













nities before ohen TA a gift for 


kine — and the alacrity with which he 
has used that support — filis his com- 
petitors with fear and envy. Many com- 
petitors believe Liem is above the law. 
"Give him a finger and hell rip your 
hand off,” complained one international 
trading company executive. Reform-mind- 
ed bureaucrats in the government say 
Liem’s proximity to Suharto has slowed 
down the liberalisation of the economy. 
Many of Liem’s Indonesian-Chinese col- 
leagues fret, somewhat disingenuously that 
his single-minded pursuit of business suc- 
cess is aggravating tensions between Chi- 
nese and indigenous businessmen. And 
the larger pribumi businessmen resent 
Liem's close ties with Suharto. They com- 
plain that the government provided Liem 
with the capital to become a business giant, 
but it would not do the same for them. 
For the future, Anthony’s hands are 
tied by obligations incurred in the past. 
He cannot turn his back on his father’s 
benefactors, yet his ambition to compete 
on the world stage requires that he run 
a tighter ship. Anthony has already be- 
gun the process of realigning relation- 
ships with his father’s old business part- 
ners like Cipta and Riady. Other 
partners of the Salim Group are now 
wondering what Anthony and his close 
FOARE Te have i in mind for them. 




















"Personally, I would sell al : 
in which we have less than. a 
said Johannes Kotjo, senior exec 
tor of the Salim Group. “OF « course, E 
everyone [in the group] sees it that + 

A different issue is the flee rei of 
Liem investors. These relationships w 
formed by Liem when he was firmly 
day-to-day control Interviews with . 
thony and five of his top executives: te 
strong sense of impatience with the Li 
investors. Many feel the investors are 
pulling their weight and should be push 
albeit politely, aside. 

With Salim providing. corporate mar 
suspi. and finance al d panies OW! 





sd ‘return p dc. jerr 
“Ws not just a matter of money,’ 3 
executive director Judiono Tosin. "Sor 
one has to provide a strategy and carn 
out." 

Cutting xalim fr 
gations will not be easy. As one Salim 
warns: "What the hand giveth, th 
can taketh away." The hand, in this: case 
Suharto's. The story of what the he 








giveth covers Indonesia’s entire post-colo- — 
nial existence. In the future, though, the 
Salim Group will need less of a balping | 
hand than it did in the dnd 





COMPANIES 2 


Suharto has been Liem’s strongest ally 
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de iem Sioe Liong’s rise to the com- 


manding heights of Indonesia's 
economy owes much to his being in 
the right place at the right time. In the 
1950s, building on trading links forged with 
republican troops during Indonesia's fight 
for independence, he became a supplier 
to the army’s prestigious Diponegoro 
division, headquartered in Semarang, 
Central Java. The division’s chief supply 
and financial officer — and later in the 
decade, its commander — was Lieut-Col 
Suharto. | 
A trust quickly developed between the 
two men. When then president Sukarno's 
"Buided economy" policy restricted trade 
in many commodities, Liem was able to use 
Suharto's protection to skirt the rules, par- 
ticularly in regard to doves and sugar. (In 
the late 1950s, Suharto himself fell foul of 
his superiors for unauthorised trading, 
but Liem was never implicated as an ac- 
complice.) The connection with Suharto 
also protected Liem from Sukarno’s 
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periodic attempts to promote pribumi busi- 
nesses at the expense of ethnic Chinese en- 
trepreneurs. ; 
His army links, however, did not save | CS 
Liem from an early failure in his attempts —— 
to branch out. Together with Yayas 15 
Dharma Putra, a foundation linked. with 
Kostrad, the army's strategic reserve corr 
mand, Liem in the early 1950s set up Bank 
Windu Kentjana. It never got off the $ 
ground, even after Dharma Putra sold is > 
shares back to Liem in the 1960s. D 
After Suharto's accession to power in 
1966, however, Liem's stock began to rise. 
further. In the early days of Suharto's New ._ 
Order government, the quickest road to 
riches was to secure monopolies for com- 



















licensed to import cloves. Two other L 
trading companies, Waringan and We 
gan Kentjana, did especially well in the 
trade of coffee and rubber. | 

Some in the government thought the 
did too well. In 1970 a presidential. 
mission of Inquiry into Corruption 






































tified Waringan as one of five com- — 
panies deserving “urgent” investiga- 
tion. The matter was never pursued. 
.. Liem's main business partner in 
these early ventures was his old Fu- 
kien neighbour Djuhar Sutanto. Ac- 
cording to sources close to the Liem 
family, Suharto assigned his wife's 
brother, Ibnu Bernard Hardoyo, to 
work with Liem and Djuhar in 
the trading companies to which 
monopoly licences had been award- 
‘ed. Later, Suharto installed his 
foster brother, Sudwikatmono, in 
place of Hardoyo. Whether, and to 
what degree, Hardoyo and Sud- 
wikatmono acted as proxy share- 
holders for Suharto is a matter of 
some speculation in Jakarta. In any 
event, Suharto's close connection to 
Liem's growing business was to con- 
tinue. 
. Their longest-running ties have been 
conducted through Bulog, Indonesia's na- 
tional logistics agency, which was formed 
1967 to supply basic commodities to the 
“military and other government institutions 
(Suharto had headed Kolognas, Bulog's mi- 
itary-run predecessor, in 1966-67). In 1970, 
Bulog's duties were expanded to include 
maintaining price stability for "strategic 
commodities” such as rice, wheat and 
^. sugar. It does this (with mixed success) by 
|. aiming to control imports and distribution, 
. as well as pricing. 

i Bulog’s other function, according to 

economists, businessmen and academics, is 

-to channel funds into the political system. 
Indeed, one analyst describes Bustanil Ari- 
fin, Bulog’s head since 1973, as Suharto's 
“single most important fund-raiser.” 
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COMPANIES 3 


Nobody has to sell Anthony Salim on the 
economic merits of a growth triangle 
stretching from Indonesia's Riau Islands 
to Singapore and on to Malaysia's Johor 
State. With the possible exception of B. J. 
Habibie, Indonesia's research and tech- 
nology minister, nobody has done more 
than the chief executive of the Salim 
Group to push the economic alliance. And 
it is plain that Anthony believes much 
more needs to be done. 

On Batam Island, Salim manages and 
partly owns the Batamindo industrial es- 
tate. Other partners in the project include 
Singapore Technologies Industrial Corp. 
and Jurong Environmental Engineering 
from Singapore, Suharto’s second son 
Bambang Trihatmodjo and  Habibie's 
brother Timmy. 
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rii is the sole agency in indonesia for Mazda, Nissan, 


which is the country's only producer of cold-rolled steel 
plates & sheets 
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Hina, and Volvo cars and trucks 





Funds normally travel via foundations 
linked to Suharto or to the armed forces, or 
through Suharto-related shareholders in 
companies that receive Bulog licences. The 
funds are believed to be used for, among 
other things, campaign support for Golkar, 
the ruling party; donations to charitable 
causes; and for encouraging loyalty from 
the political elite. No private-sector indi- 
vidual has had a more mutually beneficial 
experience with Bulog than Liem. 

His main Bulog-linked interest is 
Bogasari Flour Mill, which has a nation- 
wide monopoly on the import of wheat 
and the milling of wheat flour. Liem also 
has interests in the import and distribution 
of sugar and soyabean products. But it 
was Bogasari that provided Liem with 
the capital to expand his businesses into 






| a corporate empire that, in addi- 

tion to commodity trading, eventu- 
ally spanned banking, agribusiness, 
chemicals, auto-building and prop- 
erty. 
In 1975 Liem brought in Mochtar 
Riady to revitalise the floundering 
Bank Central Asia (BCA), which 
Liem had purchased in the late 
1950s.  Riady had previously 
made Panin Bank into Indonesia's 
largest private bank; in the 1980s, he 
transferred that title to BCA. At the 
end of 1990, BCA had Rps 7.5 trillion 
(US$3.9 billion) in assets, Rps 53 bil- 
lion in net profits and 12,000 em- 
ployees. 

The other major growth area for 
Liem in the 1970s was in cement. 
His first cement company, started in 
1975, was the Distinct Indonesia 
Cement Enterprise, a joint venture 
with Hongkong and Taiwanese partners. 
By the mid-1980s, Liem's cement-produc- 
ing complex in West Java was the biggest in 
the world, with installed capacity of 7.7 mil- 
lion tonnes a year. 

In the 1980s Liem diversified rapidly. He 
acquired sole agencies for the assembly and 
distribution of Suzuki, Volvo, Nissan and 
Mazda cars, Hino trucks and Suzuki 
motorcydes. Revenues at Liem's Indomobil 
group soared in 1990 to Rps 1 trillion from 
Rps 600 billion in 1989. Indomobil claims 
22% of the commercial vehicle market and 
a 10% share in passenger cars. 

The Salim Group also has a significant 
stake in forestry products, with six ply- 
wood mills in Kalimantan and logging 
rights on about 200,000 ha. Revenues from 
wood-based industries reached US$200 mil- 





| Island of dreams 


On Bulan Island, west of Batam, Salim 
has converted almost 10,000 ha of unused 
land into a series of integrated agribusi- 
ness projects such as the breeding of pigs, 
crocodiles, chickens and shrimp and the 
growing of orchids. Almost all products 
are exported to Singapore. 

Anthony/s new frontier, however, is 
Bintan, the 180,000-ha island east of 
Batam. Bintan Resort Development (BRD), 
of which Salim Group is a major owner, 
aims to convert 19,000 ha on Bintan's 
north shore — an area equal to about 40% 
of Singapore — into a tourism and leisure 
playground. 

BRD wants to invest more than US$580 
million in the project in the next three 
years, with total investment rising as high 
as US$3 billion by 1998. By the end of the 
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century, the complex is expected to boast 
16,000 hotel rooms, at least four golf 
courses and a wide range of other sport- 
ing facilities. 

Salim hopes to lead a consortium of In- 
donesian companies that will own 60% of 
BRD. Senior executive director Johannes 
Kotjo says probable partners are: Biman- 
tara Group, which is owned by Suharto 
scion Bambang  Trihatmodjo;  Barito 
Group, which is owned by timber tycoon 
Prajogo Pangestu; and a navy-linked 
foundation. 

The company's only confirmed In- 
donesian partner is the Riau provincial 
government, which has agreed to a 15% 
stake in the venture in return for land. 
Singaporean partners — including Straits 
Steamship Land, United Overseas Bank, 
Overseas Union Bank, Singapore Techno- 
logies Industrial Corp. and Wah Chang 
Group — own 40% of the company. 

Anthony says BRD will eventually em- 
ploy as many as 150,000 people and sup- 
port 350,000 more. Salim is also planning 
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director Benny Santoso. - 

Under government encouragement, ag- 
ribusiness has taken on more importance 
for Salim. It has 150,000 ha of palm oil es- 
tates, soon to expand to 200,000 ha, and 
20,000 ha of sugar plantations, with a fur- 
ther 80,000 ha under cultivation. It also has 
. rubber estates, plantations of tea, cocoa, 
fn | vegetables, and a farming com- 
ulan, south of Singapore. 

' agribusiness operations also supply 
; natural-chemical plants. Molasses 
wn off by the sugar factories, for exam- 
-': ple, are sold to Salim-controlled plants pro- 
. ducing monosodium glutamate, a food ad- 
_ ditive, which may be used in future to 
. make acetic acid. | 
=P: T. Aribhawana, a joint-venture in- 
. vestment with the Sinar Mas group run by 
Eka Cipta Wijaya, produces fatty alcohol. 
< Salim also has a plant in China producing 
< cooking oil from palm oil, and one in the 
. Soviet Union making a cocoa butter substi- 
. tute. It has recently set up Salim Oleochem- 
ical in Singapore as the regional base for its 
natural-chemical industries. In January, the 
group took a 45% stake in a S$7 million 
(US$4 million) joint venture to make 
polyols, a basic raw material for the plastics 
industry. 

Indonesia's boom in petrochemicals has 
not left Liem behind, despite a stated 
preference for natural chemicals. Salim's 
largest chemical investment is in Unggul 
Indah Chemical, another venture with 
Sinar Mas, which produces alkyl benzene. 
And in January, Salim received approval 
to proceed with a US$204 million project 
with Amoco Chemical of the US to make 
purified terephthalic acid, a raw material for 
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io develop a 5,000-ha industrial estate on 
the island. 





mg the government to make Bintan a 
sade zone free of import restrictions. 

_ Information on financing the BRD pro- 
?*ct is scarce. Part of the funds will come 
m-BRD's yet-to-be-named Indonesian 
rtners. Bankers say Anthony may also 
se Singapore property giant United In- 
astrial Corp., in which the Liem family 
cer creased its stake to 24.5%, as a 
investing in proposed hotel 
Bintan. m Adam Schwarz 










i 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 





| "on in 190, according to Salim executive 





synthetic textiles. The group also makes 
polypropylene and polyvinyl chloride. 

According to Salim executive director 
Judiono Tosin, the chemicals division gen- 
erated about Rps 800 billion in revenues in 
1990. This is expected to reach Rps 1 trillion 
in 1991. Johannes Kotjo, who has overall re- 
sponsibility for foods and consumer pro- 
ducts, chemicals and agribusiness, says the 
three divisions contributed 26% of Salim 
Group revenues in 1990. 

In real estate, most of Liem’s domestic 
investments are made in conjunction with 
Ciputra and his Metropolitan group. To- 
gether they hold stakes in several high-rise 
office buildings in central Jakarta and have 
developed a luxury housing and golf- 
course complex in the capital’s posh south- 
em suburb of Pondok Indah. Salim also 
owns Mega Indah, a villa estate near Bogor, 
West Java. Executive director Santoso says 
Salim’s property businesses generated Rps 
300 billion in revenues in 1990. 

The group is considering moves into 
computers and telecommunications, On 6 
February, the government agreed to lease 
to Salim one transponder, or channel, from 
Indonesia's Palapa satellite system. Liem's 
son Anthony, through a company called 
Rintas Sejahtera, plans to set up a closed 
V-Sat system that will link the group's 
banking, automobile and trading opera- 
tions. Excess capacity on the satellite chan- 
nel would be sold to outside users. 

This move to improve internal com- 
munications is in keeping with increasing 
efforts by Anthony, group president and 
chief executive, to strengthen Salim's man- 
agerial control over its investments. The 
most significant realignment came in late 
1990, when Salim and Sinar Mas split their 
joint holdings in Sinar Mas Inti Perkasa, a 
collection of companies which refine crude 
palm oil into cooking oil. 

Anthony will not divulge what went 
wrong with the joint venture; other officials 
say he disagreed with the management 
style of Sinar Mas chief Eka Cipta. "When 
two professionals don't get along, the best 
thing to do is split the management and re- 
main accountable within the new struc- 
ture," Anthony said in an interview with 
the REVIEW. He denied that the split lay be- 
hind Salim's buy-out of Oei Hong Leong's 
stake in Singapore-based United Industrial 
Corp. Oei is Eka Cipta's eldest son. 

More quietly, Anthony has secured 


management control of Bank Central Asia - 


from Riady, whose own Lippo Bank has 
grown dramatically — becoming a credible 
competitor to BCA. In December, Riady sold 
15% of BCA and the BCA management con- 
tract to Anthony. This raised the Salim fam- 
ily's holding in BCA to 51% from 36%, and 
lowered the Riady family stake to 4% (two 
of Suharto's children, Sigit Haryoyudanto 
and Siti Hardiyanti Hastuti, continue to 
own 16% each) Liem retained his 15% 
stake in Lippo Bank. " 
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Singapore purchase 
opens another front 















ith the purchase of a controlli 
stake in Singapore’s United In 
— V dustrial Corp. (Uic) in December 
1990, Salim Group opened a second front 
in its campaign to build a durable interna 
tional presence. The takeover of Uic and i 
757e-owned subsidiary, Singapore Lai 
gave Salim control of the ninth- and 10 
largest companies in Singapore by mar 
capitalisation, for a total outlay of just f 
million (US$220 million). It also gav 
chairman Liem Sioe Liong the distinction - 
of being the city-state's largest commercial — 
landlord. » 
This corporate coup can be attributed to 
Liem's impressive connections among Sin- 
gapore's elite, and it will serve well the — 
wider ambitions of the businessman's son, - 
Anthony Salim. The combined market | _ 
capitalisation of UIC and Singapore Land to 
tals $$2.7 billion. Use 
UIC will probably evolve into a regional |. 
real-estate giant that couples Singapore o 
Land's top-quality portfolio with trophy 
properties in Southeast Asia and Hong- 
kong held by other Liem companies. But 
how this is brought about will largely de 
pend on Liem’s skill in reducing Uic’s debt 
without threatening his tenuous control of ^. — 
the company. Liem's KMP Pte. owns only 
24.5% of UIC. : 
Liem's initial push offshore a decade ago 
was intended as an insurance policy in the 
event of the end to the Suharto era. B 
since then he has far transcended that o 
jective. Liem can claim the widest regi 
business presence of any Overseas-C 
entrepreneur. Through Hongkong 
First Pacific, Liem’s interests extend 
Philippines, Thailand, Australia, Mala 
and China as well as to the US and Europ 
5$1.18 billion. 
des are 
































Francisco to providing portable phones 
Malaysian consumers. 
First Pacific, which has 75 ope 
companies in 24 countries, is the hok 

company for most of Liem's offsho 
estate, banking, marketing, distril 


BUSINESS AFFAIRS 


and telecommunications businesses. The 
nine-year-old company, with the seventh- 
largest market capitalisation on the Stock 
Exchange of Hongkong, also has an iden- 
tity quite separate from Salim’s. 

Initially, First Pacific had a tough time 
selling itself because of the suspicion with 
which the international financial commun- 
ity viewed Liem, then largely unknown 
outside Indonesia. Frequent shifts in the 
company’s strategy compounded the prob- 
lem. Despite First Pacifics professional 
management and ostensible commitment 
to outward investment, the company was 
initially touted to investors as a cut-rate op- 
portunity to gain a tradable holding in 
Liem’s Indonesian empire. 

By 1983, it became clear to investors 
that the Indonesian bonanza would fail to 
materialise. First Pacific then put the accent 
on its evolution as a financial-services and 
trading empire located on the Pacific Rim. 
Synergy was the buzzword among the 
company’s executives, who made it a prior- 
ity to cultivate investors. In this phase, 
which lasted about five years, First Pacific 
purchased businesses as disparate as a 
New York caterer and a Hongkong elec- 
tronics retailer. 

The company acquired Hagemeyer in 
this period and the 12th-largest bank in 
California, Hibernia Bank. It also bought a 
small Hongkong bank, Hong Nin Bank, 
and opened a brokerage, First Pacific Sec- 
urities, in the territory. 

In 1988 and 1990, First Pacific sold 
Hibernia Bank and other poorly performing 
assets, including ill-starred First Pacific Sec- 
urities. The company used the proceeds to 
strengthen its trading business, and to buy 
control of Hongkong’s Far East Bank to 
bolster its retail-banking operation in the 
territory. In addition, it entered the prop- 
erty and telecommunications businesses. 

First Pacific is “an Asian-based invest- 
ment holding company with a global vi- 
sion,” according to managing director 
Manuel Pangilinan. “Our mainstay will 
remain distribution. Telecommunications 
and property will increase in importance 
while, proportionately, the significance of 
our banking business will decline.” 

The  telecommunications business, 
which accounts for only 2.5% of revenue, is 
what excites analysts about First Pacific. 
The core of this business is Pacific Link, one 
of three mobile-phone operators in Hong- 
kong. The company plans to introduce a 
radio-based cordless telephone system in 
Hongkong in 1991-92. This cheaper techno- 
logy "could be quite easily applied in 
Southeast Asia," Pangilinan says. 

Senior executives have always kept a 
sharp eye on First Pacific's bottom line, de- 
spite the apparent inconsistencies of their 
approach and the waffling explanations 
that accompanied most asset shuffles. The 
company's shareholders' equity has grown 
to US$316.4 million from US$20 million. In 


the year ended on 31 December 1990, its 
profit before extraordinary items increased 
28% from a year earlier to HK$366.1 million 
(US$46.9 million). Revenue rose 8.3% to 
HK$16.2 billion. 

First Pacific won the backing of institu- 
tional investors only after the competence 
of its management became clear and after 
Indonesia liberalised its economy. In 1989 
alone, the company arranged a US$100 mil- 
lion five-year-term loan. It also raised al- 
most US$163 million for itself and banking 
arm First Pacific Bancshares as well as for 
Hagemeyer through bond issuances, rights 
issues and private placements. In the pro- 
cess, First Pacific attained a secondary list- 
ing in Amsterdam and started an Ameri- 
can-depository-receipt programme in New 
York. 

While allowing their stakes in various 
First Pacific entities to be diluted during the 
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First Pacific Land 
"First Pacific is 58%-owned by the Liem investors ER 


bull stockmarket of the late 1980s, the 
Liems reconsolidated control of the com- 
pany in December 1990. The family pro- 
vided US$100 million to First Pacific 
through a loan-stock plan in exchange for 
the right to raise its holding to 42.576 from 
26.3% by 1994. The family will increase its 
stake by buying shares from other mem- 
bers of the Liem investors. The investors 
are four associates, including Liem which 
own sizeable stakes in Salim Group com- 
panies. 

The cash injection, apparently financed 
from Indonesia, will eventually lower First 
Pacific group's consolidated debt-equity 
ratio to 100% from its current level of 149%. 

First Pacific remains the Liem's offshore 
flagship, but the family has used KMP as a 
second focal point for international expan- 
sion. Established in 1981 as a private com- 
pany, the company was apparently dor- 
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mant for most of the 1980s. It has paid-up 
capital of S$28 million and is largely owned 
by two of Liem's sons, Anthony and Andre 
Halim, who works at the group's Bank 
Central Asia in Indonesia. 

KMP has been on a buying binge for the 
past 12 months that apparently is financed 
from Indonesia. KMP's records show no sig- 
nificant bank charges despite the acquisi- 
tion of about S$435 million worth of assets, 
mostly in 1990. 

KMP's Singapore spending spree will al- 
most certainly result in a re-arrangement of 
the Liem family's overseas holdings. Pangi- 
linan says First Pacific “will remain the pri- 
mary offshore vehicle for the family." But 
other Salim officials say some of First 
Pacific's assets could be merged with UIC or 
UIC could become the repository for Salim's 
real-estate ventures in the Riau Islands. 

Much of the potential action could be fo- 
cused on property. David Davies, chairman 
of 60.8%-owned First Pacific Land and 
Liem’s main offshore real-estate adviser, 
says it is premature to say whether his com- 
pany's property assets in Thailand, Philip- 
pines, Singapore and Hongkong will be 
coupled with Singapore Land's US$1.2 bil- 
lion portfolio to create the first true pan- 
Asian property conglomerate. "We have 
had discussions with Salim on the subject," 
Davies says. "A possible merger could take 
place, but there are all sorts of issues that 
need to be sorted out first." 

One major concern is corporate gover- 
nance. The UIC deal was very much driven 
from Jakarta, with little input from First 
Pacific's managers. First Pacific's manage- 
ment team, many of whom worked to- 
gether at American Express Bank in the late 
1970s, would almost certainly want control 
without interference. Analysts say they 
sense some tension on the matter between 
First Pacific executives and some of An- 
thony’s advisers. 

The Singapore Government's view also 
has to be considered. UIC is run by Leong 
Chee Whye, a member of parliament and a 
former head of the Singapore Tourist Pro- 
motion Board. His presence at the com- 
pany as well as that of executive chairman 
Lee Kim Yew, brother of former prime 
minister Lee Kwan Yew, is widely inter- 
preted by analysts as a condition laid down 
by Singapore authorities at the time of 
Liem's purchase. 

Another potential barrier is financial. 
Even though First Pacific has tapped capital 
markets in a sophisticated way, it is peren- 
nially indebted. As a result, the S$1.2 billion 
needed to pay off the debts of UIC and 
Singapore Land will probably come from 
Salim's Indonesian cash cows rather than 
from First Pacific. 

"If we were to invest in UIC, we would 
take a big hit on short-term profit by taking 
on a high-debt, low-yield business," a First 
Pacific executive says. "In the long term, 
though, it would be a very good buy." e 
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STRENGTH IN DIVERSITY. 


We are pleased to announce record results in this 
tenth anniversary year of British Aerospace as a public 


limited company. 


Pre taxation profits of £376m represent a record. 
Sales were at the highest ever level of £10.5bn. 
Order book stands at £11.8bn — another record. 


Earnings per share in 1990 after exceptional items 


were 92.7p, an increase of 12 per cent. 


A final dividend of 16.1p per share is proposed, bring- 
ing the total dividend for the year to 25p, an increase of 


10 per cent over 1989. 


British Aerospace secures considerable value from 


> p p ppp 


its diversity. This, together with the benefits of 
heavy investment in recent years, enables your Board 
to remain confident of the longer term outlook for 
British Aerospace ... 

Professor Roland Smitb 


Extract from tbe Cbairman's Statement 





RESULTS FOR 1990 


1990 1989 

£m £m 
———— 

Turnover 10,540 9,085 

Trading profit 585 441 

Profit before taxation 376 333 

Shareholders’ funds 2,534 2,380 


Earnings per share — 


Net distribution basis 


— before exceptional items 98.2p 63.4p 
— after exceptional items 92.7p 82.8p 
Ordinary dividends per share 25.0p 22.7p 





The financial information set out above does not constitute the company’s statutory accounts for the years ended 
31 December, 1990 or 1989 but is derived from those accounts. Statutory accounts for 1989 have been delivered 
to the Registrar of Companies, whereas those for 1990 will be delivered following the company's Annual General 
Meeting. The auditors have reported on those accounts; their reports were unqualified and did not contain a 
statement under section 237(2) or (3) of the Companies Act 1985. 


BRITISH AEROSPACE i, 


British Aerospace plc, 11 Strand, London WC2N 5JT. E 
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COMPANIES 5 


Liem-government links offer mutual benefits 


Monopoly money 


By Adam Schwarz in Jakarta 


iem Sioe Liong’s intricate relation- 
| ship with Indonesia's political elite 
sets the Salim Group apart from 
private-sector competitors. Liem's close ties 
with President Suharto at the start of In- 
donesia's New Order regime entitled him 
to privileged trading licences for several 
agricultural commodities. But in return, he 
has had to support large government pro- 
jects in times of budget austerity. 

The businessman's first shot at a size- 
able pool of capital came in 1969, when he 
was granted a partial monopoly on the im- 
port, milling and distribution of flour. The 
Bogasari Flour Mill (BFM) has proved to be a 
durable cash cow. In 1990, the company ac- 
counted for about Rps 850 billion (US$460 
million) in revenue, about 6% of Salim 
Group's consolidated revenue. 

Liem's strong initial foothold in the 
wheat market and subsequent dominance 
is the result of his longstanding ties with 
national logistics agency Bulog and its di- 
rector, Bustanil Arifin. The Bulog link has 
also given Liem lucrative niches in sugar 
imports and soyabean milling. 

Anthony Salim, Liem's son and the 
chief executive of Salim Group, does not 
deny the importance of BFM to his father's 
early success, but he says critics attach too 
much importance to it. "When we started 
our process of capital formation," he ex- 
plains, ^we did enjoy [privileged] access to 
capital." But he says his group had the skill 
to make the best use of the money. 

When BFM was set up, it was only one of 
two licensed wheat-flour mills in Indonesia, 
but during the 1970s, its competitor was 
gradually squeezed out of business. In 
1980, the competitor sold out to a Bulog- 
controlled company and renamed Berdikari 
Sari Utama. Shortly thereafter, Bulog 
handed over the management of Berdikari 
to BFM. 

BFM procures wheat on the international 
market, imports most of the grain in one of 
its three ships, mills it into flour and sells 
the product back to Bulog. Commodity 
traders say BFM is the world’s largest com- 
mercial buyer of wheat. 

Bogasari earns about US$116 a tonne 
from milling fees paid by Bulog, according 
to a report by a Western embassy in 
Jakarta. The report said this was about 
US$40 a tonne more than production costs 
elsewhere in the world. It said the higher 
costs were passed on to plywood mills, 
which use wheat flour as a glue, and the 


shrimp industry, which needs the flour as a 
feed binder. 

Where BFM's revenue ends up is not 
clear. According to newspaper reports, the 
company’s original articles of association 
stipulated that 26% of its profit be directed 
towards two social foundations: the Yaya- 
san Harapan Kita, which has links to 
Suharto’s wife, and the Yayasan Dharma 
Putra, which is connected to the army. 

In 1977, BFM's articles were revised to 
say that 20% of profit was to be used for 
charitable purposes. These funds were ap- 
parently supposed to flow through the 
21% shareholding owned by Bustanil's wife, 
Christine. A group of investors led by Liem 
owns 67% of the company. 

Salim insiders point out that Bulog 
favours do not come cheaply. Apart from 
channelling cash to Suharto-related share- 
holders, Liem is often called upon to help 
out with major government projects. Ce- 
ment is one example. 

Liem’s cement plants are among the 
lowest-cost producers in the world. Liem's 







Liem family’s major domestic holdings 
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partially owned Indocement Tunggal 
Prakarsa is a star performer on the Jakarta 
Stock Exchange (JSE). But Liem's critics say 
Indocement’s success is a typical Salim 
Group story. For them, Indocement stands 
out as a prime example of Liem’s quasi- 
governmental role in Indonesia. 

Liem's first cement plant opened in 
1975, and he added several more before the 
end of the decade. With government ce- 
ment prices set above market levels, these 
operations were lucrative. The post-oil 
boom recession in the early 1980s, how- 
ever, forced the government to scale back 
its plans for infrastructure development. 
But according to sources inside and outside 
Salim, the government strongly encour- 
aged Liem to expand his cement-produc- 
tion capacity to meet an expected surge in 
cement demand later in the 1980s. 

Salim executives privately concede that 
government pressure influenced the com- 
pany's decision to expand. In 1983-85, 
Salim added 4.5 million tonnes of cement- 
producing capacity, bringing its total capa- 
city to 7.7 million tonnes a year. This made 
Liem's West Java cement complex the 
biggest producer in the world. 

By the mid-1980s, however, Liem had a 
serious problem. A recession in Indonesia's 
economy had slashed cement consump- 
tion, and his plants were incurring losses. 
But the government came to the rescue. 
Liem's five cement plants were merged into 
a holding company, Indocement Tunggal 
Prakarsa, and the government paid US$325 
million for a 35% stake in it. Liem was also 
allowed to refinance expensive US-dollar 
loans into rupiah credits issued by state- 
owned banks. "It's the same as what hap- 
pened to Chrysler [in the US],” Anthony 
says. "We had a hiccough, and we needed 
some water." 

Four years later, Indocement needed 
another favour. A plan to take the com- 
pany public was held up by a JSE regulation 
requiring that companies must have two 
consecutive years of profit before listing 
their shares. Indocement did not meet 
these terms. In 1989, Finance Minister 
Johannes Sumarlin exempted Indocement 
from the regulation. 

At the time, Salim executives explained 
the waiver as a favour repaid for Liem's 
willingness to build the cement industry in 
the early 1980s. They said Indocement had 
incurred higher financing costs than state- 
owned cement companies because it could 
not borrow as freely from state banks. 

In 1990, Indocement accounted for 44% 
of Indonesia's total cement capacity. The 
Liem investors own 62.5% of another ce- 
ment complex, Tridaya Manunggal Per- 
kasa, which has a 7% market share. Thanks 
to gross profit margins of about 47%, In- 
docement earned Rps 250 billion in 1990 ons 
revenue of Rps 670 billion. Tridaya's turn- 
over totalled Rps 110 billion last year. 

Another favour handed out by Liem tos 
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the government was in the steel industry, 
when the group invested, in 1983, in Cold 
Rolling Mill Indonesia (CRMI), a maker of 
steel plates and sheets. At the time, the 
government had wanted to develop down- 
stream-steel products using output from 
state-owned Krakatau Steel Mill. The eco- 
nomic downturn at the time forced it to 
seek contributions from the private sector. 

A CRMI consortium was put together 
consisting of: Krakatau Steel, a 40%-share- 
holder; Kaolin Indah Utama, also a 40% 
holder; and Luxembourg-based Sestacier, a 
20% holder. The Liem investors own two- 
thirds of Kaolin, and property tycoon 
Ciputra owns the rest. The exact ownership 
of Sestacier is unclear. 

Anthony says there were sound busi- 
ness reasons behind his father’s involve- 
ment in CRMI, but other Salim executives 
say the main reason was government pres- 
sure. “It’s not like Anthony to get into in- 
dustries where he's hostage to raw-material 
suppliers and has little influence in down- 
stream markets," a Salim director says. 


otal equity put into CRMI was about 
i US$250 million, with Liem’s portion 
totalling about US$100 million. In 
addition, Liem and Anthony helped ar- 
range financing for the project, raising 
US$218 million through a Citicorp-led con- 
sortium of offshore banks. In return, An- 
thony promised to minimise the risks to 
private shareholders. | 

To help ease the equity burden of pri- 
vate shareholders, the government licensed 
a new company, Giwang Selogam, as the 
sole importer of a variety of steel products 
from 1984-87. The Liem investors and 
-iputra were the majority shareholders. 
subsequently, Giwang Selogam commonly 
quoted prices for its steel products up to 
JS$100 a tonne more than prevailing mar- 
et prices, according to newspaper reports. 

The CRMI project was plagued from the 
tart. Sales assumptions proved optimistic. 
Jem says Krakatau Steel did not fulfil its 
ontractual obligation with regard to raw 
naterial supply to CRMI. 

When Giwang Selogam's charter ex- 
red in 1987, a new company, Krakatau 
Jaja Permata (KBP), was given the same im- 
ort licences, though these were no longer 
xclusive to the Liem investors. KBP and 
RMI have the same shareholders, accord- 
ag to Benny Santoso, a Salim director. 

By the end of 1988, with CRM! in debt by 
bout US$610 million and cumulative losses 
f US$151 million, the company’s private 
hareholders wanted to sell out, and the 
overnment acquiesced. In 1989, the gov- 
rnment said it would inject US$290 million 
to CRMI as part of a broader restructuring 
lan. 

Negotiations on CRM/s restructuring 
ontinue today. "The minimum we want is 
> get out what we put in," says Judiono 
osin, a Salim director. s 
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ECONOMIC MONITOR: 


SOUTH KOREA 


Rising expectations 


outh Korean President Roh Ta 
Woo finds it easier to shuffle minis- 
ters than to make tough policy de- 
cisions. Choi Gak Kyu, the third 
head of the Economic Planning Board in as 
many years, is running into the same prob- 
lems of lagging competitiveness and higher 
inflation that stumped his predecessors. 
Choi was appointed to the country’s 
chief economic job in mid-February after 
Lee Seung Yun became a casualty of the 
Hanbo housing scandal. South Koreans 
grumbled about economic performance 
during Lee's tenure, though criticism of 
GNP growth of 9.2%, as was expressed in 
1990, would be regarded as churlish in 
most countries. 
Choi, like Lee before him, has pledged 


imported inflation 








‘Won/Uss 
(left scale) 










Consumer 
price index, 
1985=100 
(right scale) 








720- 


CAN WC RUE 
UNS C 0D C WO —— 4I 


to boost exports and curb inflation which 
was running at 9.276 annually at the end of 
1990. But with the rate of price increases 
nearly twice the level of a year ago and a 
series of elections imminent, the new in- 
cumbent is going to find it difficult to de- 
liver on his promises. 

For the first time since 1985, South 
Korea recorded a trade deficit as exports 
stagnated and imports rose sharply. The 
US$1.9 billion shortfall was exacerbated by 
a government decision late last year to lay 
in heavy stocks of oil at a time when the 
price was near its peak. 

Lagging exports, however, are the ma- 
jor cause of South Korea's deteriorating ba- 
lance-of-payments position. Export ship- 
ments were up only 376 in each of the past 
two years. By comparison, exports rose to 
US$60 billion in 1988 from US$30 billion in 
1985. Imports, meanwhile, grew 15-18% in 
each of the past two years. 

The export picture shows some signs of 
brightening. Unofficial figures show that 
exports by value rose 12.5% during the first 
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six weeks of the year, compared with the 
same period in 1990, but it is too early to 
say whether this is just a blip or the begin- 
ning of a trend. 

South Korean companies are pinning 
their hopes on the Soviet and East Euro- 
pean markets. Even the lack of hard cur- 
rency in these markets has so far not 
daunted the South Koreans. A three-year, 
US$3 billion loan package to the Soviet 
Union should spur exports to that country. 
Exports to Eastern Europe are also growing 
rapidly, with South Korean television mak- 
ers claiming to have captured half Yugos- 
lavia's colour television market last year. 

The Bank of Korea, the central bank, is 
reported to be actively supporting the won, 
which has recently looked overvalued at a 
time of high inflation and sluggish produc- 
tivity growth. Devaluing the currency 
might kick-start South Korea's exports. 
On the downside, a weakening currency 
would nudge inflation even higher. 

South Korean policymakers claim that 
they do not envisage using the exchange 
rate to boost exports. "Our major concern 
right now is inflation," says Suh Sang Mok, 
a ruling party lawmaker (and economist) 
who sits on the national assembly’s fi- 
nance committee. “We have no intention of 
using exchange rates as an export promo- 
tion measure.” Yet the won is likely to 
lose value throughout the year against 
the US dollar and probably against the 
yen. 

Inflationary expectations are rising, 
largely because of upcoming elections. The 
first local elections in three decades will be 
held on 26 March, Roh announced on 5 
March. Separate votes for both the national 
assembly and a new president will be held 
next year. 

Cash flows freely during elections, as 
candidates woo voters with dinners, drinks 
and presents. Property prices, which have 
taken a pause from their breathtaking rise 
since 1986, are expected to increase sharply 
on the back of development promises by 
candidates. Moreover, monetary velocity 
also increases during election periods. 
"Domestic demand is already too high," 
says Suh. "The elections are not a good 
sign for the economy." 

Pay increases are also driving inflation 
higher. Wages rose 17% last year — against 
23% in 1989 — and policymakers are hop- 
ing for more restraint this year. Suh expects 
a still-inflationary 15% average nominal in- 
crease in wages. "There is a new sense of 
optimism, but it has to be cautious op- 
timism," says Suh. m Mark Clifford 
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BUDGETS 


Singapore Government opts for neutral budget 


Steady as she goes 





By N. Balakrishnan 


ingapore's  ever-cautious finance 

minister, Richard Hu, presented a 

neutral budget on 1 March, even 
though the government is predicting a 
significant slowdown in economic growth 
this year. The official — and equally cau- 
tious — expectation is that Singapore's GDP 
will expand "at the upper end" of 3-676 in 
1991, after growing by a respectable 8.3% 
last year. 

Hopes of a cut in corporate and personal 
tax rates were disappointed. Corporate pro- 
fits tax, which was cut by one percentage 
point last year, will be held at the 3176 level. 
Individual taxpayers, however, will be eli- 
gible for a 5% tax rebate on income earned 
in 1991, as was the case last year. 

In a panel discussion immediately after 
the budget, Hu said that with most parts of 
the economy doing well — and with the Gulf 
War concluded and the oil price down — a 
further stimulus was not required. The 31% 
corporate rate was "adequate at the present 
time," though he conceded that it may not 
be an optimal long-term rate. The govern- 
ment has said that it would like to see cor- 
porate taxes eventually shaved to 30%. 

Analysts said that any tax cuts were 
more likely to be introduced next year, 
when the economy could be slowing more 
sharply. Also, the government could opt 
for a give-away budget in what is likely to 
be an election year. 

Despite a rising chorus of complaints 
from businessmen about increasing costs in 
Singapore, the finance minister increased 
the employer's contribution to the compul- 
sory pension scheme, known as the Central 
Provident Fund (CPF), by one percentage 
point to 17.576 starting from July this year. 

The employee's CPF rate, by contrast, 
will be cut by 0.5% to 22.576. This small con- 
cession has been won following pressure 
from the trade unions, who called for work- 
ers to be given their "reward" after three 
years of strong economic growth. Ministers 
want to push ahead with their plan of ulti- 
mately requiring both employers and em- 
ployees to contribute 20% each towards the 
CPF. 
If the government waits too long to 
implement this plan, contracting economic 
growth will make it more difficult to in- 
crease the employer's CPF rates. 

In any case, such statutory levies can be 
manipulated at any time by the govern- 
ment, not just adjusted at budget time. If 
the economy turns down quickly, levies 


can be cut just as rapidly. 

Although total spending is projected to 
increase by 15.4%, the government expects 
an overall surplus of $$3.5 billion (US$3.1 
billion), or 5% of GDP, in the fiscal year be- 
ginning on 1 April. In fiscal 1990, a surplus 
of S$5.3 billion is expected to be posted. 

Development expenditure in fiscal 1991 
will rise by 21.6%, mainly because the gov- 
ernment will start work on projects, such as 
the S$1 billion extension of the Mass Rapid 
Transit system, which was postponed to 
avoid overheating an economy suffering 
from a labour shortage. 

The postponement of some develop- 
ment projects was one reason why total ex- 
penditure in fiscal 1990 was 3.1% less than 
expected at S$13.7 billion. But revenue pro- 
jections for the past year were more on 
target: the S$9.7 billion collected was just 
1.9% higher than the budgeted amount. 

For the financial sector, which in 1990 


Singapore's budget 
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| Tax revenue — — — | 10.9 
Other revenue — 6.3 
[30.9 | 
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Current expenditure 
Development expenditure 


| Less: Net lendi CB 
| Add: Net capital receipts | 3.1 | 


“Figures may not add due to rounding — Source: Singapore Government 


was the strongest component of economic 
growth for the second consecutive year, the 
budget fine tuned some old concessions 
and introduced some new ones. The sector 
grew by 15% in 1990, compared with 10.1% 
in 1989, and contributed 3.4% to the overall 
growth rate of 8.3%. 

To encourage prudent banking, local 
and foreign banks from 1992 will be al- 
lowed to claim tax deductions against gen- 
eral provisions made for doubtful loans for 
the first time. The tax concessions will be 
limited to 2% of a bank’s total loans and to 
0.25% of the value of the loans each year. 

The local banks, the main expected be- 
neficaries of the rule, regard a general pro- 
vision of 1% of their total loans as normal 
practice. They will be able to increase their 
tax relief only if they raise their provisions 
by 0.25% in each of the next four years to 
the maximum of 2%. 
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New inducements were given to share- 
holders of Singapore companies with in- 
come from direct foreign investments in 
countries with which the island republic 
has double-tax treaties. The policy is part 
of a strategy to encourage Singapore com- 
panies to expand more aggressively abroad 
to overcome the limitations of a small home 
market. 

Currently, dividends paid by local com- 
panies are taxed at source, though the 
shareholder can claim a rebate if his per- 
sonal tax rate is lower than the corporate 
rate. From 1992, Singapore companies that 
hold shares in foreign companies will be 
able to declare the income from foreign di- 
vidends free of taxes, as long as taxes paid 
in the foreign country concerned are equal 
to, or higher than, the corporate tax rate of 
Singapore. 

The offshore financial sector was also 
awarded some concessions. From 1992, 
institutions with an Asian Currency Unit 
licence and approved securities companies 
will be taxed at a concessionary rate of 10%, 
rather than the current rate of 31%, on in- 
come derived from underwriting and man- 
aging international securities. 

These securities have to be in currencies 
other than the Singapore dollar and must 
be placed with non-residents. Trading in 
such securities is already tax-exempt. Simi- 
lar concessions will apply from 1992 to in- 
come from trust services rendered to non- 
residents. 

The shipping industry received a tax 
bonus. Income from Singapore-registered 
ships is already tax-exempt, but from 1992, 
income from ships registered outside Sin- 
gapore will enjoy the same privilege. The 
new exemptions will bring the island re- 
public in line with Hongkong. The new 
benefits are not expected to be a significant 
factor in luring shipping companies away 
from Hongkong to Singapore. 

The tourism industry was given a fillip 
with a reduction from 4% to 3% in the so- 
called cess rate (which is added to all hotel 
bills), beginning in April. As part of govern- 
ment's promotion of the arts and a more 
"gracious" lifestyle, the entertainment tax is: 
to be reduced from 10% to 5%, also from» 
April. 

Economic data released three days be- 
fore the budget showed that manufacturing; 
grew by 9.5% last year, marginally lower 
than the 9.8% expansion recorded in 1989. 
Petroleum refining was bolstered by the 
closure of Kuwait's refineries during the 
Gulf conflict. 

The commerce sector, which includes 
tourism, grew at 7.8%, compared with 8.3% 
the year before. Transport and communica- 
tions also saw a slight easing in 1990 with a 
growth rate of 8.8%, compared with 9.4% 
in 1989. Construction saw a healthy expan- 
sion to 7.2% in 1990, following five suces: 
sive years of sluggish performance, but the 
sector contributed only about 5% of GDP. 
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US opposes Mahathir 


over East Asia group 


> The US ambassador to Tokyo, Michael 
Armacost, on 5 March criticised Malaysian 
Prime Minister Datuk Seri Mahathir 
Mohamad's proposal for an East Asia 
Economic Group (EAEG). Faced with a 
lukewarm response from some Asian 
nations, Mahathir stoutly defended his 
proposal on 4 March at a privately 
sponsored Asean conference in Bali, 
Indonesia. Denying that the EAEG would 
be a trade bloc, Mahathir said it would 
facilitate regional consensus and the 
adoption of common positions in 
negotiations with Europe and the US, or in 
multilateral forums such as Gatt. Armacost, 
also present at the three-day meeting, said 
the US feared such a grouping would 
"diminish" the established Asia-Pacific 
Cooperation group (APEC), "thereby 
complicating the achievement of its aims." 
The US, an APEC member, would be 
outside the proposed EAEG. 


Coastal areas lead 
China investment table 


> China's hottest investment areas in 1990 
were Guangdong, Shanghai and Liaoning, 
according to data released by the State 
Statistical Bureau. Fixed-asset investment 
in Guangdong surged 17% from 1989 to 
Rmb 22.2 billion (US$4.3 billion), or 8.7% 
of all such investment nationwide. 
Shanghai's tally rose 3.4% to Rmb 18 
billion, while Liaoning's was unchanged 
at Rmb 17.3 billion. Jiangsu, China's 
biggest industrial producer, ranked only 
seventh in new investment, also with 
Rmb 17.3 billion. In other data, Guangdong 


led per-capita labour productivity gains 


with an increase of 8.9%, followed by 
Jiangsu's 6.4% rise. The national average 
gain was only 0.8%. Labour productivity 
stagnated or fell in Peking, Tianjin and 


Ssangyong strikes deal 
vith Mercedes-Benz 


+ Ssangyong Motor announced an 


siness. Under the deal, Ssangyong will 
ild light commercial vehicles under 


angyong said it plans a seven-fold 


increase in — capacity, rks its auto 


| cost an estimated Won 669 billion 
$923 million). The 10-year contract with 
edes-Benz calls for Ssangyong to pay 
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a 2% royalty on sales, which Ssangyong 
estimates will total Won 3.9 trillion over the 
life of the contract. 


Thailand to reduce 
foreign-exchange controls 


> Thailand's second round of foreign- 
exchange liberalisation will proceed as 
planned on 1 April, the central bank said 
on 5 March. Most remaining controls will 
be removed, allowing companies and 
individuals, including non-residents to 
keep sizeable foreign-exchange accounts in 
Thai banks without special permission, 
move significantly larger amounts of 
money into and out of the country without 
bank approval, and more easily obtain 
clearance to transfer sums above the new 
limits. Some controls on large transfers will 
be retained to help the central bank 
maintain monetary stability. 


Business indicators 
World tobacco production: 
China’s share grows 
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Mahathir unveils plan 
for business council 


> Malaysian Prime Minister Datuk Seri 
Mahathir Mohamad on 28 February 
announced plans to create a 62-member 
Malaysian Business Council. The council, 
an advisory body that will meet three times 
a year, will comprise leading politicians 
and businessmen. 


Indian interim budget 

aims to cut deficit 

> Indian Finance Minister Yashwant Sinha 
introduced an interim budget on 4 March 
which aims to cut India’s fiscal deficit to Rs 
384.8 billion (US$20.3 billion) in the fiscal 
year starting in April, from Rs 433.3 billion 
in the current year. This would reduce the 
deficit from 8.6% of GDP to about 6.5%. 
Sinha cut capital spending by 9%, reduced 
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subsidies of fertiliser and other items by 
9.8%, moved a savings-scheme deficit off 
government books into a new bank, and 
set out plans to raise Rs 25 billion by selling 
20% equity in selected state enterprises. A 
full budget, which may include tax 
increases, will be presented in May. 


Taiwanese tax probe 

targets stock speculator 

> Taiwan's Ministry of Finance is 
investigating alleged evasion of capital- 
gains taxes by Chen Wen-chih, one of the 
so-called “big hands” on the Taiwan 
stockmarket. Share prices fell more than 
6% after the news was made public on 1 
March. The government says Chen could 
owe as much as US$70 million in back 
taxes for 1989. Since then, the market has 
collapsed, stripping away most of Chen's 
assets. 


Nissan plans switch 
to alternative coolant 


»> Nissan Motor, Japan's second-largest 
auto maker, early next year will begin 
fitting all vehicles for sale in the US and 
Canada with “ozone-friendly” air 
conditioners. The units will use a new 
refrigerant, HFC-134a, in place of the widely 
used fluorocarbon CFC-12, which has been 
linked to depletion of the world’s ozone 
layer. Nissan aims to fit the systems to all 
its new models by the end of 1994. 


Indonesia’s shoe makers 

make rapid strides 

»> Indonesia's shoe production reached 
nearly 136 million pairs in 1990, a 60% 
increase from two years earlier. Shoe 
exports registered even higher gains, 
surging to an estimated US$500 million 
from only US$82 million in 1988. Indonesia 
has been promoting the industry, and in 
particular the manufacture of sports shoes, 
as a source of non-oil export revenue. An 
industry official predicted that shoe exports 
will rise to US$1 billion by 1994. 


Seoul allows brokers 
to venture overseas 


> Eight South Korean securities firms have 
received permission from the Ministry of 
Finance to open branches in London — the 
first overseas branch operations Seoul has 
allowed. The eight brokerages are 
Daewoo, Daishin, Lucky, Dongsuh, 
Ssangyong, Coryo, Hyundai and 
Tongyang. Tongyang will establish a joint 
venture with Yamaichi of Japan, while the 
others will form wholly owned 
subsidiaries. 
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Mystery deepens over Pacific Concord finances 


The Lippo link 


By Michael Taylor in Hongkong 





acific Concord, the most enigmatic 
company on the Hongkong Stock 
Exchange, appears to be expanding 
with uncheckable speed. In recent weeks, 
rumours have swirled that the company 
has clinched a HK$2 billion (US$256 mil- 
lion) contract to provide telecommunica- 
tions equipment to China. But the most 
significant deals struck by company foun- 
der Wong Sai Cheung have passed all but 
unnoticed by the market and local press. 

Those deals involve the sale to Wong by 
the Hongkong Government of a quasi- 
sovereign borrowing agency, plus a former 
large-scale flowering of the links between 
Wong and Indonesian banker Stephen 
Riady. They raise further questions both 
about the source of Wong’s finances, and 
— as a side issue — the judgment of gov- 
ernment officials. 

The source of the Wong 
family funds is a mystery even 





to some of the company’s direc- | Wong Sai Cheung - Tin : 


tors and, apparently, to the 
bankers who participate in 
Wong's financings. Wong says 
his family controls worldwide 
assets worth in total about USS3 
billion. 

Funds for Pacific Concord's 
explosive growth have consis- 
tently been forthcoming from 
impenetrable offshore com- 
panies, which have made ac- 
quisitions or started projects 
later on-sold to Pacific Concord 
and a widening spread of joint- 

. venture partners, including 
some of the most prominent 
businessmen in the region. 
Wong's HK$1.3 billion acquisi- 
tion of Hongkong Oil in Sep- 
tember 1990 followed exactly 
this pattern. 

The purchase in November of an 8% 
stake by Li Ka-shing in Pacific Concord con- 
firmed that Wong had been welcomed into 
the inner core of the Hongkong-Chinese 
business community. 

In December, Pacific Concord took a 
20% stake in a 50 million consortium 
put together by Stanley Ho's Sociedade de 
Turismo e Diversoes de Macau which was 
to take a 51% holding in the Macau Jockey 
Club. Other companies in the deal are Lai 
Sun, Bond Corp. International, Kingsway, 
and Shun Tak. 

But not everyone is dazzled by Pacific 











? Registered in Netherlands Antilles (not the same as Lippo Capital) 


Concord's sudden pre-eminence. “The 
company has an image problem with [in- 
ternational] institutional investors — it all 
sounds fantastic, but he hasn't come out 
with details," Herbert Cheung of James 
Capel said. Another broker was more 
blunt: "No-one knows if he is the next Li 
Ka-shing, or the next Alan Bond." 

The deals which may provide the key to 
Wong's operations are being carried out far 
from the glitzy mysteries surrounding 
Pacific Concord. Rather, they are contained 
in complicated transactions involving 
Pacific Concord’s acquisition in September 
1990, and subsequent reorganisation of E. 
D. & F. Man Pacific (Man Pacific), a Hong- 
kong-listed company. 

To the casual eye, Man Pacific has been 
merely a complicated sideshow to the ex- 
traordinary pyrotechnics of Pacific Concord 
(REVIEW, 22 Nov. '90). Certainly, the ce- 


A complex company structure 
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'Known since 28 Feb. as Pacpo 


menting of ties between Wong and Riady, 
of the Indonesia's Lippo group, and the 
Hongkong Chinese Bank has been compli- 
cated. 

Whether Man Pacific is a sideshow or 
the nub of the Pacific Concord operation is 
more difficult to determine. Wong is un- 
willing to talk to the REVIEW about his re- 
lationship with Riady, on the ground that it 
is purely one of friendship. 

On 28 August 1990, Evergood Invest- 
ments, a wholly owned subsidiary of 
Pacific Concord, paid cash for 64.2% in 
Man Pacific, for a price that, after adjust- 
ments, worked out at HK$108.8 million 
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(HK$2.67 a share). 

When the offer went unconditional in 
September, Lippo Asia and FPB Asia acted 
on behalf of Evergood to buy out the rest of 
the shares. The final acceptances, totted up 
in November, showed that Evergood held 
69% of the equity, and had spent HK$133 
million. 

In the middle of December, however, 
Pacific Concord sold 50% of Evergood for 
US$1, to a company called New Link Hold- 
ings. New Link is 60%-owned by Lippo 
Capital, with the remaining 40% split 
between the Japanese trading giant C. 
Itoh, and the Singapore wing of the Kwek 
family which controls the Hong Leong 
group. New Link took over half the bank 
loans taken out by Evergood to make the 
bid. 

On the same day, Man Pacific bought 
Lippo Securities from a company called 
Norfyork International for HK$10 million. 
Norfyork International is owned 60% by 
Lippo Asia, and 40% by a company called 
Townsville. 

Townsville’s ownership is obscured be- 
hind a nameplate company incorporated 
in the Cook Islands. As far as the REVIEW is 
aware, the Cook Islands has not played 
host to any other companies associated 


, with Wong. 
E Six days later, Man Pacific 
t sold its biggest asset — a 


49% stake in Yeo Hiap Seng 
(Hongkong) — back to its Sin- 
gapore parent for HK$100 
million. It was cheap at the 
price: the HK$100 million 
tag was not only HK$15 mil- 
lion less than the company's 
book value, but also less 
than half its audited consoli- 
dated asset value of HK$235 
million. 

Two days after that, Man 
Pacific announced it was to use 
the proceeds of the Yeo Hiap 
Seng sale to buy 62.1% of the 
Hongkong Building and Loan 
Agency (HKBLA) for HK$87 
million. The deal was to be car- 
red out through a company, 
which, though comfortingly 
called Lippo Capital Corp., 
was a wholly owned subsidiary of Man 
Pacific incorporated in the Netherland Anti- 
lles. 

Now the sale has gone through, a reor- 
ganisation and renaming of Lippo Capital 
Corp. is expected, in order to remove the 
linguistic confusion, according to Riady. 

But the HKBLA is rather more than jus 
another public company. It is — or rathe 
was — a quasi-governmental mortgage 
company, owning more than 1, 
mortgages worth a total of around 
million. The main seller was the Hongkon 
Government. 

The HKBLA was formed in 1964 after di 
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cussions between the Hongkong Govern- 
ment, the Commonwealth Development 
Corp., and the territory's four largest banks 
— Hongkong Bank, the then Chartered 
Bank, Bank of East Asia, and Hang Seng 
Bank. It was stipulated at the time that “the 
main object . . . is to make mortgage fi- 
nance available at reasonable rates of in- 
terest . . . to prospective owner-occupiers of 
flats in the middle income group.” 

In return for agreeing to cap its interest 
rates, the HKBLA was exempted from the 
provisions of the Money Lenders Ordi- 
nance. 

In June 1972, the company was listed in 
Hongkong, but the major shareholders re- 
mained the same. Of these, the largest 
shareholders were the Hongkong Govern- 
ment and the Commonwealth Develop- 
ment Corp, with 17% each. In addition, 
the four large banks retained a total hold- 
ing of about 27%, with the public holding 
38%. 

HKBLA minorities were advised by mer- 
chant bankers Schroders Asia to accept the 
Man Pacific offer. The sale of the 62.1% 
stake was completed on 28 February, and 
the offer turned unconditional. New direc- 
tors of the HKBLA were appointed, includ- 
ing Thomas Clydesdale — formerly both a 
Legislative Councillor, and a senior partner 
of Price Waterhouse. 

On the same day as the purchase was 
completed, it was announced that Schrod- 
ers Asia had, with Lippo Asia’s help, ar- 
ranged a HK$600 million transferable loan 
facility for the HKBLA. 

Hang Seng Bank, Po Sang Bank (part 
of the Bank of China group), Schroders 
Asia and Wardley all contributed HK$100 
million each; Bank of East Asia, Overseas 
Trust Bank and Standard Chartered Bank 
contributed HK$50 million each; Wing 
Lung Bank came up with HK$30 mil- 
lion, while the Hongkong Chinese Bank, 
owned by Lippo, and of which Riady 
is a director, put in only HK$20 mil- 
lion. 

HK$600 million is six times the HKBLA’s 
usual annual capital raising. While the loan 
is said to be a refinancing of old credit lines, 
the structure of the deal strongly suggests 
new money is involved. The deal is in two 
parts: a HK$100 million three-year revolv- 
ing credit, and a HK$500 million three-year 
term loan. 

Riady told the REVIEW that the attraction 
of the HKBLA was that though it had a 

—-money-lenders licence, it was neither a 
, nor a deposit-taking company (DTC). 
While banks and DTCs have to comply with 
wcapital-adequacy ratios, the HKBLA does 
not. 
What Riady has in mind, apparently, 
to use the HKBLA's mortgages and 
e income stream attached to them to at- 
ct deposits from companies or indivi- 
uals, offering the individual mortgage- 
cked depositor as security for his funds. 
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The fact that the HKBLA need not comply 
with capital ratios, combined with the retail 
rates paid by mortgage holders (12.25% in 
1989), will mean the HKBLA will be able 
to pay depositors substantially higher in- 
terest than its licenced and regulated com- 
petitors. 

Why did the Hongkong Government 
sell? Deputy financial secretary David Nen- 
dick regarded the transaction as purely a 
commercial decision. He said: “We did not 
regard it [HKBLA] as being an appropriate 
investment any longer,” since the banking 
sector was now a very liquid source of 
mortgages. 

The deal makes sense to Lippo and 
Pacific Concord even if they have to borrow 
money to pay for it. The HKBLA’s dividend 
yield is 9.55%, well above the Hongkong 
interbank rates on which borrowing costs 
would have been based. 

The problem, as before, is knowing the 
true financial strength of the organisation 
which now owns at least 62% of the HKBLA. 
Since it is not known where Pacific Con- 
cord sources its money — and since the 
true financial health of the private com- 
panies through which Wong holds his 
stake in Pacific Concord is a mystery — the 
real ownership of the HKBLA and its 
mortgages remains an unanswerable ques- 
tion. 

Market rumours that Wong's unlisted 
vehicle US Concord is debt laden seem be- 
lied by company insiders' observations that 
financing commitments never seem to be a 
major factor in determining whether Wong 
is interested in making a deal. 

If Wong is being personally bankrolled 
on the strength of his holdings in Pacific 
Concord — and there is no proof of this 
one way or another — the obvious candi- 
date for the role is Lippo Group. In all 
Pacific Concord's public moves, Lippo has 
played a role. 

Riady has known Wong since 1985. 
"We are one of the banks that lend to 
Pacific Concord, but we aren't the main 
bankers," he says. “Pacific Concord is a 
dynamic company and in the next few 
years they will grow substantially in 
terms of size, activities and profitability. 
We know that they have a big plan for the 
next 10 years time and we share their be- 
lief." 

He explains the emerging relationship 
between the two companies as being 
founded on mutual benefit and a certain 
commercial logic: Wong has developed re- 
tail techniques and products which would 
work very well in Lippo's home market, In- 
donesia. 

"There are many products which can be 
sold in Indonesia which he is selling in 
China. All I can say is that as long as he can 
show he has the money for the transactions 
— what's the problem? And so far he 
has proved he has got the money," says 
Riady. £ 
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Kyushu seeks 
industrial revamp 


Island of 
opportunity 


By Louise do Rosario in Kitakyushu 


nce the cradle of Japan’s industrial 
O revolution, the island of Kyushu is 

now regarded as something of an 
industrial museum. But municipal officials, 
anxious to shake off the island’s image as 
the home of sunset industries, hopes new 
investments in the automobile, hi-tech and 
tourism sectors will revitalise a once- 
dynamic economy that now lags behind 
the national performance. 

As the southernmost region of Japan, 
and as one of its four major islands, 
Kyushu also aims at becoming the centre of 
fast-growing Northeast Asian economy 
embracing Taiwan, Hongkong, South 





Kyushu, Japan’s western island 





Korea and the eastern coast of China. 

The race for a bigger role in both the na- 
tional and regional economy is not proving 
easy: Kyushu has a narrow industrial base, 
suffers from a consistent outflow of capital 
and skilled people and is often distracted 
from a coherent industrial strategy by com- 
petition among its seven prefectures. 

Kyushu is by no means the only region 
that has been left behind in the predomin- 
antly Tokyo-led economic boom. “We have 
been working hard all the time; it just that 
Tokyo is too strong,” says one business- 
man based in the northem city of 
Kitakyushu. : 

Kyushu's problems have not gone un- 
solved for want of trying. For many years, 
the island has been vigorously promoting 
hi-tech investments, setting up science 
parks and providing investment incentives. 
Tourism has also been given a big push. To 
date, there are plans for more than 100 re- 
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sort projects worth ¥20 trillion (US$149.26 
million). 

To promote its Asian ties, Kyushu has 
been conducting numerous studies, semi- 
nars and personnel exchanges with Asian 
countries. 

Despite these efforts, the island is still 
heavily dependent on agriculture and slow- 
growing manufacturing industries such as 
steel and shipbuilding. It accounts for 24% 
of the country’s animal-husbandry produc- 
tion and 38% of shipbuilding output, but is 
weak in hi-tech industries such as electrical 
machinery and information. 

Even in the formerly promising sector of 
integrated circuits, achievements have been 
modest. Kyushu had hoped to become 
Japan's Silicon Valley in the late 1970s, but 
after a decade of hard work, it is only a pro- 
duction centre for integrated circuits rather 
than a design or research base. 

Kyushu’s share of Japan’s gross domes- 
tic output will remain at around 10% for the 
next few years, predicts Prof. Shinichi 
Ichimura, vice-chancellor of Osaka Interna- 
tional University and a prominent econo- 
mist. “If Japan grows, so will Kyushu, but 
not too dynamically,” he believes. 

By international standards, Kyushu, the 
size of Taiwan and with a population of 
14.5 million, has not fared badly, especially 
when compared with Japan’s other remote 
areas, such as Hokkaido in the north. The 
gross output of Kyushu’s seven prefectures 
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Polishing the 


Kitakyushu is trying to cultivate a softer, 
more modern image as home to hi-tech 
research and design centres and as a mag- 
net for tourists. If it succeeds in making 
the leap from smokestack past to show- 
piece future, Kitakyushu will provide a 
model for other Japanese cities in decline. 

With a good harbour and rich coal de- 
posits, Kitakyushu and its neighbours in 
northern Kyushu formed one of Japan's 
four leading industrial regions in the early 
20th century. The country's first modern 
steel plant was built in Kitakyushu. 

Within the memory of older residents, 
investment bankers poured into the city 
on the scent of lucrative opportunities. 
Now Japan's 10th-largest city with a 
population of just over 1 million, 
Kitakyushu has a frayed, down-at-heel 
appearance.’ * 

Unable to replace declining industries 
such as steel and chemicals, its share of 
the nation’s industrial output has dropped 
from a peak of 2% in 1954 to 0.85% in 
1988. Only a handful of big companies re- 
main in Kitakyushu and their payrolls 
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was ¥33.4 trillion in the year ended on 31 
March 1988, from ¥15 trillion in fiscal 1975. 

Kyushu has no slums or high un- 
employment, usual features of rust-belt re- 
gions in the West. Old industries have re- 
structured without wholesale redundan- 
des, and new investment has been at- 
tracted. 

Centuries ago, Kyushu was the gateway 
through which Chinese and Korean civili- 


image 

have shrunk dramatically during several 
retrenchments. In 1988, Kitakyushu's 10 
largest companies employed 29,620 work- 
ers, compared with 60,640 in 1965. Nip- 
pon Steel employs about 10,000, a quarter 
of the peak figure in the 1960s. Young 
people have left in droves because of a 
scarcity of attractive jobs. 

Mayor Kohichi Sueyoshi, a former 
Ministry of Construction official, is bring- 
ing the zeal of a missionary to the task of 
reviving the city's fortunes. His frequent 
trips to Tokyo to lobby the central govern- 
ment — with assistance for an interna- 
tional airport and port at the top of his 
agenda — have earned him the sobriquet 
"flying mayor" among the local populace. 
“We cannot wait till Tokyo [and other big 
cities] stops growing and young people 
return then to Kitakyushu. We have to 
make practical plans ourselves," he says. 

Sueyoshi knows that he cannot afford 
complacency. Kitakyushu is only one of 
six designated hi-tech zones in Kyushu. 

Fukuoka city, a commercial and ad- 
ministration centre, has grown faster and 
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sation reached Japan. Endowed with min- 
eral deposits and located close to Japan's 
important colonies, the island was also the 
pioneer of Japan's early industrialisation at 
the turn of this century. The country's first 
steel plant was in northern Kyushu. 

With the decline of steel and shipbuild- 
ing industries in the 1970s, Kyushu's im- 
portance waned. As big plants shut down, 
capital and labour moved out. In the mid- 
1980s, when the appreciating yen put cost 
pressures on exporters, more companies 
moved out of Kyushu to concentrate their 
resources at their Tokyo headquarters. 


onsequently, Kyushu's spending on 
C machine equipment has lagged the 

national average in recent years. In 
fiscal 1985 and 1986, there was a double- 
digit decline in investment by manufactur- 
ers because of the decline of steel and ship- 
building. 

Toshifumi Yada of Kyushu University 
suggests that in order to attract new invest- 
ments, Kyushu should concentrate on de- 
veloping a big metropolitan circle embrac- 
ing its two most important economic 
centres, Fukuoka and Kitakyushu. These 
two cities are only 22 minutes apart by bul- 
let train, have a combined population of 3.5 
million and account for 20% of Kyushu’s 
total industrial output. Strong prefectural 
competition, however, is making coopera- 
tion difficult, as Kyushu’s seven prefectural 


bigger than Kitakyushu in recent years. 
Cities in the two southern prefectures of 
Kumamoto and Oita, though economi- 
cally less competitive, are no pushovers 
either. Their mayors, who have strong af- 
filiations to the ruling Liberal Democratic 
Party (LDP), are adroit at winning political 
support for their pet projects. 

A proposed international port, which 
will bring jobs, business opportunities 
and prestige, is the focus of inter-prefec- 
tural rivalry. To maximise cost efficiency, 
the port would best be sited between 
Kitakyushu and Fukuoka. But all 
Kyushu’s seven prefectures want the port. 

Since December 1988, city fathers have 
been pushing a masterplan entitled 
Kitakyushu Renaissance Concept, which 
calls for major improvements by the year 
2005 on quality-of-life issues such as urban 
zoning, pollution control and transport. 
Similar grandiose plans have been un- 
veiled in the past, only to fall victim to ad- 
verse economic circumstances. 

“We are always a bit late in catching 
up,” notes one local official. Kitakyushu 
continues to measure its economic virility 
by industrial production, at the expense of 
a larger role for services and technology, 
says the official. 

Steel, for example, is still the mainstay 
of Kitakyushu’s economy. In 1988, steel 
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mayors all want to pursue independent de- 
velopment plans. 

Another obstacle is Kyushu’s declining 
population growth rate, which represented 
14.5% of the national figure in 1955 but only 
11.8% in 1989. Successive waves of restruc- 
turing of heavy industries have cut jobs, 
forcing young people to look elsewhere for 
work. 

Some analysts think the worst is over for 
Kyushu, with major automobile companies 
in the forefront of a new wave of invest- 
ment. Toyota, Nissan, Mazada and Honda 
have announced plans to begin or to ex- 
pand production in Kyushu, which will 
double output there to 900,000 vehicles by 
1995, or 7-8% of Japan’s total. 

But a bigger car industry alone is not 
enough to revitalise Kyushu’s economy, 
notes Takeshi Katsuhara, vice-managing 
director at the International Centre for the 
Study of East Asian Development in 
Kitakyusha. Kyushu needs to broaden its 
narrow industrial base from cement, steel, 
petrochemicals and other basic materials to 
industrial machinery, he says. 

Kyushu's business with Asia has been 
growing faster than for the nation as a 
whole because of its geographical proximity 
and its historical and cultural ties. In 1989, 
Kyushu's trade with Asia accounted for 
38% of its exports. Its trade with South 
Korea is particularly substantial, thanks to 
its sizeable Korean community. a 


'utput accounted for 33% of the city’s in- 
lustrial products and half its exports. Hi- 
ech plants have been set up to manufac- 
ure robots and integrated circuits, for in- 
tance, but Kitakyushu is still a long way 
rom being a technology centre. 

Tourism is also being promoted. 
lotels, convention centres and resort 
icilities are being built to attract local and 
verseas visitors, particularly Asian ones. 

Steel companies have led the diversifi- 
ation into the leisure business. The main 
»urist attraction, the Space World theme 
ark, is a ¥30 billion (US$223.8 million) 
int venture with Nippon Steel and the 
ty governments of Kitakyushu and 
ukuoka. Built on an old Nippon Steel 
lant, the park was opened in April 1989. 

A company executive at Nippon Steel, 
hich owns about 10% of Kitakyushu's 
sable land, says: "We are too big in 
itakyushu to leave the city on its own," 

erring to the firm's moral responsibility 
contribute to local prosperity. 

Space World alone will not ensure a 
istained tourist influx. A lack of hot 

rings, major shrines and temples, allied 
' a grimy industrial image, means a 
?rsuasive campaign will be needed for 
ita hu to become a natural destina- 

n for Japanese holiday-makers. 

B Louise do Rosario 
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Re-inventing banks 


People love to hate bankers and few tears have been shed as financial deregulation 
has progressively removed them from their role as intermediary between suppliers 
and users of capital. But it is not a good idea to allow bankers to become an en- 
dangered species, as is happening in various countries. | 

It is fashionable to argue that the function of banking has been rendered obsolete 
by debt securitisation and by access to wholesale financial markets for providers and 
users of capital. This argument, however, loses sight of a bank's basic raison d'etre. 

Banks are supposed to minimise depositors' risk though diversification of assets. 
They are also meant to earn a sufficient spread between borrowing and lending to 
enable them to satisfy their shareholders, to accumulate capital, and to indemnify 
depositors against loss. 

A whole series of deregulatory and innovative measures in the 1980s under- 
mined the traditional role and strength of banks in countries as far apart as Japan, 
the US and Britain. This may well bring nemesis in the 1990s and make other coun- 


tries think twice about rushing down the road to deregulation. 


This has partly to do with the fact that, as David Hale of Kemper Financial Ser- 
vices in Chicago observes, the impact of the current slowdown in the global eco- 
nomy is likely to be exaggerated by what he terms non-price rationing of credit by 
banks well into the 1990s. 

So-called non-bank intermediaries (insurers, leasing firms and so on) are likely to 
expand their share of total lending even faster than before, as a result of constraints 
put upon banks by their declining profits and by stricter official controls over 
leveraging their capital. At the same time, public exposure to securitised debt and 
to wholesale financial markets seems set to increase dramatically. 

This would appear to be what the deregulators always wanted: an end to the 
banks' erstwhile monopoly over lending, so that borrowers can borrow where it is 
cheapest and lenders can shop around for the highest returns available. But who is 
meant to stand as the guarantor of loans in this brave new world? 

In these days of deepening recession and accelerating bankruptcies, suppose a 
corporate debtor should default on its obligations with no bank there to act as inter- 
mediary. Who would pick up the tab? Perhaps the 1990s will usher in the financial 
version of the adage caveat emptor. 

A more likely possibility is that the financial "safety net" which regulators have 
had to stitch together to cope with failures among US financial institutions (and 
which is being contemplated in Japan) will need to be extended to cover other cor- 
porate collapses as well. 

As Albert Wojnilower of First Boston Asset Management in New York notes: 
"Careless deregulation has allowed our financial fabric to become so closely inter- 
woven that almost every financial instrument that is widely held and traded has to 
be protected." Some US corporations that have borrowed directly from the public 
are seeking a banking charter as a means of sneaking into the banks’ safety net. 

This means that the hectic expansion of credit still going on in the largely dere- 
gulated world of finance becomes a potential liability for the taxpayer, as Americans 
have discovered to their cost in the bailout of savings and loan associations. The 
trouble is that the fiscal underpinning of insurance for bank deposits is tenuous. 

One way of limiting the dangers of debt exploding outside the banking sector is 
to do what US and Japanese regulators are considering apply capital rules to non- 
bank institutions such as insurance companies, as well as to banks. 

Another option might be to re-invent the bank or, as Wojnilower suggests, to 
adopt German-style universal banking principles more widely. Financial innovation 
is not the Germans' strong suit, but then the financial system there is not beset with 
the problems facing US institutions. ——: 

"Universal banking is desirable because it comes closest to ensuring that financial 
change will develop within, rather than outside, the regulated sector," says Woj- 
nilower. Having tried the somewhat discredited US way with financial deregula- 
tion, Japan might be well advised now to consider a more Teutonic approach. Even 
Hongkong may feel more justified in clinging to its cartelised banking system. 

m Anthony Rowley 
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PRICES AND TRENDS 
Wc HEN RR 
Previous 3months Year US$1 Spot Previous 3 months Year 
Last sale to 4 Mar. Latest week ago ago 4 Mar. Worth ratet weekt agot agot 
Gold London (2) 365.75 359.15 381.20 404.00 Australia dollar 1.2878 1.2781 1.2837 1.3184 
Copper New York (3) Bangladesh* taka 35.55 35.98 35.65 32.25 
Current delivery (Mar.) 113.70 110.55 111.10 119.80 Britain pound 0.5268 0.5193 0.5204 0.6088 
May delivery 110.90 Brunei dollar 1.737 1.7255 1.7185 1.8761 
Aluminium London (7) Burma* kyat 5.96 5.92 5.90 6.65 
Current delivery (Mar.) 1,550.00 1,510.00 1,515.00 1,535.00 Canada dollar 1.1556 1.1526 1.1661 1.1891 
Tin Kuala Lumpur (1) ^ 14.97 15.09 15.35 16.74 France franc 5.21 5.176 5.115 5.7195 
i: New York (3) Germany mark 1.5336 1.5217 1.5145 1.6973 
Current delivery (Mar.) 88.10 86.70 7580 6808 Vies ee vw Ns S à KC ss ua 
May delive 88.38 . i - ' 
R Sd k Kuala Lumpur (8) Indonesia rupiah 1,923.00 1,920.00 1,887.00 1,817.00 
Current delivery (Apr. 20650 228.50 243.50 23150 m€— Sie tes pen bes joe 
^ esca pls Malaysia dollar 2.7275 2.708 2.6965 2.7075 
Palm Oil. Kuala Lumpur (4) New Zealand dollar 1.6717 1.6725 1.6359 1.6964 
May delivery 971,00 Papua N.G. kina 0.9452 0.9425 0.9438 0.9667 
Sugar — New York (3) Philippines peso 28.125 28.125 27.80 22.84 
May Goho | om South Korea won 724.20 722,90 71300 694.00 
Pepper Singapore (9) Sri Lanka rupee 40.37 40.405 39.95 39.8801 
* Sarawak Asta blk 100% 277.50 277.50 295.00 365.00 Switzerland franc 1.3365 1.302 1.2938 1.493 
Wheat Chicago (5) Taiwan NT dollar 27.202 27.162 27.2495 26.154 
Current delivery (Mar.) 269.00 251.60 245.00 388.60 Thailand baht 25.32 25.225 25.15 25.79 
xtd Prem Communist countries: China US$-Rmb 5.2221 HK$-Rmb 0.66995 
Maize — Chicago (6) Soviet Union US$=Rouble 0.5564 Laos US$=Kip 700.00 
Current delivery (Mar.) 244.00 238.20 227.60 245.60 Vietnam US$=Dong 7,350.00 Cambodia US$=Riel 600.00 
May delivery e Other: SDR1-US$1.40796 ECU1-US$1.3333 S$-M$1.5726 
€ fob Bangkok (7) 338.00 338.00 270.00 310.00 "Official rate Middle rate Source: Telerate for spot rates, Deak for official rates 
Soyabeans Chicago (5) : x 
Current delivery (Mar.) 586.60 569.40 58940 568.60 Currency deposit and bond yields 
May deli 597.40 
marca! Eurocurrency and Asian currency unit deposit rates (%)tf 
Cocoa New York (7) 1 3 6 12 10 year govt 
Current delivery (Mar.) 1,085.00 1,095.00 1,245.00 — 1,123.00 4 Mar. month months months months bonds yeild 
May delivery 1,121.00 
Coffee New York (3) US$ 7.125 7.00 7.8125 7.125 8.12 
Current delivery (Mar.) 90.60 89.75 84.00 99.00 Sterling 13.3125 12.75 12.0625 11.625 10.27 
May delivery 92.70 Yen 8.50 8.0625 7.8125 74375 6.65 
Petroleum Swiss Fr. 8.1875 8.125 7.9375 7.6875 — 
Sumatran light Tokyo (10) 18.30 17.30 28.05 19.95 Dm 9.0625 9.00 9.00 9.00 8.38 
Brent London (10) 19.43 17.63 29.20 19.30 AS 11.1875 10.9375 10.75 10.875 11.51 
9.5625 9.5625 9.4375 9.4375 9.74 
(1) M$ akg (2) US$ an oz (3) US¢ a lb (4) M$ a tonne (5) US¢ a 60 Ib bushel m 9.0625 9.1875 9.3125 9.375 9.33 


(6) US¢ a 56 Ib bushel (7) US$ a tonne (8) PSS1, Mc akg (9) S$ a 100 kg (10) US$ a barrel 


(11) BWD, Chittagong/Mongla, US$ a tonne 


Economic indicators, selected Asian countries 


Source: Telerate, International Jute Organisation 


tOffered rate Source: Telerate, Salomon Brothers 





Australia China Hongkong India Indonesia Japan Malaysia 
Economic Growth % (real) (1) 
1990 -0.5 5 2.3 4(4) 6 5.2 6.5 
1991 2 6 3-4 3.5-4(4) 5 3.8 8 
International Reserves (5) 
Latest US$16.26b (Dec) US$26.67b (Oct) n.a. US$1.52b (Dec) US$7.46b (Dec) US$78.50b (Dec) US$9.09b (Sept) 
Year earlier US$13.42b US$15.95b n.a. US$3.86b US$5.45b US$83.96b US$6.83b 
Trade Balance (total merchandise) 
Latest 3 months +US$0.17b (Oct-Dec) +US$3.40b (Nov-Jan)  -US$0.56b (Nov-Jan)  -US$1.72b (Aug-Oct) +US$1.65b(8) (Sept-Nov) +US$10.89b (Oct-Dec) +US$0.02b (Sept-Now 
Previous 3 months -US$0.34b +US$2.95b +US$0.68b -US$0.80b +US$0.21b +US$15.77b -US$0.05b 
Year earlier -US$0.83b +US$0.22b +US$1.11b -US$0.87b +US$1.59b +US$14.39b +US$0.33b 
Exports (7) 
Latest 3 months US$10.14b US$18.79b US$23.04b US$4.31b US$7.90b(8) US$80.65b US$8.51b 
% change previous 3 months +6.0 +13.8 +0.9 -0.4 +39.4 +11.9 +16.9 
% change year earlier +10.4 +29.6 +25.2 +12.6 +36.9 +15.9 +27.0 
Imports (7) 
Latest 3 months US$9.97b US$15.38b US$23.60b US$6.03b US$6.25b(8) US$69.75b US$8.49b 
% change previous 3 months +0.9 +13.5 +6.6 +17.6 +14.4 +23.9 +15.8 
% change ye earlier X +0.2 +7.8 +36.5 +28.4 +49.4 +26.3 +33.4 
Consumer Prices 
Base Jul 80-Jun 81=100 Dec 1989=100 Oct 84-Sept 85=100(2) 1982-100 Apr 88-Mar 89=100 1985=100 1980=100 
Latest 3 months index average 214.5 (Oct-Dec) 104.3(11) (Dec) 148.5 (Nov-Jan) 194.7 (Sept-Nov) 116.8 (Oct-Dec) 108.9 (Oct-Dec) 140.2 (Oct-Dec) 
% change previous 3 months 327 n.a. 42.5 +3.5 +1.8 +17 +2.3 
% change year earlier +6.9 34.3 +11.0 +10.6 +9.9 +3.8 43.9 
Money Supply (3) 
Latest A$204.48b(9) (Dec) ^ Rmb1,361.28b (Jul-Sept) HK$539.67b (Dec) Rs2.53t(9) (Dec) Rps80.70t (Nov) Y490.08t (Nov) M$82.67b (Oct) 
% change previous month 41.8 +7.9(10) +1.7 +1.5 +2.9 -1.2 +2.8 
% change year earlier +12.0 +29.9 +15.5 +15.9 +46.5 +9.9 +28.9 


(1) Official and other estimates of GDP (GNP in Japan) (2) Consumer Price Index A (3) M2 or currency plus bank deposits (4) To March (5) IMF definition of reserves minus gold except for Singapore (6) fob (7) cif 
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a a a New York rallies, Tokyo closes mixed on post-Gulf War euphoria a m w 
Hongkong, Straits bourses continue to climb a a a Bangkok down on political concerns 
a a a Seoul, Taipei and Jakarta fall in week ending 5 March aan 
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Philippines Singapore South Korea Taiwan Thailand Prime Interbank Interbank Interbank 

4 Mar. lending 1 montht 3 monthst 6 monthst 
5-7 8.3 8-9 5.2 9-10 11.69 14.94 75 
1525 56 637 7 5575 Australia 15.50 625 1.3125 11.21875 

Britain 13.00 13.0625 12.5625 12.0625 
US$0.93b (Dec) US$27.90b (Oct) US$14.79b (Dec) US$72.44b (Dec) US$13.31b (Dec) 
US$1.42b US$19.41b US$15.21b US$73.22b US$9.52b Hongkong 9.50 7.25 7.25 7.25 
-US$1.15b (SeptNov)  -US$i.85b(OctDec) ^ -US$2.67b (Dec-Feb) +US$1.60b (Dec-Feb) ^ -US$1.86b (Jul-Sept) MEMDR ROR, 5999 10 OG t NE 
-US$0.97b -US$1.71b -US$2.35b +US$4.01b -US$2.22b Nw 750 
-US$0.75b -US$1.02b -US$0.67b +US$2.22b -US$1.30b P 

"8.25 8.5625 8.1875 7.92188 

US$2.11b US$15.94b US$16.50b US$16.60b US$6.14b 
+3.4 +20.4 53 -7.1 49.8 Malaysia 7.25 6.43 6.73 7.05 
46.8 +30.0 +11.2 +8.3 +18.9 

New Zealand 14.90 12.05 12.10 12.15 
US$3.26b US$17.79b US$19.17b US$14.99b US$8.11b , > i 
48.1 419.1 3.1 48.2 138 Philippines 25.00 20.5625 18.125 19.8125 
419.6 +33.9 +23.6 4144 +25.5 elige 700 4625 . 4685 A75 
1978-100 Sept 87-Aug 88-100 ^ 1985-100 1986-100 1986-100 South Korea 111590 — — -— 
527 8 (Oct-Dec) 108.1 (Oct-Dec) 134.6 (Nov-Jan) 111.8 (Nov-Jan) 119.1 (Jul-Sept) 
45.0 41.5 41.2 -2.1 «1.0 Taiwan 10.00 — — -— 
413.1 +3.7 +9.7 434.3 44.7 

Thailand 15.00 15.00 15.00 -— 
P288.12b(9) (Nov $$61.21b (Nov Won69.45t (Jan NT$6.23t (Dec Baht1,479.0b (N 
418 ze T iati 441 VEN M ie m or US 9.00 7.00 6.9375 6.9375 
+27.8 +17.4 +17.4 +9.8 +18 *Longterm **Shortterm ttMonetary Stabilisation Bond (1 year) 


(8) Including petroleum (9) M3 (10) % change over past 3 months (11) One month 
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t first glance, there is something 
hauntingly familiar about the pros- 

s accompanying the flotation 

of 25% of Hongkong publishing 
company Ming Pao Enterprise Corp. This 
HK$217.5 million (US$27.9 million) capital- 
raising exercise has been preceded by a Ber- 
mudan corporate reorganisation and a title/ 
trademark shuffling, both strongly reminis- 
cent of the ill-starred listing last year of 
SCMP Holdings, the vehicle of Rupert 
Murdoch’s Hongkong publishing interests. 

Is this, Shroff wondered, a resurrec- 
tion of Murdoch’s mother of all tax dodges? 
If so, can it be mere coincidence that the 
deadline for lodging applications was 12 
noon on 6 March — two-and-a-half hours 
before Finance Secretary Sir Piers Jacobs 
rose to his feet to deliver his budget 
speech? 

Wardley, which is sponsoring the 
scheme, would not touch the sCMP dodge. 
Instead, it has put together a less outrage- 
ous restructuring scheme. In this variant, 
the titles are first valued at HK$580 million 
(pick a number, any number, the bigger the 
better) by Coopers & Lybrand Deloitte of 
London. 

The titles are then transferred to a Ber- 
mudan company, which subsequently 
grants rights to the Hongkong subsidiary to 
use them as the newspaper's mastheads. 
The Hongkong company pays royalties for 
the use of the titles. 

In tax terms, the royalty payments of the 
Hongkong company are deductible as a 
working expense. As for the Bermudan 
company which receives the royalties, 
Hongkong tax law assumes that the 
offshore company has a profit margin of 
just 10%. So 10% of the royalties paid are 
taxed at the standard rate of Hongkong 
profits tax. Result: the taxman receives just 
enough to stop him from getting uppity. 

To be more precise, if all the profits are 
taken up in royalty payments, instead of 
paying tax at 16.5%, the effective rate falls 
to 1.65%. Since Ming Pao put the scheme 
into place in February, the full impact on 
net profits will not be felt until the year en- 
ding March 1992. Given this medium-term 
boost, the prospective price-earnings ratio 
of 6.7 and a yield of 8% certainly look at- 
tractive compared to those of SCMP. 

m Michael Taylor 


It was perhaps symbolic that San Miguel 
Corp.'s chief financial officer, Delfin 
Gonazalez, presided over the 1 March brief- 
ing of the company's 1990 performance — 
and not its chairman Andres Soriano III nor 


SHROFF 


its chief executive officer Francisco Eiz- 
mendi. For it is becoming increasingly ap- 
parent that fancy financial footwork rather 
than production breakthroughs will carry 
the Philippines’ premier company forward 
in 1991. 

Plagued by strikes in the first half of 
1990, followed by power, wage and in- 
terest-rate rises and a steep rise in ad va- 
lorem taxes from 37% to 50%, San Miguel's 
net income in 1990 fell 26% to P1.8 billion 
(US$72 million), from a year earlier, despite 
registering 19% growth in net sales to 
P43.8 billion. Some 16% of San Miguel's 
post-tax profit actually represented gains 
from the governments debt-to-equity 
scheme, which allowed the company to re- 
tire all of its US$57 million in foreign loans 
at the start of 1990. 

More financial shuffling was evident in 
the case of the company's Hongkong brew- 















Manila’s rising optimism 
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ery, which sold some of its property to 
take advantage of high real-estate prices. 
Shroff suspects that the Hongkong move 
was a model for what could be San 
Miguel’s major financial step in the next 
year — to exploit the value of its real-estate 
properties, which have multiplied by as 
much as 10 times in the past three years. 

In December, the company set up San 
Miguel Properties Philippines Inc., with 
the apparent intention of capitalising the 
new firm with San Miguel's real-estate 
holdings valued at market prices, including 
San Miguel’s shareholdings in KSA Realty 
Corp. — a joint venture between A. 
Soriano Corp. and the Kuok Group — and 
then selling 49% of the firm’s shares in the 
stockmarket. 

San Miguel officials say the book value 
of its real-estate holdings are 2541 million, 
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Dodge City 


but that the appraised value now nears P4 
billion. Based solely on the new firm’s book 
value, which would reflect the properties’ 
market values, San Miguel could easily 
raise at least P2 billon when it sells its 
shares in the stockmarket. 

m Rigoberto Tiglao 


According to a Malay proverb, "you cannot 
wash a crow in rosewater and expect its 
feathers to turn white." Shroff sees a case in 
point in Idris Hydraulic, which was taken 
over in January by a little known company 
linked to the United Malays National Or- 
ganisation (Umno), Malaysia s dominant 
political party. Even though Idris’ new 
owner dumped the company's board, 
which supported opposition leader Tunku 
Razaleigh Hamzah, it continues to stress 
that the investment-holding company's 
takeover was not politically motivated. 

But canny investors on the Kuala Lum- 
pur Stock Exchange (KLSE) have not been 
fooled. They realise that Idris, which had 
total liabilities and losses of M$649.5 million 
(US$240 million) at the end of 1989, is a 
promising investment vehicle now that it is 
on the right side of the political tracks. 

In addition, Idris' acting chairman, Ishak 
Ismail, has drafted a restructuring plan for 
the company, fuelling further interest in its 
shares on the KLSE. Some investors say 
Ishak's plan to revamp Idris has already 
been sent to Malaysia's Capital Issues Com- 
mittee for approval. 

The KLSE rumour mill also has it that 
Idris may soon announce a tie-up with a 
major financial institution. Some investors 
say the company is positioning itself to take 
over United Malayan Banking Corp., 
Malaysia's third-largest bank. Others say 
Idris wants to acquire Malayan Banking's 
controlling stake in Kwong Yik Bank, a 
major commercial bank. 

All this investor guess work about Idris 
presupposes that the company will be tap- 
ping Umno for help in its resurrection. 
Shroff believes such an assumption is a 
good bet, especially since Ishak is a close 
friend of finance minister-designate Datuk 
Seri Anwar Ibrahim. 

Financing for the Idris takeover by 
Umno-affiliated Tanjung Layang, whict 
has been described as just a “paper” com 
pany, came from party sources, analyst 
say. Although Idris’ board denies it, Shrom 
understands that the funds behind Tar 
jung Layang’s purchase of a 30% stake i 
Idris came from Roxy Electric Industrie 
long linked to outgoing finance minist 
Datuk Daim Zainuddin. Doug Tsuruo 
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The Commerzbank report 
on German business and finance 


3/91 





Privatising eastern Germany’s industry: 
emerging opportunities for investors 


The eastern German economy finds 
itself in a critical phase. Central planning 
was abolished a little more than a year 
ago, leaving behind an industrial sector 
unaccustomed to responding to market 
incentives. Under the old regime, state- 
owned enterprises accounted for practi- 
cally all of eastern Germany’s industrial 
production and most of its commerce. 
Over the years, low levels of fixed in- 
vestment and pervasive overstaffing of 
increasingly outmoded plants kept pro- 
ductivity down. 

The decision to sell off virtually all of 
the former GDR government’s industrial 
holdings has caused most of the big in- 
dustrial enterprises in the East to come 
up for sale. Ownership of the firms in 
question has been assumed by the Treu- 
handanstalt, a trust agency for which the 
Federal Finance Ministry is now respon- 
sible. The Treuhand’s mission is to sell 
viable firms to private investors and wind 
up those without a future. The businesses 
themselves have been organised as either 
publicly-quoted or limited liability com- 
panies under West German law, which 
was adopted by East Germany a few 
months prior to unification. 


Restructuring in full swing 

While it is clear that much of the for- 
mer state-owned manufacturing sector 
cannot hold its own on world markets 
without major restructuring, competi- 
tiveness varies from industry to industry. 
As the most advanced economy within 
Comecon, eastern Germany entered the 
new era with a considerable technologi- 
cal base on which to build. 

The Treuhand aims to sell entire firms 
- not individual assets — at their fair 
market value, and to this end, it is restruc- 
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"Conglomerates are 
being split up, and ancillary 
enterprises spun off." 





turing the businesses it owns. Under the 
old system, industry was dominated by 
Kombinate, huge, vertically integrated 
concerns that operated as monopolies in 
the sectors they served. These conglomer- 
ates are now being split up, unpromising 
product lines are being 
terminated, and ancillary 
enterprises spun off. 

One handicap in nego- 
tiations is the lack of 
meaningful financial rec- 
ords for eastern German 
firms. Under the old re- 
gime, the book values of 
assets were often grossly 
inflated. There is no way 
of knowing how a given 
firm would have per- 
formed in a market econ- 
omy. Even figures on ex- 
ports to western countries 
are not a reliable indica- 
tor of competitiveness, as such sales were 
heavily subsidised. 

Audited balance sheets as of July 1, 
1990 are now being drawn up. However, 
the valuation of real estate is a thorny 
problem, and in the absence of market 
prices for land, benchmark values have 
been set by the Finance Ministry. Most 
eastern German firms are heavily in- 
debted. The bulk of this is *old debt" 
that they were forced to assume under 
the central planning system. The *new 
debt" was incurred after July 1, 1990 in 
the form of so-called liquidity credits, 


1) Vis-à-vis western Germany 


guaranteed by the Treuhand. Moreover, 
significant contingent liabilities may 
arise as heavily polluted industrial sites 
are cleaned up to meet the stricter 
western German environmental stan- 
dards. Severance payments and related 
costs could create an additional financial 
burden. 

The Treuhand is actively seeking bid- 
ders from western countries other than 
Germany. Potential foreign buyers usual- 
ly rely on the expertise of local financial 


Strengths and weaknesses of eastern German industry 





Source: Ifo, Munich economic research institute. 


institutions and business consultants 
to put them on an equal footing with 
prospective investors from western 
Germany. 

Privatisation is a key element of 
economic reform in the former GDR. 
It is radical, eschewing a gradualist ap- 
proach to the changeover to a market 
economy. And while this radical re- 
structuring will undoubtedly be painful, 
it will launch eastern Germany's industry 
on à course that should eventually bring 
it up to par with its western German 
counterpart. 
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sia, the world’s most 

dynamic market place, 
is home to more than half of 
mankind. Every day events occur 
here which not only shape the 
destinies of its more than 4 billion 
people but affect the entire world 
as well. 

The Asia 1991 Yearbook does 
more than just cover these events 
— it compiles, analyses and 
interprets them for the reader. No 
business executive or scholar can 
afford to miss it. 

Decide for yourself whether 
any other single medium puts the 
social, political and economic 
realities of Asia at your fingertips 
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The Asia 1991 Yearbook has an 
abundance of photos and charts, 
tables and graphics to illustrate the 
material. 

The main body of the book 
contains chapters on 31 countries, 
ranging from Afghanistan to 
Vietnam, from the vastness of China 
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and India to the minute specks of the 
Maldives and Pacific Islands. 


NOW IN ITS 32ND YEAR... 

Matching the rapid pace of Asian 
development the Asia Yearbook 
provides detail and insight. It’s a 
book for everyone who needs to 
know about Asia. Now in its 32nd 
year, the Asia 1991 Yearbook is more 
thorough and comprehensive than 
ever. 


COUNTRY-BY-COUNTRY 
ANALYSIS... 


| Each country is discussed with up-to- 


1991 


| and population trends to foreign 


date reviews of its Politics and Social 
Affairs, Foreign Relations, Economy 
and Infrastructure, complete with a 
map, a potted history and a govern- 
ment list. The Asia 1991 Yearbook 
gives you first-hand information on 
everything from trade patterns 


investment and social and cultural 
developments. Each country chapter 
has a Databox full of essential vital 
statistics. 


| HOWITISDONE... 


Published by the Far Eastern 


7 Economic Review, the Asia 1991 


Yearbook is the result of thousands 
of hours of work during the year. 


i Every week, the Review’s corre- 
A spondents file on-the-spot reports 


from major Asian capitals and other 
areas of interest throughout the 
world. This leading team of writers, 
analysts, experts and research staff 
keep the Asia 1991 Yearbook on top 
of events. To give you Asia minus the 
mystery, minus the myth. To give 
you Asia as only the Far Eastern 
Economic Review can. Order your 
copy today. 
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When trees can be pests 


ity. But some scientists make an 
exception for the eucalyptus. 

Eucalyptus trees are the focus of a con- 
troversy among environmentalists, farm- 
ers, paper companies and Asian govern- 
ments. To industry, these fast-growing 
trees provide an abundant source of wood 
chips and pulp to meet the world’s grow- 
ing demand for paper. To organisations 
such as the World Bank and the Asian 
Development Bank, which have funded 
eucalyptus forestry programmes, the trees 
serve several purposes: they provide fire- 
wood, a good cash crop for small farmers, 
and an easy way to reforest areas stripped 
of natural timber. 

Critics assert, however, that eucalyptus 
farms rob local communities of water sup- 
plies and deplete the soil of nutrients. They 
also contest the social benefits of the planta- 
tions, arguing that small farmers are too 
often displaced from their land when big 
plantations move in. 

Opposition became so strong among 
small farmers in northeast Thailand three 
years ago that they rioted and burned 
eucalyptus planiations. The Thai Govern- 
ment subsequently discouraged expansion 
of eucalyptus plantations, but it has not 
eliminated them. India and Burma have 
also adopted policies to establish eucalyp- 
tus plantations. 

Eucalyptus trees are not beautiful, but 
they are biological wonders. These scraggy 
trees adapt well to a wide range of tempera- 
tures, soils and rainfall conditions. They 
grow where other tree species cannot sur- 
vive. Seiji Mori, a forester at Nissho Iwai 
Corp., a big Japanese trading house which 
runs a 5,000-ha eucalyptus farm in Papua 
New Guinea, says that eucalyptus is an ex- 
cellent way to reforest areas where natural 
timber has been cut. 

Eucalyptus is also an efficient producer 
of biomass. Indeed, some species that grow 
in wet regions spurt up as fast as 3 m a year 
and are ready for harvest only five years 
after planting. 

As a result, industry and banks are 
pushing the expansion of eucalyptus plan- 
tations in Asia and also in Chile and Brazil. 
The UN Food ánd Agricultural Organisa- 
tion estimates that by the year 2000, tree 
plantations in tropical areas will mushroom 
to 50 million ha, almost a quintupling of 
size since 1980. Eucalyptus will probably ac- 
count for a large proportion of the increase, 
the organisation says. 

Japanese companies, in particular, are 


lanting trees is usually regarded as 
P an environmentally virtuous activ- 





expanding eucalyptus-related operations 
overseas. Japan, which is the world's 

biggest importer of wood chips and pulp, 
last year imported 1.1 million tonnes of 
eucalyptus wood chips and pulp. 

“Japan has a big stomach" for wood 
pulp, says Akira Hamasaka, senior manag- 
ing director of Thai Eucalyptus Resources. 
The company is a consortium of Japanese 
firms that has built a processing plant in 
Thailand to chop Thai-grown eucalyptus 
logs into chips for export. 

But critics, including Yoichi Kuroda of 
the Japan Tropical Forest Action Network 
based in Tokyo, argue that eucalyptus de- 
prives farmers of water for growing their 
crops. Critics also assert that planting 
eucalyptus where it is not indigenous may 
outcompete native vegetation and disrupt 
the local ecosystem. Kuroda says that in 
some countries, such as Indonesia, rain- 
forest is being slashed to make way for 
eucalyptus farms. 

The World Bank acknowledged as far 
back as four years ago that eucalyptus 


Transporting eucalyptus seedlings in PNG. 


could reduce water supplies. World Bank 
official John Spears wrote in a 1987 letter to 
an environmental group that "indisputably 

. . the species does have a negative impact 
on total water yield" in arid or semi-arid re- 
gions. But Spears and others contend that 
the ecological effects depend on the objec- 
tive of the plantation and the environment 
where the trees are grown. 

With regard to nutrient depletion, field 
studies show that this depends on many 
factors, including the frequency of crop ro- 
tation, the mix of species planted, and the 
harvesting method. An investigation of a 
eucalyptus plantation in Spain indicated 
that the mineral and microbial content of 
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soil under eucalyptus was comparable te 
the dirt under oaks and pine. But expert: 
say that if bark, twigs, leaves and roots are 
removed during harvesting, the soil is 
likely to become thinner. 

Computer modelling may make it eas 
ier to predict the environmental impact o 
eucalyptus in new regions, says David Cas 
sells, assistant director of reforestation anc 
forest management at the Internationa 
Tropical Timber Organisation based in 
Yokohama, Japan. “The models allow yov 
to identify what factors are the most sensi 
tive" in a given region, he explains. As yet 
there have not been very satisfactory 
eucalyptus experiments in Thailand, but ii 
is possible to make reasonable deductions 
based on data collected from other coun: 
tries such as Australia, he says. "We neec 
more data for Southeast Asia." Ultimately 
the environmental impact of eucalyptus 
trees depends on proper management, ac 
cording to Cassells and other specialists. 

But critics argue that the bad socia 
impact of eucalyptus farms is just as im 
portant as the ecological consequences 
Kuroda of the Japan tropical forest actior 
group says that in Thailand and in In 
donesia, small farmers are being pushed of 
government-owned land to make way fo 
plantations. He says the governments ir 
these countries regard the farmers as squat 
ters on national land and sell the property 
to foreign companies. 

But from the farmers point of view 
Kuroda says, the government has taker 
away their land. In some cases, natives are 
forced to migrate because natural forest 
which provided their livelihood before, i: 
being cut to make way for the eucalyptus 
Often, they are enlisted to work on th« 
plantations, but "unfortunately low wage: 
are very common," he contends. 

Foreign ownership of plantations ha 
become so politically sensitive that Japanes: 
companies have distanced themselves fror 
owning plantations outright. Hamasak 
stresses that Thai Eucalyptus Reso 
does not own the plantation in Thailan 
but is simply providing the factory to p 
cess the lumber into wood chips. 

The International Tropical Timber 
ganisation's Cassells says that as pop 
tions in developing countries grow and 
need for more firewood or cash crops 
creases, raising eucalyptus can reduce 
need to cut more of the natural forest. 
given the current opposition to the 
Cassells says, "there's a danger of thro 
the baby out with the bath water." 

m Marj 
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5E 7 The Innovation of 
LK —— Combined Technologies 


The advancement of modern technology is a team effort. 
And Asahi Glass Company has been contributing to this important process for over eighty years. 
Most people know us only as the world's leading manufacturer of flat glass, automotive glass 
and glass bulbs. But throughout the years, we've been anticipating future needs and 
expanding into new and diverse technologies. And today, with many specialists working 
in the fields of electronics, new ceramics, fine chemicals, biotechnology and advanced glass, 
Asahi Glass is much more than just a glassmaker. 
By integrating the many areas of our expertise, we are pioneering new materials and processes— 
often before they are needed—helping to promote more rewarding and productive living. With our 
comprehensive international network of branch offices, subsidiaries and affiliates, Asahi Glass is 


deploying combined technologies for innovation leading to the breakthroughs of tomorrow. 
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Thinking for the Future 
ASAHI GLASS CO.,LTD. 
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HOW LONG IS LONG TERM? 


The answer is another question: how 
long do you need us for? Because, unlike 
otherbanks, The Long-Term Credit Bank of 
Japan will follow your business through 
from start to finish, until all your plans are 
successfully realized. 

Thats a policy that has helped us 
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become one of the world’s top 20 wholesale 
banks with over 60 offices around the globe. 
We were originally established in 1952 
to ensure a steady flow of long-term funds 
for industrial growth. 
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Banking Services such as Project Finance, 
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Investment Advisory Services, as well 
as a full range of additional Banking 
Services. 
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out what lengths we'll go to for you? 


The Long-Term Credit Bank of Japan, Limited 
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Where was Asia? 

In Charles Smith's overview on the Gulf 
[COVER STORY, 7 Mar.] he refers to the 
" Asian contributors to the allied war effort." 
Perhaps he would be good enough to 
elaborate on which nations and what con- 
tributions he has in mind. Other readers 
may share with me the impression that 
most Asian nations, seeing no dear eco- 


. nomic or political advantage for them on 


either side, had turned the "moral blind 
eye" towards the whole conflict. That cer- 
 tainly seems to be the stance taken by the 
REVIEW on behalf of the region. 

But you and they should be ashamed of 
' yourselves. You also should not be quite so 
short-sighted. One day the Soviet Union or 
China (or Vietnam for all that) may sort out 
their economic difficulties and nostalgia for 
the Cold War will suddenly be less fashion- 
able in Asia. 

Some advantages of a global police force 
may then occur to you. But, the Persian 
Gulf is vital to US and European interest 
and, in the end, Asia is not. Who will pro- 
tect "free Asia" the next time, Japan? 
Nairobi WARREN C. ROBINSON 





> Japan, Pakistan, South Korea, Bangladesh, 
Singapore, Hongkong, the Philippines, Australia 
and New Zealand all contributed either money or 
men to Gulf operations. 


Former Pakistani ambassador S. M. 
Koreshi [THE 5TH COLUMN, 14 Feb.] has 
been regrettably selective in the way he has 
chosen the countries in South Asia affected 
by the Gulf crisis. Bangladesh was not 
mentioned at all, though more than 65,000 
workers were repatriated to Bangladesh 
from Iraq and Kuwait. 
Geneva 


A case of refinancing 

In reference to Michael Taylor's The Lippo 
Link [14 Mar.], and Schroders Asia's in- 
volvement with Hongkong Building and 
Loan Agency (HKBLA), allow me to clarify a 
few points. 

The HK$600 million (US$77 million) 
raised by HKBLA is a refinancing exercise 
and there is no new money involved. Al- 
though only HK$530 million of the subject 
facility has been utilised to replace existing 
outstanding debts, the balance will be used 
to replace other credit lines which were 
cancelled subsequent to the closing of the 
refinancing package. 

Under the terms and conditions of the 
HK$600 million refinancing arrangement, 
the rights and benefits attached to a large 
portion of HKBLA's mortgages are assigned 
to the lenders upon the occurrence of cer- 
tain events, including events of default, 
and as such, the HKBLA is inhibited from 
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gages. eds is difficult to see howe HK BL 
offer the individual depositor these 

gages as security for his funds as sug 
in the article without first prepa 
sums due under the refinancing 
ment. 
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Ambassadorial antics 
Nicholas Platt, US ambassador to 
Philippines, has engaged in mor 

i walking out t angrily | onas 3i 


of the Philippines Pics even before. 
had an opportunity to state her poi 
view at a public forum on the future € 
bases. In addition, the US Emba 
Manila is spreading the word that: 
the US bases be terminated, in 
Philippine passport holders would 
granted single-entry visas to visit 
families in the US instead of the pres 
multiple-entry visas. 
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Retraction and Apology 


On the 21st May 1987, our 
"INTELLIGENCE" column in an item 
entitled "Sarawak Sale?" reported that the 
Prime Minister of Malaysia, Dato Seri Dr. 
Mahathir bin Mohamad, on a visit to 
Brunei discussed with the Government of 
Brunei a possible sale of the territory 
known as Limbang, which is part of the 
Malaysian state of Sarawak. The item 
asserted that this was the main reason for 
his visit rather than the stated purpose of 
improving transportation links. The said 
report was unfounded and we 
acknowledge that the Prime Minister 
never contemplated the sale of any part of 
the Federation of Malaysia to Brunei or 
any other foreign state. The Review 
unreservedly retracts any imputations 
defamatory of his character and the office 





Sabah (24). 
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Bagged Cement 

The public listing of cement company 
Semen Gresik, the first of probably 50 
Indonesian state-owned enterprises to go 
public, is likely to be postponed. The 
company is worried that there is not 
enough domestic demand for the roughly 
US$140 million issue, though foreign 
interest in the issue has been reasonably 
strong. Meanwhile, the International 
Finance Corp. (IFC), the private-sector arm 
of the World Bank, has decided not to 
participate in Gresik's underwriting 
syndicate. Sources say the IFC was 
concerned that overseas investors would 
look askance at Gresik's financial 
statements as they were audited by a 
state-owned accounting firm. Gresik has 
rejected suggestions for an independent 
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review of its accounts. Gresik plans to use 
the proceeds from the issue for a new 
US$280 million cement plant. 
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Retired Hongkong court of appeal justice 
Simon Li, 68, is said to be one of Peking’s 
favourites for a seat on the colony’s court 
of final appeal, which is due to be set up 
in the next few years. In 1985 he was 
appointed by Peking to the Basic Law 
Drafting Committee, which was 
responsible for writing Hongkong’s 
post-1997 “mini constitution.” Li, who 
holds a full British passport and comes 
from a wealthy and influential Hongkong 
family, retired from the colony’s judiciary 
in 1987. In the past few years, he has 
become a harsh critic of the British and an 
advocate of Peking. 


Cop Out 

Thai national police chief Gen. Sawat 
Amornvivat, who was only appointed in 
January, may be removed soon. Sawat 
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Use] billion from a broadly diversified 
range of food lines and retailing 
operations. The group has embarked on 
a drive to penetrate the US market, using 
as a spri its US$335 million 
acquisition of heavily indebted Wyndham 


apparently annoyed his senior military 
colleagues by being slow to respond to 
their call to him to take part in the 23 
February coup against former prime 
minister Chatichai Choonhavan's 
government. Although appointed a 
deputy leader of the military's National 
Peacekeeping Council (NPC), Sawat has 
remained quiet throughout the post-coup 
period. Military sources say his fellow 
generals may remove him from the police 
to a full-time position with the NPC. This 
would pave the way for police Lieut-Gen. 
Boonchu Wangkanond, a Chulachomklao 
Military Academy classmate of most of 
the coup leaders, eventually to become 
police chief. 


Plastic Money 

The Fujian provincial government has 
sweetened its negotiations with Formosa 
Plastics Wang Yung-ching by offering 
him banking opportunities if he follows 
through with his plans to invest in a 
multibillion dollar petrochemical complex. 
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Wang would be allowed to set up his own 
bank in Fuzhou and Xiamen while other 
Taiwan businessmen interested in 
banking investment would still need 
Peking's approval. Under pressure from 
the Taiwan Government, Wang has 
refused to talk publicly about his Xiamen 


bigger obstacle has been Vietnam's 

postponement of its party congress until 
June, Asean officials had hoped an earlier 
convening of the congress would weaken 
Vietnamese Foreign Minister Nguyen Co 
Thach's resistance to compromising with 
China over a settlement of the Cambodian 





investment plans since last year. problem. 

Delayed Action Bugging Out 

It now seems 5 Japanese negotiators have insisted that 
unlikely that a ẹ future talks on normalisation of relations 
meeting of the ? with Pyongyang should be conducted 
Cambodian Supreme ” outside North Korea because they fear 
National Council their communications with Tokyo may be 
(SNC) can be intercepted. As a compromise, the third 
convened in Jakarta round of the bilateral talks will be held in 
before April. Peking — the first and second sessions 
Although senior were conducted in Pyongyang and Tokyo 
Officials from Thach. respectively. The Japanese complained 
Indonesia and France that during their mission to Pyongyang 
— co-chairs of the Paris International last month, they were accommodated in a 


Conference on Cambodia — have been 
despatched to Phnom Penh in advance of 
an SNC meeting, observers say a 


guesthouse with only one international 
telephone line, making contact with 
Tokyo difficult. 
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Y ith rau elections likely to be 
. Called for mid-May, the cur- 
tain is pulled on veteran 
politico. Chandra Shekhar's 


catch wrongfooted his resented backstage 
anager — Congress party leader Rajiv 
idhi. 


: The peculiar liaison between Chandra 
ekhar and Gandhi — formed in the 
hurly-burly at the fall of V. P. Singh's Janata 
Dal government last November — was 
never meant to last, though solemn 
promises were given to President R. Ven- 
kataraman that the two would stick to- 
gether for at least a year. The deal was a 
simple and cynical one. It gave splinter- 
group leader Chandra Shekhar a spell in 


premiership he would never otherwise 
Jt gave Gandhi considerable power 
government while deferring an elec- 

he thought, to the time of his choos- 


Af er “only three months; relations were 
re ady chilly. Chandra Shekhar was not 
uite the puppet that had been imagined. 
y allowing US military aircraft to refuel in 

Ik Ha well into the Gulf. War, he com- 
promised the non-alignment set as India's 
touchstone of foreign poll 2 Gandhi's 
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handra Shekhar resigns, setting stage ie for May a ions 





grandfather Jawaharlal Nehru. He talked 
down the private sector, whose champion 
Gandhi had tried to become. 

Just when it might have lapsed with a 
nudge from the top, he let investigations 
continue into the Bofors arms-purchase 
scandal, which had dogged Gandhi's 1984- 
89 prime ministership. Important ministries 
were left untended and cabinet colleagues 
were undisciplined. 

Most irksome perhaps, Chandra Shek- 
har settled into the prime minister's job 
with considerable aplomb. He took initia- 
tives on two deadlocked issues, inviting 
Sikh separatists to unconditional talks and 
bringing Hindu and Muslim scholars to- 
gether for the first time to discuss the his- 
torical evidence about the disputed religi- 
ous site at Ayodhya in Uttar Pradesh state. 
Neither initiative led anywhere, but it 
looked impressive for a while. 

Despite the socialist rhetoric, Chandra 
Shekhar appeared set to introduce a rigor- 
ous budget to IMF specifications — for 
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which Gandhi would get little of the policy 
credit and all of the electoral fali-out. Cau- 
tious and conciliatory in his statements, 
Chandra Shekhar projected a relaxed 
maturity which made Gandhi look corres- 
pondingly stiff and unseasoned — to the 
point where some powerbrokers in Con- 
gress started thinking aloud that the party 
might do better under him than Gandhi. 
The tail was wagging the dog. 

From January, Gandhi had been trying 
to assert his authority both over the Con- 
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gress and the government. The powerful 
Congress Chief Minister of Maharashtra 
state, Sharad Pawar, who was deemed too 
chummy with Chandra Shekhar, was 


_ brought into line by a manipulated rebel- 





lion in his state cabinet. Regional parties al- 
lied at central level with Singh's Janata Dal 
were ousted from power in Assam and 
Tamil Nadu state by the imposition of di- 
rect presidential rule from New Delhi be- 
cause of alleged national security threats. 
Chandra Shekhar had to stop the refuelling 
of US aircraft after public letters from Gan- 
dhi. A full-fledged fiscal budget for the year 
starting April was deferred until May, to 

help Congress and its local ally in Tamil 
Nadu state elections. 

Even so, by mid-February Gandhi 
seemed impatient with the increasingly 
invidious arrangement with Chandra 
Shekhar. He explored with Venkataraman 
the possibility of forming a new govern- 
ment without elections, while the Con- 
gress numbers-men began sounding out 
potential defectors and coalition partners in 
other parties to gain the extra 50 or so MPs 
needed. While feelers went out to the 
mainstream Janata Dal and even. the 
leftists, the most easily suborned appeared 
to be the perennial opportunists in 
Chandra Shekhar’s Janata Dal (5) party. 

Gandhi also started to announce that his 
fear of elections was receding. At a dinner 
with journalists, he let it be known a com- 
missioned opinion poll showed Congress 
winning nearly 300 seats, a workable 
majority, if elections had been held at the 
end of January. The wave of Hindu fervour 
stirred by the rightwing. Bharatiya Janata 
Party’s march on Ay xit ya last October 
seemed to be waning. For his part, 
Chandra Shekhar developed à reckless air 
of indifference, belittling Gandhi's initia- 
tives at the same time as bending to Con- 
gress pressure. 

The final rupture was precipitated by 
two unlikely figures, Constables Prem 
Singh and Raj Singh of the Haryana state 
police force which is controlled by Chandra 
Shekhar's party. The two were found on 2 
March lurking in a tea-stall outside the 
Congress party headquarters in the capital. 
Their task, all too evidently, was to note 
down the comings-and-goings of potential 
Janata Dal (S) defectors. 

Although some Congress sources won- 
der whether Chandra. Shekhar could have 
been unaware of the sac Congr ess 
























_ eral secretary Om Prakash Chautala, the el- 
. dest son of Deputy Prime Minister Devi 
. Lal. Both had recently served as Haryana 
chief ministers, Devi Lal moving to central 
. politics in November 1989 and Chautala as 
_ his successor until forced to resign by V. P. 
© Singh over electoral malpractice. 
< Another member of this household, 
. Devi Lal's disaffected second son Ranjit 
Singh, was suspected of trying to or- 
 ganise a mass defection from Janata Dal 
^ (S) to Congress. Hence the surveillance 
provided by the friendly Haryana state re- 
gime. 
When Gandhi made a major fuss out of 
this, it appeared at first an attempt to divert 
attention from a snooping case that had se- 
: verely embarrassed himself. A week be- 
fore, the fortnightly magazine India Today 
published details of a police investiga- 
into telephone-tapping, initiated in 
April 1990 by V. P. Singh ironically on 
à complaint by then-colleague Chandra 
Shekhar. 






7w« he report found that hundreds of 
-"wire-taps had been conducted 
during Gandhi's prime minister- 

S ship against not only rival politi- 
dans, regional dissidents, trade unionists 
and religious leaders but also against 
cabinet colleagues. The agency involved 
was the Intelligence Bureau, India’s internal 
‘Security body under the direct control of 
the prime minister. The story in India Today 
conflicted with denials made in parliament 
by Gandhi while in office. 

."Yet Congress colleagues said Gandhi 
was genuinely outraged. Whether this was 
reasonable, given the wire-tapping report 
and the fact that Congress was openly try- 
ing to subvert the Janata Dal (S), is debata- 
ble. Chandra Shekhar offered inquiries. 
Gandhi demanded heads: according to re- 
ports, initially the dismissal of the Haryana 
government, later at least those of Chautala 
and Chief Minister Hukam Singh. Given 
Devi Lal’s cout in the government, 
Chandra Shekhar was hardly in a position 
to oblige. 

On the afternoon of 5 March, Congress 
began a boycott of parliament to try to force 
punitive action. The disparate opposition 
parties gleefully woke up to the fact that 
without Congress, the government was 
open to a vote of no-confidence. The 
speaker of the lower house of parliament, 
staved off a vote against the government 
that night, but the attack resumed the next 
moming. Shortly after midday, with the 
Congress benches still empty, Chandra 
Shekhar arrived to announce he had just 
given his resignation to the president and 
recommended the dissolution of parlia- 

-By resigning before losing parliament's 
confidence, Chandra Shekhar pulled some 
coals from the fire. Congress had not an- 











instigator as Janata Dal (S) gen- 


was merely absent from parliament in pro- 
test on a particular issue. When Chandra 
Shekhar met the president, he was heading 
a government that technically had majority 
support in the lower house; thus his advice 
should all the more readily be accepted. If 
elections were inevitable, Chandra Shekhar 
would at least go into them as caretaker 
prime minister. 

Further narrowing the president's op- 
tions was the tight timetable for govern- 
ment appropriations. With the current fis- 
cal year ending on 31 March, the interim 
budget had to be passed to avoid the gov- 
erment running out of funds. If Gandhi 
were to be given a chance to form a new 
government, he would have to succeed 
within days and demonstrate it by passing 
the budget. The opposition parties insisted 
that without promise of a dissolution, they 
would vote solidly against any appropria- 
tion. | 

To an extent that puzzled and con- 
cerned editorialists, Venkataraman delayed 
his decision from the 24 hours promised at 
first to nearly a week while a procession of 
political leaders trooped through his office. 
Behind the general bravado about being 
willing to face the voters, panic set in 
among those legislators whose election 
prospects were dimmest. 

Over the week of silence from the presi- 
dent, a series of unlikely alliances were pro- 
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Mayor parties will vie for 





| he elections will be a test for three 
M powerful forces vying for the middle 
JE. ground of Indian politics, turf oc- 
cupied for all but about four years since in- 
dependence in 1947 by the Congress party 
with its banner of secular nationalism, so- 
cial conservatism, and centralised control. 
One force will be Congress itself, look- 
ing to regain something closer to the 398- 
seat majority in the 543-seat Lok Sabha, the 
lower house of parliament, it held before 
the November 1989 elections when its rep- 
resentation was slashed to 211 seats. Wrap- 
ped up in this will be the mystique of the 
Nehru-Gandhi family — tainted by Indira 
Gandhi's emergency rule in the 1970s and 
corruption scandals during Rajiv Gandhi's 
1984-89 premiership — but still such a pow- 
erful force among villagers and educated 
urban people alike. 
The attackers will come from two sides, 
both aiming to break the traditional Con- 
gress hold on the mainstream Hindu con- 


stituency — about 83% of the population — 
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ar has done Gandhi lii 
ch damage. Through 1 
Tamil Nadu intervention and the bud; 
deferral, many saw him as manipuli 
wiling to subordinate urgent n 
needs to his own political advantage 
gress appeared more and more the p 

backroom deals and hidden pressu 
rather than policies and debate. 
end, Gandhi is widely seen as having b 
dered into an election on a trivial and some- 
what hypocritical issue. 

























votes. 

On the Left, the assault comes i 
Janata Dal led by former prime 
V. P. Singh and its diverse allies, . 
clude regional parties and the comi 
Their appeal is an equity-based one 
lower Hindu castes. These leftist gro 
want to widen reservation of government. 
jobs — now confined to a 27% quota for 
former untouchables and tribals — to 
nearly 50% to include various other middle 
and lower castes. Thus they threaten to 
split the Congress constituency herizon- 
tally. 

On the Right, it comes - 
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growing, highly orge nised Bharati 






























Party (BJP) and its allied r lass MOVE! 
of Hindu revival. Professing to` 
while seeking a Hindu Rashtra (i 
tion), it portrays the Hindus as di 
taged by the various privileges and 
tonomies given to minorities, which 
wants to withdraw. This threatens a ve 
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cal split of the Indian electorate. 

The BJP and to a lesser extent the Janata 
Dal are more prepared to face the electorate 
than Congress. The BJP wants to capitalise 
on the Hindu fervour stirred up by its 
march last year on the mosque at the Uttar 
Pradesh town of Ayodhya which sits atop 
the reputed birthplace of the Hindu deity 
Ram — a march which ended in the deaths 
of dozens of Hindu devotees as police fired 
on crowds trying to demolish the mosque. 
The Janata Dal has found its bold reserva- 
tion policy has struck chords with the asser- 
tive middle castes numerous in the two 
northern states of Uttar Pradesh and Bihar, 
which together elect one-quarter of the Lok 
Sabha. 

Many Congress leaders fear that in 
these important constituencies the party 
will come a poor third in most three-way 
contests and that the main fight will be to 
determine whether communal or caste con- 
sciousness holds sway in the populous 
Hindi-speaking plains of northern India. If 
Rajiv Gandhi fails in his attempt to sell 
Congress as the party of political stability 
and economic progress, some fear this 
could become a near permanent state of af- 
fairs: too long out of power, Congress will 
hardly be able to peddle stability. 

It is not at all certain that the forthcom- 
ing showdown will be decisive, however. 
Many political analysts believe it will take 
two or three elections before any long-term 
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trend is established. India could thus be en- 
meshed in the tangles of coalition govern- 
ments for many years to come. 

Meanwhile, the May election promises 
to be bitter, confused, quite possibly very 
violent, and utterly draining of the atten- 
tion that should be focused on crucial is- 
sues like the foreign-payments crisis — for 
which the country should ideally be pro- 
jecting an image of calm and purpose for 
the benefit of international lenders. 

A general election in India is a massive 
and expensive affair at the best of times, in- 
volving half-a-billion potential voters speak- 
ing numerous languages. This time it will 
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Chandra Shekhar and Gandhi one day before the split: unlikely partners. 


take place in the hot and busy month of 
May, when farmers will be harvesting and 
the country starting to swelter with the ap- 
proach of the annual monsoon rains in 
June. 

Gandhi proclaims the BJP will be the 
main enemy for Congress, an “alarming” 
one, though this may disguise a deeper 
worry about Janata Dal. The contest with 
both will be chiefly in the north and north- 
west: Congress did well in the southern 
states in 1989 and is resigned to having 
some of those gains wound back by region- 
al and leftist parties. In the north, the BJP 
might be the one to suffer a backlash in the 
three states it controls: Madhya Pradesh, 
Rajasthan and Himachal Pradesh, and the 
two — in Gujarat and Bihar — where until 
last year’s rupture it backed Janata Dal gov- 
ernments. 


dangers as well as the potential elec- 

toral benefits of the Ayodhya fer- 
vour. Had an election been held at the end 
of last year, the party believed it could have 
substantially increased its 84 Lok Sabha 
seats to become the established alternative 
to Congress. Keeping that fervour on the 
boil has been a problem the party hoped to 
solve with a series of mass movements dur- 
ing this year: a mass picketing of parlia- 
ment in New Delhi on 4 April, a march on 
Kashmir in June to protest at the exodus of 


T he BJP has been acutely aware of the 
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(bread) to Ram in its popular motto. It de- 
cided it would contest 450 to 500 seats in 
the next elections, as against the 200 it 
fielded in 1989 when it cooperated with the 
Janata Dal and the leftists in all northern 
states save Bihar. 

Around the same time, V. P. Singh 
raised his own standard of social equity 
even higher at a Janata Dal convention in 
Puri, Bihar, by urging the party to set aside 
6095 of its own posts for lower castes, 
minorities, and women. Singh himself is 
villified by the English-speaking urban elite 
for using caste war for cynical vote-grab- 
bing purposes, but retains a reputation for 
probity and continues to prove himself a 
crowd-pulling speaker. 

By deliberately raising the level of Janata 
Dal radicalism, Singh has touched off alarm 
inside his party as well as outside. Numer- 
ous senior colleagues were clearly reluctant 
to pursue the reservation issue. But Singh 
may well be on the way to giving his party 
a confirmed pool of voting support among 
the increasingly aggressive lower castes of 
the north. In addition, his coalition can tap 
pervasive anti-Brahminism in the south 
where proportionally more numerous 
lower castes have already asserted their 
political power. Singh's forthright stand 
against the BJP on Ayodhya and his criti- 
cism of US policy in the Gulf crisis are 
widely regarded as having secured the 
Muslim vote. 

If the Muslim vote and large 

Š chunks of the Hindu vote have 

been carved away from Con- 
| gress, Gandhi has so far man- 
į — aged to articulate only a weak 
i secular appeal to Indians. He 
has singled out inflation, eco- 


— al ! j nomic growth, law and order 


Hindus from the rebellious Muslim-major- 
ity region. 

Yet, party leaders also worried the BJP 
risked becoming a one-issue party, with the 
proposed Ram temple at Ayodhya a sym- 
bol of religious devotion rather than resur- 
gent Hindu-based nationalism. To reach 
out to the progressive Hindu south, it 
needed to stress its broader range of 
policies — which include pragmatic eco- 
nomics, an overt nuclear-based defence 
strategy, and a tilt to the West in foreign 
policy. 

At a four-yearly convention held in 
Jaipur in early February, the BJP added roti 
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and stability as his concerns but 
has not yet put forward con- 
vincing policies in these areas 
which everyone admits to be 
critical. 

With his early drive to bring 
a technology-led revolution to 
India having run into the sands 
by November 1989, Gandhi has 
not managed to use the period 
in opposition to weed out the 
have-beens and _ hangers-on 
from the Congress list of MPs and candi- 
dates, or to refurbish the party’s outdated 
platform. 

In his own leadership, Gandhi has often 
seemed to vaccillate between remote inacti- 
vity and sudden urges to get his own way. 
More than six years after being thrust 
into leadership on his mother's assassina- 
tion — most of them as prime minister — 
Gandhi remains for many Indians an un- 
formed, even childish character. In certain 
circumstances this can have its politicial ap- 
peal, but perhaps not when trying to pro- 
ject stability and security. 

m Hamish McDonald 
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China demands set-aside from reserves 





i AA AA etsi naa ee emanan aa E th 


By Emily Lau in Hongkong 


AE» ——— RP 


Yhe Chinese Government has de- 
-»manded that the Hongkong Gov- 
ernment immediately set aside a 
substantial amount of money — possibly as 
much as HK$50 billion (US$6.4 billion) — 
from the fiscal reserves for the future spe- 
cial administrative region (SAR) government 
when the British colony reverts to Chinese 
sovereignty in 1997. 
The demand, which dominated talks on 
4 and 6 March between Lu Ping, director of 
the Chinese State Council's Hongkong and 
-Macau Affairs Office, and Hongkong’s 
Governor Sir David Wilson, was not 
explicitly linked to the Hongkong Govern- 
ment's plan to build a new international air- 
port at Chek Lap Kok on Lantau island. But 
China has consistently argued that Hong- 
kong's reserves could be dangerously de- 
pleted if the airport were financed with 
public funds. The creation of the set-aside 
thus seems to be a condition for Peking to 
give its blessing to the project. 
It is understood the Hongkong Govern- 
Tent rejected Peking’s demand, as it went 
beyond the 1984 Sino-British joint declara- 
tion’s stipulation that Hongkong “will 
have independent finances.” However, the 
Hongkong Government is said to have pre- 
pared a counter-proposal which will be 
handed to the Chinese Government by the 
British Embassy in Peking. It is unclear 
what financial constraints — if any — the 
Hongkong authorities are prepared to im- 
pose on themselves, but the counter-pro- 
posal will seek to reassure China that the 















colony’s economy will be managed in a 
prudent and responsible manner during 
the next six years so that a large sum of 
money would be available to the SAR gov- 
ernment. | 

Britain is hinting it will expect concrete 
progress on the airport project and related 
financing problems if Foreign Secretary 
Douglas Hurd visits Peking in April. Hurd 
would be the first foreign minister from a 
major Western country to visit China since 
the June 1989 Peking massacre. 

A senior Hongkong Government official 
recently estimated that the fiscal reserves in 
1997 would be around HK$30 billion, fol- 
lowing several years of intense building ac- 
tivities involving the airport, major high- 
ways and reclamations. The estimate was 
rejected by the Chinese side, who main- 
tained that the reserves in 1997 could be as 
low as HK$5 billion. Even the British esti- 
mate would represent a sharp fall from 
the present level of HK$72 billion, which 
excludes an undisclosed surplus amount- 
ing to several tens of billions of local dollars 
held in the Exchange Fund for backing the 
currency. 

The Hongkong and Chinese govern- 
ments also disagreed over the estimated 
1997 balance of the Land Fund. Under the 
joint declaration, half of the income from 
land sales during the 13-year transition 
period would be deposited in the sar Land 
Fund, which would form part of the post- 
1997 reserves. The balance of the Land 
Fund stands at HK$20 billion, and Financial 
Secretary Sir Piers Jacobs said it is expected 
to reach HK$70-80 billion in 1997. Jacobs’ 
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estimate v was not accepted bv the: 

Apart from uncertainties over lev 
public spending, land sales and ecor 
growth, the actual level of reserves wi 
pend on how the airport project 
nanced. Ironically, the Hongkong z Gove 
ment was forced into saying it wo 
nance the entire project because Pekin 
consistently refused to give its bl 
making foreign banks and corporations n 
luctant to take part. 

Last October, Hongkong's Chief Se 
tary Sir David Ford announced the g 
ment would finance construction 
bridge that would link Lantau wi 
Kowloon peninsula. This decisio: 
the previous proposal for a bui a 
transfer formula, under which ; ay 
consortium would have finar 
bridge’s construction and Speri 
toll basis for a number of years be 
ferring it to the SAR government. F 
nouncement showed Hongkong w 
mined to build the airport, e 
meant financing the p project with 
money. 

The Chinese Government's 
about Hongkong's finances has 
tradictory statements from Pe 
how quickly it wants the airport proi 
completed. : 

In the past few months, Chinese ai ; 
dials and pro-Peking supporters have re 
peatedly taken the Hongkong Government. 
to task for trying to rush through the air- 
port project, saying there was plenty. of : 
time for it to be completed after 1997, i 

The REVIEW has now learned that, con- 
trary to its public position, the a inese 
Government demanded the Chek Lap Kok 
Airport be completed before 1997 in v order 
to ensure neither the SAR nor Peking would 
be held responsible for repaying the del á s 
or for completing the project. 

Peking’s demand that one seat on 
12-member Airport Authority shou 
given to a Chinese official, either f "om 
Bank of China's Hongkong branch 
Land Commission, has been acce 
the Hongkong Government. Bot 
also agreed to set up an airport 
committee which will not be an 
power. The Chinese have appare: 
doned their demand for a veto power 
the airport project for the time being... 
told local communist trade unionists that 
decisions on the airport should be made by 
the Hongkong Government. 

Besides haggling about money, Lu used: 
the occasion of the visit — the first by s 
a senior Chinese official since the 1989 : 
king massacre — to assure the b 
community that “a prosperous Ho 
means a prosperous China.” He t 
pectant audience from the Hong 
General Chamber of Commerce | 
would do everything within his p 
ensure they would continue - 
money after 1997, 
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Thailand realigns foreign 
policy on Cambodia 

> Newly appointed Thai Foreign Minister 
Arsa Sarasin has said the decision by the 
previous government, under then prime 
minister Chatichai Choonhavan, to set up 
a trade representative office in Phnom 
Penh will be delayed until there is a 
comprehensive solution to the Cambodian 
conflict. Arsa is known to enjoy good 
relations with the military leadership 
which overthrew Chatichai in a 23 
February coup, and apparently will go 
along with their wishes to drop the 
Chatichai government's pursuit of a policy 
that leant towards the Vietnamese-backed 
Phnom Penh regime at the expense of the 
three Cambodian resistance factions. 
Shortly after the coup, Army Commander 
Gen. Suchinda Kraprayoon said the 
Khmer Rouge would have to play a part in 
a solution to the Cambodian conflict. This 
marked a departure from the Chatichai 
government, which was seen to cold- 
shoulder the Cambodian resistance in 
favour of reaching an accommodation with 
Phnom Penh and Hanoi. 


Five Burmese dissidents 
sentenced to death 


» Five dissidents have been sentenced to 
death in connection with a rocket attack 
near the capital Rangoon, the official 
Burmese radio announced on 7 March. 
The attack, which caused little or no 
damage, took place on 6 January at Yaygu 

. railway station in Mayangon township 
north of Rangoon. According to the official 
statement, the saboteurs were young 
Burmese anti-government activists who 
had been sent from the Karen rebel base of 
Manerplaw near the Thai border. Their 
mission was to attack facilities owned by 
foreign companies investing in Burma, 
blow up the Thai Embassy in Rangoon and 
free political prisoners held in jails 
around the capital. Another 10 suspects 
involved in the abortive attack were each 
sentenced to 20 years' imprisonment, the 
radio said. 


New Sri Lanka defence minister 
offers to talk with Tigers 

> SriLanka's Prime Minister Dingiri Banda 
Wijetunge, appointed Minister of State for 
Defence following the assassination of the 
previous defence chief Ranjan Wijeratne in 
a bomb attack on 2 March in Colombo, 
offered to open negotiations with the 
separatist Liberation Tigers of Tamil Eelam 
(LTTE) on 7 March. Making his first 
statement in parliament after taking over 
the defence portfolio, Wijetunge said that 


“the doors are still open to those who 
aspire to capture power through the bullet 
to do so through the ballot by joining the 
mainstream of democratic politics." While 
the LTTE remain the prime suspects in 
Wijeratne's murder, the police have yet to 
make any real headway in their 
investigation of the death of the former 
minister and at least 30 other people killed 
in the explosion. 


South Korea to apply for UN 
membership later this year 


> South Korea will apply for UN 
membership this year, irrespective of 
North Korea's stand, Foreign Minister 
Lee Sang Ock said on 8 March. He told 
a press briefing that Seoul in principle 
would like both parts of Korea to be 
admitted, but if the North continues to 
demand a combined seat, the South would 
seek separate membership. The 
membership application is expected to be 
filed at a General Assembly meeting in 
October, but South Korean diplomats are 
already canvassing support. While China 
has made no definite commitment, the 
Soviet Union has clearly indicated it would 
endorse Seoul's bid at the Security 
Council's permanent committee. 
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Taiwan seeks return of 
coastguards abducted to China 


9 Taiwan has asked the Red Cross to 
negotiate the return of three coastguard 
officers who were abducted by mainland 
Chinese fishermen and taken to Fujian 
province. Chinese Red Cross officials 
confirmed the three men were safe and 
staying in a local hotel. The officers were 
seized when they boarded a Chinese 
fishing boat during an anti-smuggling 
operation, which then sped off with the 
coastguards on board. According to 
Chinese Red Cross officials, a fisherman 
was shot dead during the incident. 
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Formation of new Bangladesh 
Government delayed 


> A technical legal 
delay in 
administering the 
oath to Bangladesh's 
newly elected 
members of 
parliament has 
delayed the formation 
of a council of 
ministers — in effect Khaleda. 

the government — 

headed by Begum Khaleda Zia until 19 
March. Khaleda leads the Bangladesh 
Nationalist Party (BNP) which emerged as 
the single largest party following the 27 
February elections. Meanwhile, the 
rightwing Jamaat-e-Islami has announced 
it would support the BNP's move to form a 
cabinet, which would allow the party to 
prove its majority in parliament. 





Soviets close Pyongyang 
bureau, open another in Seoul 


> While the Soviet Government 
newspaper Izvestia is closing its bureau in 
the North Korean capital Pyongyang, the 
Soviet state newsagency Tass plans to 
open a new bureau in South Korea shortly, 
according to Tass officials who visited 
Seoul recently. Tass and South Korea's 
Yonghap News Agency are expected to 
sign a news cooperation agreement soon 
to exchange news despatches. A number 
of South Korean newspapers and two 
major television stations already base 
correspondents in Moscow. The 
development reinforces closer economic 
and diplomatic relations established since 
the exchange of full embassies between the 
two countries last year. 


Vietnam's communist party 
expels newspaper editor 


> The Vietnamese Communist Party has 
expelled Bui Tin, the deputy editor of the 
party's Nhan Dan daily newspaper. Bui Tin 
began sharply criticising Hanoi's leadership 
and demanding greater reforms last 
December from Paris, where he had 
attended a conference, according to the 
Vietnam News Agency (VNA). Bui Tin, 
who has been interviewed in recent 
months on the BBC's Vietnamese-language 
service, was charged with "making 
speeches on foreign radio and in the press 
that betrayed the party," VNA said. Bui 
Tin's expulsion comes in the midst of 
sharp debate within the party over several 
draft economic and political documents 
prepared for the party's upcoming 
congress, tentatively scheduled for June. 
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At The JW Marriott 
Hotel Hong Kong, 
We Do More Than 
Stand On 


Ceremony When 
You Check-in. 
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JW MARRIOTT HOTEL. 


HONG KONG 





Although the surroundings are worthy of a little pomp 


and circumstance, we do more than dazzle you with our 
decor. When you join us for business, we get down ti 
business. It’s a Marriott tradition and one which has 
won us praise in the US where Marriott is ranked #1 
among business travelers. And now our reputation for 
topnotch performance is helping us gain new ground in 
Hong Kong. 

Prompt, reliable and exceptionally friendly service, 
it's the ultimate luxury today. At the JW Marriott Hote! 
Hong Kong, it clearly shapes the way vou do business 


while in Hong Kong. 


For reservations in Asia Pacific, call: Bangkok 231 0485, Colombo 549881, Guam 477 8843, Jakarta 578 1710, Kathmandu 220155, Kuala Lumpur 232 4903 
Manila 815 4946, 817 6067, Seoul 778 0394-5, Singapore 291 7300, Sydney Toll Free 008 251259, Taipei 751 1376, Tokyo 215 7285, or contact your local travel professional 
The JW Marriott Hotel Hong Kong, Pacific Place, 88 Queensway, Hong Kong. Tel: 810 8366, Fax: 845 0737, Thx: 66899 MARTT HX. 
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Versatility and quality — 
Siemens in Southeast Asia 


The scope of activities of Siemens in 
Southeast Asia extends across a wide 
spectrum of electrical engineering and 
electronics. Highlights of recent 
accomplishments include: Public 
telephone switching systems in Brunei 
and the Philippines, power generating 
plants in Indonesia, Singapore and 
Thailand, advanced medical systems 
installed in hospitals in Hong Kong and 
Malaysia, factory automation 
equipment in Korea and Taiwan. 
Siemens - a name that stands for 
innovative technology, highest quality 
and reliability. 


Well over 5000 Siemens employees 
throughout the region are engaged in 
manufacturing, project planning and 
engineering, service and maintenance 
as well as customer training. They are 
dedicated to provide the best solutions 
to any application problem, they are 
committed to quality and total 
customer satisfaction. 


Being an intergral part of the worldwide 
Siemens organization, the regional 
companies have full access to the vast 
resources of one of the world 's 
leading enterprises. A company with 
annual sales of over US$40 billion, that 
spends more than US$4 billion on 

R & D and that employs 370,000 
people in 123 countries can offer 
unique solutions, knowhow and 
expertise for your specific application 
requirements. 


Talk to us. Your local Siemens 
representative is only a phone call 
away. 

Siemens (Pte) Ltd 

Marketing Communication Services 


151 Lorong Chuan 03-01 Versatility and Quality 


New Tech Park : 
Singapore 1955 are our strengths. Siemens. 

















Ib Lund Jensen — Sr. V.P., Logistics & Data Processing 
Niels Bonde — Director of Information Systems, LEGO Systems A/S 


“To remain a leader in the world 
toy market, the LEGO® Group needs 
a complete, accurate picture of our 
business at all times. That’s why we’re 
running totally on Digital systems, 
with everything integrated from the 
top down. This provides us with 
timely, comprehensive information. 
And gives us an edge in a very 
competitive marketplace. 

“Digital’s Rdb relational database 
and software development tools, like 
the ACMS transaction processing 
monitor, let us build the critical busi- 
ness applications we need. Now we 
can analyze every aspect of our opera- 


tion and update our business plan every 


24 hours. So it’s never out of date. 
“Digital lets us distribute our 

systems to our plants around the 

world, helping people do their jobs 








Sones 


more productively—while still 
providing consolidated, day-to-day 
control over our business. And this 


balance between distributed functions 


and control helps us to develop, 
manufacture, and deliver the toys 
children all over the world love best.” 


The rewards of working together. 
Digital’s production systems let 
businesses both centralize their 
operations and distribute vital 
applications throughout their organi- 
zations. To get the information they 
need, when they need it, to do their 
jobs more productively. 

Today, with the products, support, 
and commitment that help you 
effectively control your business and 
respond faster to the marketplace, 
Digital gives you an elegantly simple 


digital] 


“Digital helps 
the LEGO Group 
fit all the pieces 


of our business 
together" 


way for your people to work together 
more productively, more creatively, 
more efficiently, more competitively. 

For more information, write: 
Digital Equipment Corporation, 
19-21/F Fleet House, 38 Glouceste: 
Road, Wanchai, Hong Kong. 

Digital Equipment Corporation 
Japan, Sunshine 60, PO. Box 1155, 
1-1 Higashi Ikebukuro 3-chome, 
Toshima-ku, Tokyo, Japan 170. 

Digital Equipment Corporation, 
(Australia) Proprietary Limited, 410 
Concord Road, Rhodes, New Soutt 


Wales 2138, Australia. a 
it 
now. 


© Digital Equipment Corporation, 1991. The DIGITAL Logo, Rdb, ACMS and Digital has it now are trademarks of Digital Equipment Corporation. 


LEGO is a registered trademark of the LEGO Group. 
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Anand, right, with Chatichai after his release: good for the image. 
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Interim government named but army retains control 


Under licence 


By Rodney Tasker in Bangkok 


mid the local euphoria which 

greeted the appointment of a Thai 

interim government dominated by 
respected. technocrats, businessmen and 
bureaucrats under a capable civilian prime 
minister, there was a tendency to overlook 
one fact: the military is in political control, 
and the generals do not intend to see the 
supreme power they seized in the 23 Feb- 
ruary coup usurped by civilian leaders, 
however well-meaning. 

The military leaders grouped under the 
banner of the National Peacekeeping Coun- 
cil (NPC) have their own political agenda, al- 
beit somewhat hazy and idealistic. 

Their coup against the previous govern- 
ment of Chatichai Choonhavan was view- 
ed by some political analysts as almost a 
- defensive manoeuvre to re-establish the 
central role of the bureaucracy — led by the 
military — and banish a system they felt 
was being manipulated by self-serving 
politicians. And they will closely monitor 
the caretaker government, never letting the 
civilian leadership forget the military has 
the power to call the shots. 

The NPC's power is enshrined in the in- 
terim constitution, which allows the council 
to control events every step of the way 
towards drafting a new constitution and 
eventual elections. Military sources say the 
NPC leadership, headed by Supreme Com- 
mander Gen. Sunthorn Kongsompong, is 
anxious to keep to its announced timetable 
of bringing in a new constitution within six 
months and holding elections at the end of 
the year — or at least by April 1992. 

The generals do not want to be accused 
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of clinging to power for its own sake. The 
fact they have so far kept their promise to 
allow a civilian-dominated government to 
administer the country until elections are 
called has impressed Thai and foreign cri- 
tics of the way they seized power. The re- 
lease of Chatichai from custody has also 
made a good impression. However, their 
retention of martial law and the democratic 
vacuum they supervise are obstacles to the 
US and other Western countries fully con- 
doning their actions. 

If the military chiefs want to retain the 
large degree of domestic support they 
received for overturning a government 
which, though democratically elected was 
popularly viewed as generally corrupt, they 
will have to tread warily in handling the in- 
terim government. But military sources say 
the NPC leaders are already unhappy about 
the forthright way in which diplomat- 
turned-businessman Anand Panyarachun 
began his tenure as their appointed prime 
minister. Anand was not the NPC's first 
choice to become prime minister — former 
parliamentary president Ukrit Monkolna- 
vin and former foreign minister Siddhi 
Savetsila were among others approached 
— but his appointment was generally 
applauded. 

Anand did not hesitate to conceal he 
had clashed with the military when he was 
permanent secretary at the Foreign Minis- 

in the mid-1970s over the issue of re- 
moving US military bases from Thailand — 
he supported the move while military lead- 
ers at the time opposed it. When a military- 
supported government headed by Thanin 
Kraivixien seized power in 1976 and ended 
the country’s brief spell of democracy, 
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Anand was effectively sent into exile as am- 
bassador to West Germany. “Deep inside, 
Anand dislikes the military,” one well- 
placed source said. 

Anand’s choice of a 35-member cabinet 
was hailed for its mixture of professionals, 
businessmen and former senior bureau- 
crats. However, while Bangkok's business 
community was relieved by the new 
cabinet’s pronouncements that the market- 
oriented economy would be developed and 
major infrastructural projects would be 
pushed through, it is understood the mili- 
tary chiefs were less sanguine. 

The NPC insisted that eight senior mili- 
tary officers be included in the cabinet. 
Among the most important are NPC deputy 
leaders Navy Commander Adm. Prapat 
Krisanachan and Deputy Army Command- 
er Gen. Issarapong Noonpakdi, appointed 
defence and interior ministers respectively. 

From the NPC's perspective, the most ur- 
gent problems are to revamp the political 
system and to eradicate corruption and 
vote-buying. Rather than smoothing the 
path of big business, the army favours 
promoting the distribution of wealth and 
improving the lot of the rural poor. 

Equally, while the NPC is obviously in- 
tent on keeping leading politicians in the 
Chatichai coalition out of power, some in 
the military leadership were concerned that 
not one politician of any hue was included 
in the cabinet. Most of the civilian ministers 
are foreign-educated elitists, according to 
this view, and therefore less likely to be 
concerned about the masses. 

Possibly to redress this tendency, the 
military leadership has placed its own 
power figure within the government in the 
shape of Issarapong as interior minister. 
The interior minister traditionally is a pow- 
erful figure in Thailand, and Issarapong is 
understood to have been one of the main 
decision-makers in the NPC. 

Apart from being a Chulachomklao 
Class 5 graduate, like most of the military 
leadership, Issarapong is a brother-in- 
law of powerful Army Commander Gen. 
Suchinda Kraprayoon, who is also a dep- 
uty NPC leader and regarded as the driving 
force behind the coup. According to mili- 

sources, Issarapong is "more aggres- 
sive" than his NPC colleagues, but at the 
same time "less business-oriented, and 
with good intentions towards the Thais." 
Overall, he is regarded as the man to watch 
in Thailand's power equation. 

The NPC has another trump card in its 
programme to shape a new Thailand. The 
military leaders are handpicking members 
of the interim 200-300-member national as- 
sembly. The assembly, whose main powers 
are to draw up a 20-man committee to draft 
a new constitution, will be filled with senior 
military officers, along with respected 
politicians from all the main parties, aca- 
demics and bureaucrats. 

This means the military leadership will 
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probably achieve its aim of including in the 
constitution clauses on the separation of 
powers between the executive and the 
legislature. There could also be a clause pre- 
venting the traditional Thai system of vote- 
buying by prospective MPs. 

The military leaders are known to want 
a system under which the prime minister 
and his cabinet may be elected to parlia- 
ment, but are then obliged to give up their 
parliamentary seats if they join a cabinet. 
This, the military leaders feel, will prevent 
MPs jostling for cabinet appointments in 
order to recoup their election-campaign 
losses. Under the new constitution civil ser- 
vants, including military officers, may well 
be able to become cabinet members. 

The military still enjoys martial law 
powers with which to sideline the govern- 
ment. One military source said the NPC 
would retain martial law for another three 
to four weeks, despite domestic and inter- 
national concern. The military leaders are 
apparently concerned that powerful politi- 
cal forces may use their money to incite stu- 
dent and labour movements to oppose 
their rule. There have been few manifesta- 
tions of martial law rule so far, but 
academic critics have been effectively si- 
lenced and there has been a noticeable lack 
of Thai-style village-level protests over local 
issues since the 23 February coup. 

Regardless of any plans to remind the 
government who is in control, the NPC has 
its own powers to keep Chatichai and lead- 
ers of his former coalition partners away 
from the political scene and to punish those 
found guilty of corruption. An NPC commit- 
tee, headed by former interior minister Sitthi 
Jirarote, has frozen the assets of Chatichai 
and 24 of his former ministers and aides 
while it investigates allegations of corrup- 
tion. That means they could eventually be 
brought before a military tribunal, under 
martial law rules. 

Chatichai himself was released from 
house detention on 9 March, after a break- 
fast with NPC leaders. Looking pale but 
cheerful, the former prime minister said he 
had washed his hands of politics and had 
resigned from the Chart Thai party he 
headed. On 12 March he left for a holiday 
in Switzerland. That appeared to be accept- 
able to the military leaders, who knew they 
could legally call him back to Thailand if 
they wished him to face corruption 
charges. Chatichai, in their view, was a bro- 
ken political figure. 

Unlike previous coups in Thailand, the 
. current coup-makers apparently feel they 

face a deadline for putting the country's po- 
litical system on to the track they have set. 
Having done this, the optimists believe, 
they will go back to the barracks. Whether or 
not the army sticks to its programme the 
previous party political scene is in turmoil, 
with many former MPs choosing to go into 
business or the academic world rather than 
risk a newly uncertain career in politics. m 
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Stockholder rumpus boosts ambition of Marcos crony 


The nut-cracker 


By Rigoberto Tiglao in Manila 


riotous stockholders’ meeting on 5 
March of the United Coconut Plant- 


ers Bank (UCPB), which had assets in 
1990 amounting to P24.8 billion (US$885 
million), turned out to be a successful poli- 
tical skirmish for Marcos arch-crony 
Eduardo “Danding” Cojuangco. It dem- 
onstrated that he was inching closer to re- 
gaining control of the bank — as well as the 
beer conglomerate San Miguel Corp. — 
and that he is well on the road towards or- 
ganising a national political machine for the 
1992 elections. 

The UCPB, set up by levies on thousands 
of coconut farmers during the Marcos 
years, has become a focus of investigation 
by the Presidential Commission on Good 
Government (PCGG) in its attempt to clean 
up the excesses of the former regime. The 
coconut farmers received little if any finan- 
cial benefit from their “in- 
vestments.” Yet the gov- 
ernment of President Cory 
Aquino has been so inept 
in its handling of the affair 
and Cojuangco so skilful in 
his campaign that the 
small farmers now seem 
ready to support him. 

An estimated 4,000 
Cojuangco backers claim- 
ing to be shareholders in 
the bank packed the 5 
March meeting which took 
place only a few hours 
after the Supreme Court 
had narrowly ruled in 
favour of an application 
by the PCGG to restrain 
elections for the bank's di- 
rectors. The order was 
sought by the PCGG in anticipation of 
Cojuangco's ploy and effectively scotched 
for the time being his bid to gain control of 
the bank. 

When the bank chairman, Ramon Sy, 
told the meeting that only the PCGG could 
decide on bank policies, Conjuangco's at- 
torney called a walk-out, which nearly 
emptied the hall and left a rump meeting of 
a small contingent of coconut farmers and 
bored representatives of San Miguel Corp. 

The PCGG's legal ploy was its response 
to Cojuangco's well organised campaign to 
get proxies that would represent at least 
50% of the shareholders’ votes. Since the 
PCGG owns a 31% stake in San Miguel 
Corp., Cojuangco's capture of the bank 
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Cojuangco: candidate or kingmaker? 


could also have led to his seizure of San 
Miguel whose stockholders meeting is 
scheduled for 9 April. However, though 
the PCGG won the day legally, Cojuangco's 
people made a strong political point with 
their walk-out. 

Cojuangco has not so far formally an- 
nounced his bid for the Philippine presi- 
dency in the May 1992 elections. His aides, 
though, insist that he is simply waiting for 
an opportune time to announce his candi- 
dacy. Other observers still believe that 
Cojuangco will be satisfied with the role of 
king-maker by backing an opposition slate 
and it is said he has already committed 


himself to support Vice-President Salvador 
Laurel. “Danding will not run if he's given 
assurances that San Miguel and UCPB will 
be returned to him," Sen. John Osmena 
told the REVIEW. 

The aborted UCPB stockholders' meeting 
was the first event of national scope that 





the Marcos crony has attended since he 
returned secretively to the Philippines in 
November 1989 after having fled the coun- 
try when the Marcos regime was toppled - 
by popular uprising in 1986. 

Cojuangco used the meeting to send 
two powerful political signals: first that he 
is determined to regain control of UCPB and 
San Miguel Corp. and, second, that he has 
developed substantial political turf in 
coconut-producing areas. The political im- 
plications of the move are obvious. Copra 
and coconut oil are the Philippines' third- 
largest source of export revenue and there 
are at least 1 million coconut farmers spread 
throughout the country. 

The advance of Cojuangco's cause owes 
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as md to the Aquino Soviel s blun- 
ders in settling the ownership of the bank 
as it does to his own political acumen. Since 
1986 the PCGG has a a to daim that 






coconut farmers, as ^ Cojuangco camp 
claims. 
The claim is based on eere that E 


levy imposed in the late 1970s - — not with 
private funds. The coconut levy was paid 
through exporters and oil millers who dis- 
counted the price of copra bought from farm- 
ers. Receipts were then issued which enti- 


tled the recipients to shares in the UCPB. 
The government has also alleged that 
since the coconut odd edd all receipts 








the Es were used quos pne chase 
ie oa shares and raise the bank 





shares in UCPB, were pads appears to 
have floundered. 

In addition to its weak legal basis, the 
Aquino government's strategy was politi- 
cally a mistake. The claim that the 1.4 
million “coconut farmers” were Cojuangco 
dummies has not gone down well with 
these small shareholders. Although many 
of their leaders opposed the Cojuangco set- 
up during the Marcos regime, the prospect 
has now emerged of the farmers being 
shareholders of a profitable bank. 

Cojuangco has cleverly championed 
. the cause that UCPB should be a bank for 
coconut farmers, and that the million-plus 
shareholders should be 
also deftly exploited political feuds in 
. eoconut-producing areas, and the Aquino 
government's failure to woo local lead- 
` ers. 

.. The irony is that E Cojuangco 
* monopoly over the coconut industry and 
- the levy imposed on farmers to set it up in 
- the early 1980s helped lead to the downfall 
. of Marcos. Now Cojuangco's political line 
__— that he is the champion of the coconut 
S industry — has become his prime weapon 
- in a fight to secure the Philippine presi- 
~ dency next year. He is so far the only pros- 
pective presidential contender who can 
 daim a constituency within a definite, na- 
Ee tionwide ‘economic sector. a 
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PHILIPPINES 2 


Military dissidents linked to crime upsurge 


m"————  (Á—— P PD 


By J John McBeth in Manila 


Ithough the Philippine authorities 

have not been able to establish any 

direct linkages so far, there is com- 
pelling evidence that cash-strapped military 
and communist rebels are behind a ce 
increase in armoured car holdups over the 
past year, most of them staged by men 
armed with automatic weapons and gre- 
nade launchers — and sometimes bran- 
dishing hand-held radios as well. 

Senior Philippine security officials say 
they are still in two minds whether dissi- 
dent military men are targeting banks to fi- 
nance rebel subversion activities or whether 
they have simply abandoned their previous 
convictions and turned to a life of crime, 
perhaps in collusion with organised syndi- 
cates in Manila and the surrounding pro- 

Active-duty personnel are also under 
suspicion. About 60 soldiers were recently 
relieved of their posts at the Armed Forces 
of the Philippines (AFP) Camp Aguinaldo 
headquarters for alleged involvement in 
armed holdups. Military spokesmen said 
the soldiers, who have since been transfer- 
red to combat assignments in the pro- 
vinces, had links to the rebels. 

According to REVIEW informants, evi- 
dence of involvement by active-duty per- 
sonnel emerged some months ago when a 
military truck used to block an armoured 
car in the southern suburb of Paranaque 
was found to have been taken from a mili- 
tary motor pool earlier that morning. 

Bank sources say a robber killed during 
a 31 January holdup in Quezon City's 
Novaliches district carried a card identify- 
ing him as an army sergeant attached to 
the AFP's Savings and Loans Association. 
Philippine National Police (PNP) inves- 
tigators later established he was a former 
member of cashiered colonel Gregorio 
Honasan’s Reform the Armed Forces 
Movement (RAM) who had gone absent 
without leave. 

Three weeks earlier, police arrested two 
suspects who said their weapons had been 
furnished by a rebel captain. Criminal In- 
vestigation Service group commander for 
special operations, Col Serafin Santos, says 
the men admitted taking part in nine hold- 
ups and daimed to have obtained their 
arms from one rebel group and their am- 
munition from another, apparently return- 
ing them after each operation. They also 
said about 30 former army and police per- 
sonnel belonged to the ring, but police have 
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been unable.to determine where the pi 
ceeds from the robberies went or verify t 
true identity of the captain. | 
Although RAM has denied responsibil 
for the holdups, money is clearly a t 
concern. One ranking. intelligence o 
says supporters in the business comum 
are likely to begin distancing ther 
from RAM in the lead-up to the 19€ 
tions. His reasoning is that it is t 
dent to redirect resources into thi 
arena, rather than bankrolling ai 
ingly risky venture which has failed t 
tain its short-term goals. 
The officer indicated that the n 
of some businessmen anc informatio: 
their activities have been sent to the Dep: 
ment of Justice for evaluation, but he 
there was a big difference between having 
what he called "good intelligence" on dan- 
destine meetings and coming up with the - 
sort of evidence needed to back up the 
charges in court. r 
Officials and other sources point to solid ag 
indications that New People’s Army (NPA) 
urban guerillas have also been involved in. — 
some of the robberies, which last year alone 
left 18 people dead and 59 wounded. One — 
reason for their venture into crime is | 
thought to be a partial logging bàn that 
has deprived the Communist Party of the — 
Philippines (CPP) of a significant source of 
taxes. x 
National Police Commission vice-chair: —— 
man and executive officer Teodulo Ne o 
vidad believes the worldwide erosion n of T 
communism has also had an impact on he — 
financial assistance the CPP formerly re- 
ceived from abroad, which amounted to i 
about one-third of its annual income, Ale 
though the CPP is hardly likely to own 
obberies, analysts say it co 
rationalise its actions T a to e. 









































in the 1986-87 ug were committed by 
pistol-carrying criminals, induc Fai mu 
negade soldiers left over from the Fer- E 
dinand Marcos regime, and generally did 
not involve high- powered weapons or ar 
moured cars. Indeed, all but 23 of the in 
dents in that two-year period took place. 
bank premises. 
That has now changed, particular 
the wake of the abortive Decembe 
coup. Natividad says the type of w 
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ing | international co-operati 
ition Opens up. 
new market opportunities -in the integrated. 
European market, in Eastern Europe, in the USA 
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you find such an intensive transfer of technology 
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in Hannover, Germany. 


IOTH —I7TH APRIL 1991 

















‘dear,” “he says, ' mg hat it Bn no longer the 





i | According to PNP records, there were 64 
bank and armoured car robberies last 
year, which together netted 295.64 million 
(US$3.4 million). But comprehensive fig- 
ures obtained by the REVIEW from banking 
dustry sources reveal a much grimmer 
picture. They show 95 such incidents in 
1990, induding 65 armoured car holdups 
alone, or double the number for 1989. 
^. This year promises to be even worse. 

Banking sources say all 11 holdups re- 

corded up to 20 February were directed at 

armoured cars, though two of them were 
foiled when the guards fought back. Four 
people have died. 

.. PNP and bank statistics indicate that 65% 
` < Of the holdups take place in the greater 
-—." Manila area, while the rest occur in central 
Luzon and in the provinces directly south 
.. 0f the capital. Improvements in bank alarm 
_ systems are seen as one reason why the 
focus has switched to the streets in the last 
| two years. The other reason, says Nati- 
... vidad, is that "they've discovered that the 
D armoured cars are not really armoured.” 
_. Only about 80 of the estimated 800 ar- 
ee moured cars in the Philippines have been 
upgraded to withstand the  high-ve- 
_ locity rounds of M16 and more lethal 
_ MI rifles used in a great number of the at- 
. tacks. 
|... Unlike in the US, where federal regula- 
. tions stipulate that the protective sheathing 
. must be able to withstand two shots in the 
| same spot from armour-piercing bullets, 
. most Philippine security cars are locally 
». produced and built to ward off fire from 
.. only carbines and .45 calibre handguns. It is 
-.. believed that even the Central Bank's vehi- 
des, ordered from overseas manufacturers 
in 1982, are vulnerable to modern assault 


























C dee d M private aa banksi in bes a 
for failing to use enough decoy cars or back- 
up vehicles, but other sources in the sec- 
ity Moni as the eed would be bet- 





ome banks have iyi cm to improvise 
wing their vans with multiple layers of 
Steel, but this often means drivers can- 
ret out of first or second gear or have 
climbing out of basement garages. 
anks have taken to welding safes into 
y-armoured vehides to prevent rob- 
s from getting at the money during a 
holdup. That is hardly good for morale 
ien security firms have been told they 
I lose their licences if their men fail to re- 
ist. As one source put it: "Everything is di- 
rected towards protecting the money and 
o hell with the people who are sere 
to be there to take care of it.” 
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Asean leaders mull over grouping’s future i 


Time to rethink 


Soon it P Pr rr i a a e a A a e I are n aa i a a TOES OUST HA nnn 


ith the Gulf War over, attention 
W in Southeast Asia has shifted to 

Asean's need to redefine its role 
and purpose in a world much altered by re- 
cent events. But this catharsis is testing the 
association's fabric as rhetoric and profu- 
sion of ideas begin to eclipse the sedate 
bureaucratic pace of previous Asean meet- 
ings. 
"A privately sponsored Asean conference 
in Bali — jointly organised by Indonesia's 
Centre for Strategic and International 
Studies and the New York-based Asia So- 
ciety — was the first opportunity to discuss 
the region's future since the euphoria gen- 
erated at the end of the Cold War was 
rudely interrupted by the Gulf conflagra- 
tion. 

The 3-5 March conference on Asean and 
the world economy originally hoped for at- 
tendance by all six Asean heads of govern- 
ment. In the event, the Thai coup denied 
the occasion a full house — only Indonesia, 


SOUTH KOREA 


Cheques and balanc 


As South Korea prepares for its first local 
council elections in 30 years on 26 March, 
the prospect of money distorting the 
poll results has led to growing concern 
within the government and political par- 
ties. 

The national campaign to elect 4,304 
local councillors constitutes the first of a 
three-phase process that will continue 
to June 1992, when voters will elect pro- 
vincial govemors and the mayors of 
major cities — including Seoul. The local 
councillors will represent the electorate at 
the lowest level of autonomy, revived for 
the first time since 1961 when an army 
coup under then general Park Chung 
Hee dashed hopes for democratic gov- 
ernment. 

The councillors, who will serve an un- 
paid four-year term, are empowered to 
review budgets of municipal districts and 
counties. Matters related to such day- 
to-day issues as traffic, water supply, 
school-board administration and the 
licensing of some businesses will fall 
under their supervision. It is a job of pres- 





Malaysia, Singapore and Brunei were rep- 
resented at the top level. Two key issues 
emerged: economic cooperation and re- 
gional security. More significantly, there 
appeared to be no consensus at hand over 
how either should be dealt with. 

From the start Malaysia's proposal of an 
East Asia Economic Group (EAEG), made 
last December, came under fire. Opening 
the meeting, President Suharto firmly ruled 
out any support for a body remotely re- 
sembling a trade bloc. This indicated con- 
tinuing unease about EAEG among, Asean 
members, despite Malaysia's subsequent 
redefinition of the proposal in acce tably 
multilateral terms. E 

Matters were complicated. by. Malay- 
sian Prime Minister Datuk Seri Mahathir 
Mohamad’s robust defence of the concept 
in his keynote address. “World trade 
would benefit from EAEG rather than be 
stifled by it,” Mahathir insisted. Member- 
ship of the group, he said, "should serve to 
remind the other members of their respon- 
sibility to the developing world. 4 















tige rather than power, and for people 
with money to spare it is an attractive 
means by which to attain status in their 
communities — as will be June’s sche- 
duled provincial parliamentary elections 
and 1992’s gubernatorial and mayoral 
polls. 

Although political parties have been 
prevented from fielding candid 







political parties a loo 
candidates from - d hir 

affiliations, and then publicly identify 
with existing parties. 

While this has provoked some spar- 
ring between candidates unofficially bless- 
ed by the ruling Democratic Liberal Party 
(DLP) and the main opposition Party for 
Peace and Democracy (PPD), the CEMC — 
only nominally Ave ares from gov-. 
emment — hag} san criticised for setting ; 
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Despite Mahathir's claim of EAEG com- 
patability with the Gatt, free trade princi- 
ples and the Asia Pacific Economic Cooper- 
ation (APEC) — a grouping in which all 
Asean members are participating — the 
strident tone of his speech rallied those 
against the idea. Many still see the proposal 
as a threat of unilateral action should future 
Gatt talks fail. The group's exclusion of the 
US is seen as unhelpful and likely to com- 
plicate rather than resolve US-Japanese 
trade problems. The most charitable view 
was that EAEG could act as a useful pressure 
group within APEC. 

Asean members themselves are under- 
standably reluctant to openly oppose EAEG. 
Singapore claims to support the idea, In- 
donesia has yet to reject it. None has for- 
mally endorsed it. Instead, these countries 
demonstrated their feelings by rallying 
around APEC — which Malaysia has never 
shown much enthusiasm for. Indonesia, 
for example, is much happier with APEC's 
stress on participation rather than member- 
ship — happier also with a grouping of 
economies rather than of states. 

However, Asean's traditional preoccu- 
pation with economic cooperation to the 
exclusion of other areas of partnership is 
wearing thin. With the global strategic ba- 
lance now in a state of flux, regional sec- 
urity concerns are more likely to dominate 
Asean meetings, diplomats say. Speaking 
at the Bali conference, Singapore's Ambas- 


the campaign spending ceiling too low. 
Under present rules, a candidate can 
only spend Won 18 million (US$25,000) 
on the campaign, including Won 2 mil- 
lion as registration fee. The fee was im- 

to discourage candidates from 
pulling out of the race at the last mo- 
ment. 

While some predictions that an esti- 
mated 16,000 candidates would spend an 
aggregate Won 1 trillion, or far above the 
official ceiling, may be overestimates — 
two days before the 13 March deadline 
about 4,150 people had registered as can- 
didates — the spending ceiling is viewed 
by many as unrealistically low. Printing 
campaign literature and posters could 
easily exceed Won 8 million per candi- 
date, while hiring campaign workers and 
vehicles to tour neighbourhoods can add 
another Won 8 million. On top of these 
expenses, candidates will have to host a 
series of parties and rallies to drum up 
support, with some even handing out 
cash gifts to wavering voters. It was 
mainly to discourage such practices that 
all parties earlier agreed to keep their dis- 
tance from candidates, though recent de- 
velopments have made it clear such an 
agreement can easily fall apart. 

The DLP's decision to advance the local 
council election schedule was itself view- 
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Mahathir: intellectual leadership bid. 
sador at Large, Tommy Koh, seemed to sig- 
nal this by calling for a "cautious and realis- 
tic dialogue" about the region's future sec- 
urity environment. 

Again, a number of ideas about what 
shape this environment should assume 
have already been thrown into the ring. In- 
donesia is busy refurbishing the concept of 
the zone of peace, freedom and neutrality. 
Singapore appears to favour a regional 
security dialogue with other Asia-Pacific 
neighbours — a notion close to but not 
yet identical with the one proposed by 
Australia for a collective security commit- 
tee. 


ed as a political sleight of hand. The tim- 
ing of the polls was seen by many as an 
effort to escape public censure over the 
recent Hanbo housing scandal that 
led to the jailing of five legislators on 
corruption charges. This attempt to 
bury the scandal beneath the elections 
triggered a series of open-air rallies 
by the PPD which began on 9 March. 
PPD president Kim Dae Jung's rally at 
Seoul's Poramae Park drew about 50,000 
people, far smaller than the several 
hundred thousand he vowed to bring 
out, but nonetheless enough to get the 
party indirectly involved in the election 
campaign. 


Meanwhile, various civic groups are 


launching their own movements for 
clean elections by bringing out students, 
church groups, social workers and house- 
wives to police the process from canvas- 
sing to balloting. The Citizens' Solidarity 
for Fair Elections — an umbrella organi- 
sation pulling together half a dozen 
groups including the YMCA — is leading 
this reform campaign. Its co-chairman 
Kang Min Kyu said that ^our movement 
seeks to prevent politically polluted 
people from entering local councils, and 
make this election a test for bringing 
democratic reforms up from the bottom." 


E Shim Jae Hoon 
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Within Asean, resistance to any formali- 

sation of collective security arrangements is 
strong. Koh stressed that Asean is not in 
any formal sense a regional defence organi- 
sation, and questioned a recent Malaysian 
proposal to elevate existing bilateral de- 
fence cooperation among its states into a 
multilateral network. Neither are Jakarta's 
notions of a core group for Asean defence 
centred on Malaysia, Singapore and In- 
donesia likely to attract enthusiastic sup- 
port. 
All these ideas will be pursued at greater 
length in the course of the year's full 
schedule of Asean meetings, though the 
fourth summit to be hosted by Singapore 
will probably be held in early 1992. The 
fluidity of global politics has also injected a 
sense of urgency, a theme Mahathir articu- 
lated with skill. "Despite the age of con- 
frontation and Cold War being behind us 
we still do not seem to know where we are 
going," Mahathir said. 

Tough talk on the North-South divide 
and US trade policies are familiar Mahathir 
themes, but diplomats also sense the out- 
lines of a new policy towards Asean. 

Significantly, Mahathir made an unam- 
biguous call for Asean membership to be 
extended to other countries in Southeast 
Asia. "Asean must move forward with the 
creative and comprehensive engagement of 
the other states of the region," Mahathir 
said. Diplomats say the idea of an en- 
hanced treaty of amity and cooperation is a 
departure from Malaysia's previous com- 
mitment to narrowly defined notions of re- 
gional resilience. 

The tone of Mahathirs address sug- 
gested a bid for the intellectual leadership 
of Asean. He proposed that Asean leaders 
meet more frequently as a group, and re- 
minded his audience of a Malaysian-led ini- 
tiative to strengthen Asean's somnolent 
secretariat. “Mahathir senses the vacuum 
left by Lee Kuan Yew’s departure,” said 
one senior Western diplomat. If so, he is 
not the only Asean leader trying to recast 
an association which many see in danger of 
declining into irrelevancy. 

Making his debut at the podium of an 
Asean forum as a head of goverment, Sin- 
gapore’s Prime Minister Goh Chok Tong 
expounded somewhat less articulately on 
what he called Asean’s new phase of “out- 
ward-looking, competitive cooperation.” 
Singapore’s rush to forge acceptance of a 
growth triangle involving its closest neigh- 
bours has generated a flood of supporting 
concepts based on free market principles 
and economic liberalisation, not all of them 
consistent with the policies of Asean neigh- 
bours. 

In the process, Goh and other Singa- 
porean officials seem to be advocating a 
much looser framework for Asean — one 
which in the end may prevail if no one can 
agree on what form the association should 
take. * 








)y Julian Baum in Taipei 
“we aiwan’s Communications Minister 
Clement Chang has offered to resign 
ML over his immediate family's involve- 
ment in an insider trading scandal, but so 
ar the government has withstood the criti- 

. €ism without requiring him to step down. 
-. Premier Hau Pei-tsun has said he will 
- wait for the results of official investigations 
before accepting Chang’s resignation, and 
me observers say that the premiers 
popularity will enable him to ride out the 
. imbroglio. "Until a final ruling on the case 
|... ds reached by the court through legal pro- 
. ceedings, we must give a cabinet member 
. the respect he deserves," Hau told the 
-The stock scandal is the first major poli- 
_ tical test for Hau's government which has 
/. waged a high-profile campaign to clean up 
_ Taiwan's social order and enforce the law. 
. Several lawmakers from the opposition 
_ Democratic Party are pressuring Chang to 

























NEW ZEALAND 


| lean-up’ premier tries to ride out scandal 


ly stock 


resign and some have threatened to keep 
the scandal alive by expanding allegations 
of wrongdoing to other government offi- 
cials. 

The stock trade — which the minister 
denied all knowledge of — involved the 
NT$600 million (US$22 million) sale of 5 
million shares of an unlisted company, 
Kuohua Life Insurance, to two officials at 
Tamkang University, including Chang 
Chia-yi, the daughter of Minister Chang, 
whose father founded the school. Chang 
Chia-yi and an associate professor, You 
Hsien-te, paid NT$264 million and NT$336 
million respectively for the stock at a price 
of NT$120 per share. The offered price is es- 
timated at one-sixth to one-eighth of mar- 
ket value. 

Chang Chia-yi is also named as a share- 
holder in the Lanyang Bank, one of 19 ap- 
plicants for new private banks, with her 
share reported to be NT$450 million. The 
Ministry of Finance is due to announce a 
decision on the successful applicants for 





| Move in for the skill 


. |. In a move to reverse a chronic drain of 
. | skilled and professional people and 
| stimulate its stagnant economy, New 
|. Zealand is to start seeking migrants 
- | again, 15 years after abandoning its as- 
- sisted migrant schemes. The government 
has accepted the recommendations of a 
review team which has urged active re- 
cruitment among sweeping changes to 
migration policy. 
...For general immigrants, both the sys- 
em of selection and the official attitude 
vill change in a bid to raise the net long- 
n inflow to 15-20,000 a year, or about 
7o of the current population of 3.4 mil- 





















.. Up to now New Zealand's immigra- 
on policy has been restrictive, with 
ntry limited to a narrow range of occu- 
pations in order to preserve jobs for lo- 
.cals. The exception has been an open 


uota from Western Samoa — all former 
ependencies. Eight hundred people a 
year are accepted under the UN refugee 
programme. P g 





door to migrants from the Cook Islands, - 
iue and Tokelau and an annual 1,100 


As New Zealanders have migrated 
abroad to escape a stagnant economy the 
restrictive policy has meant a net outflow 
of long-term migrants averaging 15,200 a 
year since 1976. There was a net inflow of 
8,967 in 1990, as the faltering Australian 
economy prompted some New Zealand- 
ers to return home, but the long-term 
outflow has still left a skills shortage. 

In 1987 an attempt was made to attract 
people with a track record in business 
by offering residential status in return 
for investment of at least NZ$250,000 
(US$149,550). Some 14,570 migrants — 
5,586 from Taiwan, 4,699 from Hong- 
kong and 1,688 from Malaysia — entered 
under that scheme by the end of 1990, 
but many returned to their native coun- 
tries once residency was obtained. 

Early last year the former Labour gov- 
emment announced that it intended to 

adopt a points-based system to allow in 


more immigrants. The National Party 


government which replaced it on 27 Oc- 
tober picked up the proposal. However, 
the new Minister of Immigration, Bill 
Birch, told the REVIEW that more stringent 


imate air 
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Taiwar's largest manufacturers of synthetic 
textiles. Chiang and Hualon-Teijran chair- 
man Weng You-ming have been sued for 
breach of trust in permitting the sale. 

Separate investigations by the Ministry 
of Finance and by the Investigation Bureau 
of the Ministry of Justice are looking into 
whether there was a breach of trust and 
where Chang Chia-yi and You obtained the 
funds. Since there are few rules against in- 
sider trading, it could be difficult for inves- 
tigators to prove wrongdoing. So far, inves- 
tigators have reported that tax returns for 
Chang Chia-yi before 1990 do not show 
sufficient income for the purchase, while 
tax statements for last year are not due until 
next month. 

Offering special privileges to influential 
politicians and their families is common 
practice for many companies in Taiwan. 
This case parallels the golf course licensing 
scandal of 1989 when former justice minis- 
ter Hsiao Tien-tzang was forced to s 
down before he was legally absolved. But 
this time, there appears to be consensus 
within the government to limit political 
damage by supporting the minister in- 
volved while letting the investigations run 
their course. a 





conditions would be applied to business 
immigrants. 
They will need a higher minimum 


capital amount — he is talking of 
NZ$500,000, plus enough to buy a house 
and settle — to get an entry visa. They 
will not be granted residency until that 
money is invested in acceptable projects 
such as joint ventures, industry, exports 
or tourism. 

Non-business immigrants will be ac- 
cepted if they get a minimum number of 
points, allocated principally according to 
type and level of skill, with additional | 
weightings based on age, language abil- 
ity, kin in New Zealand and whether 
they have a job lined up. 

The weightings will also aim to ba- 
lance the ethnic mix of migrants. Birch 
wants more Europeans to counter 
growth in the numbers of Asian immi- 
grants. The government also wants to. 
avoid migrant enclaves. 

Birch has also moved to resolve the 
fate of around 1,500 Chinese, mostly stu- _ 
dents, who have remained in New Zea- 
land under special dispensation in the 
wake of the massacre of pro-democracy 
demonstrators. 

The special arrangement will end on 
30 April, at which time they will have to 
leave if they have not been granted resi- 
dence. m Colin James 
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hen Clement Attlee, later to 
be Britain’s prime minister, 
suggested that an indepen- 
1 dent India should adopt a 
| presidential system rather than the 
| Westminster model of parliamentary gov- 


| emment, he was surprised by how nega- 
| tively Indian leaders reacted. "It was," he 


| later recalled, 
largarine instead of butter." 

_ Today, after more than four decades of 
ry trying to live on butter, it is time to wonder 
hether margarine might not be better. 
| India's nationalist leaders, fighting for free- 
| dom from the British Raj and schooled in 
| its values and traditions, were — like the 
| American revolutionaries of nearly two 
| centuries earlier — demanding “the rights 
| of Englishmen.” But unlike their American 

| counterparts, they took over not only the 
;. political rights, but also the political rites, of 
| the English. Today India is living with the 
| consequences of their failure to adapt the 
| Structures of democracy to the realities 
| within which it must flourish. l 
A parliamentary system presupposes 
two fundamentals: politicians who base 
_ their party identification on a set of princi- 
; ples distinct from those of other parties, 
| and an electorate voting on the basis of 
"party policies, not for individual leaders. 
. This is why Winston Churchill, at the 
- height of his popularity at the end of World 
. War II, lost office: the war-weary British 
. public wanted Labour's social welfare pro- 
gramme implemented, though 
. personally would have outpolled Attlee in 
"any individual contest. 
^'^. In India neither of these fundamentals 
' exsts. The basic principle of party organi- 
.Sation — with the exception of the com- 
.munists and to a lesser degree the Bhara- 
-tiya Janata Party — is either personality or 
region, not policies. The national centrist 
"parties, and for that matter the regional 
P ones, do not differ on substantive issues; 
—this is why party loyalties have been so 
-fluid in the country. There are very few 
"mainstream politicians in India today who 
. have not served under more than one party 
Politicians in India have proved time 
again that power is a personal objec- 
e party or its manifesto is a matter of 
ence, not conviction. 

a corollary, Indians vote for individu- 
50 the Congress party election posters 
yer the country showed the pictures of 
Gandhi or her son Rajiv rather than 
hat of the constituency candidate who was 
actually on the ballot. Locally and region- 


"as if I was offering them 
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An Indian alternative 


By Shashi Tharoor 


ally votes are cast for individuals: a film 
star, perhaps, in Tamil Nadu, a representa- 
tive of your own caste in Bihar or Uttar 
Pradesh. It matters little what party label 
they are currently sporting. 

That being the national reality, the par- 


E liamentary System is a peculiarly cumber- 
. Some way of translating it into practical 
politics. Both at the centre and in the states, 


the voters have to elect several hundred 
legislators in order to choose one head of 
government. This unnecessarily compli- 
cated method risks a double disaster: in- 
competent legislators and unstable govern- 
ments. No wonder India's parliamentary 
system only works when it is run on pre- 
sidential lines, by a dominant figure like 
Jawaharlal Nehru or Indira Gandhi. 

The notoriously frequent defections by 
Indian politicians have been 
the direct result of a system 
where a legislative majority 
makes or breaks the execu- 
tive, A 1984 anti-defection 
law has somewhat curbed 
the practice, but it cannot 
prevent party splits moti- 
vated by the same consider- 
ations. No one pretends that 
when India's parties split, 
they do so on issues of prin- 





ciple. Inducements to defect and forming 
range from lucre to promises . 
of office. Since the stakes are the 

so high, the result is the all- u MEN 
pervasive corruption of the government 


body politic. India’s is the 

only parliamentary - System ae 

in the world where a party split is nota 
and cataclysmic event; "but that is because 
neither the parties nor the system functi 
as they are supposed to. 

Worse, when parliament forms the exe- 
cutive, each is beholden to the other. In 
India's experience the legislators have 
either been rubber stamps for a dominant 
executive — look at the declaration of the 
emergency in 1975 — or fractious to the 
point of anarchy — look at the declaration 
of the splitters. The concept of parliamen 
as a public forum of governmental ; accoun- 
tability, serving as a constructive check on 
the executive, has long been lost. 

In turn, ministers attain their position 
not because they are able, but because they 
are electable. Sadly, the skills needed for ac- 
quiring power are not necessarily the best 
ones E siint it effectively. This is un- 
derscored by the governmental obsession 
with politics over performance, which has 
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the presidents at 
would be balanced by that of the si 
directly elected state governors, who 
no longer beholden to their party's n 
tional leaders — would ensure the decen- 
tralised federalism India clearly ne 
Finally, an Indian president, like 
Latin American ones (and for m 
same reasons), ought to be limite 
single term of six or seven years — 
enough to achieve something, — 
enough to curb any delusions of 4 
c'est moi." 
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REGIONAL AFFAIRS 


MALAYSIA 1 


Sabah looks for thaw with federal government 


Frictions at the fringe 


By Suhaini Aznam in Kota Kinabalu 


lot of hurt has washed ashore be- 

tween peninsular Malaysia and 

the East Malaysian state of Sabah 

since 1985. Relations reached an 
all-time low when the state’s ruling party, 
Parti Bersatu Sabah (PBS) switched its al- 
legiance from Prime Minister Datuk Seri 
Mahathir Mohamad’s National Front coali- 
tion to the opposition Semangat '46 half- 
way through last October's election cam- 
paign for the federal parliament. 

Relations should now improve, since 
neither side wants to face a final rupture. 
But Sabah's pivotal role in the re- 
gion, between Indonesian Kaliman- 
tan, and the insecure southern pro- 
vinces of the Philippines, means that 
there is plenty of scope for mischief 
if they do not. 

Added to the fact that the Philip- 
pines has never formally abandoned 
its territorial claims, the state faces 
the destabilising consequences of a 
large scale influx of illegal Filipino 
migrants. Relations with Indonesia 
are quiet, but the long and remote 
border (shared with Sarawak) is an 
obvious tension point should Kuala 
Lumpur and Jakarta ever be on less 
cordial terms than at present. 

The record of misunderstandings 
and suspicions between Kota Kina- 
balu and Kuala Lumpur during the 





28 years since Sabah joined with Sarawak, 
Singapore and peninsular Malaya to form 
Malaysia suggests that any improvement 
will be gradual. Personal frictions and a 
marked lack of trust between Sabah chief 
ministers and federal prime ministers have 
been a problem since Tun Mustapha 
Harun, chief minister between 1967 and 
1976, was suspected of habouring plans to 
turn the state into a personal fiefdom along 
the lines of the Sultanate of Brunei. 
Sabah's current leaders certainly have 
no such ambitions, but tensions with the 
centre have reached the point where the 
cost of peace is likely to be high — either to 


Problem state 





the self-esteem of federal politicians, or to 
the Sabah state government's chances of 
staying in power beyond the next election. 

If the United Malays National Organisa- 
tion (Umno), the dominant partner in the 
federal government coalition, is to succeed 

in its decision to punish PBS by getting di- 
rectly involved in state politics (REVIEW, 7 
March), it will have to be prepared to pour 
money into establishing branches and re- 
cruiting a grassroots organisation. 

Umno also risks diluting its dominance 
nationally by taking on as its ally the United 
Sabah National Organisation (Usno) — a 
partner which shares neither its history nor 

its philosophy. Usno, like Umno, is 
a Muslim-backed party but the two 
have been on historically bad terms 
and still seem unlikely allies. 

For its part, if the PBS tries to ac- 
commodate Umno by begging its 
way back into the ruling coalition it 
risks losing the bulk of its followers. 
Conversely, if it hangs tough it 
could well see more arrests and in- 
timidation of its political luminaries 
— culminating perhaps in its having 
to sacrifice Chief Minister Datuk 
Seri Joseph Pairin Kitingan to buy 

ace. 

The PBS has been at loggerheads 
with the centre since its first electoral 
triumph in 1985. A Christian-led 

party drawing its support from 
Sabah's majority Kadazan commun- 


INH AMOIB 


This is the Usno heartland into which the ruling Parti Ber- 


Held by the past 


On the wall of the fishmonger's wooden house in Semporna, 
on Sabah's east coast, hang three ornaments: two coconut and 
shell collages, and in the centre, a faded photograph of Tun 
Mustapha Harun. The leader of the United Sabah National Or- 
ganisation (Usno) is revered rather than merely respected. “If he 
says something is white, it's white. If he says it’s black, it's 
black," said the fishmonger. 

Mustapha has been working the area for almost three dec- 
ades, never visiting empty handed. In his heyday, he was the 
man who arranged for their children's scholarships, who 
bought them shoes and blessed their weddings. Today they 
rush out to hand him little packets of birds' eggs, fresh vegeta- 
bles and home-made cakes. He accepts all with a smile, though 
apparently his own taste now runs to pink champagne. 


FAR EASTERN ECONOMIC REVIEW 


satu Sabah (PBS) is trying to make inroads. Being a multiracial 
but predominantly Christian-led party, it cannot compete on an 
Islamic platform; instead, PBS’ Muslim leaders come with prom- 
ises of development programmes. But having been branded as 

a Christian-Kadazan party, the PBs has failed, despite its best ef- 
forts, to attract Muslim support. 

The party’s Muslim leaders are essentially local figureheads, 
and though Datuk Seri Joseph Pairin Kitingan made sure they 
were appointed as ministers, the public knows they have no 
real influence in the party. 

“The political past has a hold over the Muslim community,” 
acknowledged Kitingan. “It is not easy to break new ground 
where we are branded anti-Muslim. It takes a lot of time to ex- 
plain that these accusations are not true.” 

The PBS' membership is 120,000 — slightly less than a quarter 
of Sabah’s 543,000 voters. In terms of popular support, it claims 
to have the backing of 35% of Muslim voters, rising to 80-85% 
among Kadazans and Chinese. But with each election, Muslim 
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ity, it came to power at the expense of the 
multiracial Berjaya party, Umno's ally, and 
Umno leaders have never quite got over 
that humiliation. 

Yet many in Sabah and Kuala Lumpur 
realise that the term "anti-federal" is a mis- 
nomer. Veteran politicians on both sides 
agree that Sabahans are not against the con- 
cept of federation. They are against the Na- 
tional Front, specifically Umno, and most 
specifically, Mahathir. 

Sabahans resent the centre's failure to 
punish, or even criticise, the Berjaya and 
Usno activists who attempted a power grab 
in the crucial few hours after the 1985 elec- 
tion results were announced but before 
Kitingan could be sworn in. 


he PBS in turn has caused addi- 

tional misunderstanding with its 

attempts to rebut accusations that 

it is anti-federal, especially since 
the October 1990 elections to the federal 
parliament. “Our cooperation with Seman- 
gat '46 indicated that we were working well 
within the context of Malaysia," said Kitin- 
gan. To Mahathir, however, Umno and the 
federal government are synonymous and 
any vote against Umno is a vote against 
federalism. 

Despite general scepticism elsewhere, 
Mahathir believes a secessionist plot does 
exist in Sabah. "There is some connection 
With a third country," he told a press con- 
ference in Kota Kinabalu on 21 February. 
"I don't know which. But there is a de- 
finite plot to take Sabah out of the federa- 
tion." 

Last year, four Sabahans, including a 
senior Sabah police officer and Benedict 
Topin, Kitingan's executive secretary in 
the Kadazan Dusun Cultural Association, a 
community organisation on friendly terms 
with PBS, were arrested under the Internal 
Security Act (ISA) for their role in an alleged 
secessionist plot. The four were sent to a 
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detention camp under a two-year sentence 
renewable indefinitely on Mahathir’s or- 
ders as Home Minister. 

On 3 January, Kitingan's senior aide, 
Maximus Ongkili, the deputy executive di- 
rector at the Institute of Development 
Studies (IDS), a Sabah think-tank, was 
held for questioning, again under the ISA, 
on suspicion of being a threat to national 
security. The federal authorities had 
been investigating the institute for allegedly 
inciting  anti-federal feelings. Ongkili 
was released unconditionally 59 days 
later. 

Two days after Ongkili was picked up, 
Kitingan himself was stopped at a police 
roadblock and arrested and charged on 
three counts of corruption. The charges in- 
cluded granting contracts to family mem- 
bers to build two rows of shophouses and a 
trunk road in or near his home village of 
Tambunan, and the award of a timber con- 
cession to a consortium which included 
members of his family. Kitingan was al- 
lowed bail of M$1.5 million (US$550,000). 





His case will be heard in May. 

Meanwhile, his brother Datuk Jeffrey 
Kitingan, director of the Sabah Foundation 
and Ongkili’s immediate superior in the 
IDS, appears to be staying out of reach of 
the federal authorities. The federal Anti- 
Corruption Agency already has him on a 
tight leash, facing seven counts of corrup- 
tion involving timber exports. In addition 
he faces a police inquiry for allegedly stir- 
rng anti-federal feelings tantamount to 
working towards secession. 

Mahathir has made it clear that he holds 
the Kitingan brothers directly responsible 
for the strains between Sabah and the 
centre. "Before, Sabah people never hated 
the federal government or the National 
Front," Mahathir said when he visited Kota 
Kinabalu in February to help launch Umno 
in the state. But since the PBS came into 
power, statements were made, "especially 
by Jeffrey Kitingan, to give rise to hatred 
against the federal [government], and 
poison the minds of Sabahans." 

Although PBS' recent behaviour has in- 


threat they pose. The reaction from Sabah's Muslims is more 


complex. To a lesser extent, they too worry about the influx of 


ranks, they could help restore Sabah's Muslims to power. 

_ Chinese reactions to Umno’s entry into state politics 
(REVIEW, 7 Mar.) differ between its working class (70% of the 
total) who are fairly consistent supporters of PBS and business- 
men who would back any group, including Kuala Lumpur, 
which guarantees a healthy business climate. As one Chinese 
resident noted: “After all, they see every day how well the 
Chinese in Kuala Lumpur are doing by cooperating with the 
Malay establishment.” 

But the Chinese community's block vote will count for less in 
the next election. A redelineation exercise — mandatory before 
the next general election — will almost certainly carve more 
Muslim seats out of existing ones, giving more representation to 
the Muslims. The next election will be even more racially and 
religiously divided than before. m Suhaini Aznam - 
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the a agreeme ist o 
eguards — that prepared the ground for 
bah, Sarawak and Singapore. to form 
Malaysia in 1963 by joining the then Feder- 
ation of Malaya. Sabah understood the 
ruarantees — covering language, religion, 
education, immigration, finance and a 
range of other clauses — to be in per- 
petuity. Federal leaders saw them as a 
transitory arrangement which would even- 
ally fade away, leaving Sabah and 
Sarawak with the same status as the 11 
other states in the federation. — 
‘One of the main items of the 20-point 
reement which Sabahans feel was not 
properly honoured is that of Borneonisa- 
tion — whereby, after an initial few years of 
-. training, junior and senior posts in the fed- 
eral civil service were to be transferred to 
< Sabahans. Twenty-eight years after the for- 
mation of Malaysia, Kuala Lumpur takes 
the view that Malaysian citizens should be 
able to serve anywhere in the federal civil 
service and that Borneonisation demands 
smack of parochialism. 
..- Of the various demands Sabah has 
made, four seem to have priority: a com- 
mission of inquiry into the treatment of ref- 





ugees and illegal immigrants who flooded - 
“into the state from the Philippines; an East 
. Malaysian university for students from all 


over the country; a review of the federal- 
state sharing of oil royalties; and a fresh 
look at the status of Labuan island which 
was once part of Sabah but is now adminis- 
tered from Kuala Lumpur. Sabahans evi- 
dently do not expect to see Labuan re- 
turned, but at least would like to see it gov- 
erned by a local authority. 

Mahathir does not appear likely to con- 
cede any of these as long as Kitingan is in 
office. Eventually Kitingan may have to 
step down. But "Kitingan is like Mustapha 
— even if he falls, he'll rise again," said a 
Kadazan youth. 

Kitingan himself has a reputation of 
being a Mr Nice Guy, though rather naive 
for his office. Having been instructed by 
Sabah businessmen acting as inter- 
mediaries after the October 1990 election 
that Mahathir still wanted a working re- 
lationship, Kitingan suggested forming a 
coalition with Usno “as a goodwill ges- 
ture, in order to start something which 
at the end of it would be good for every- 

The idea of a coalition itself was not 
new. Umno had suggested it several times 
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"ambunan, Sabah Chief Minister 
Datuk Seri Joseph Pairin Kitingan's 
home village, lies in a valley below 

Sabah's Crocker Range some 50 km south- 
“east of the state capital Kota Kinabalu. The 



























; where Kitingan and his Parti Bersatu 
^» ih 2 began! their p Lacon ascent with 


sa probably doesze receive n. at- 
tention, it is still fairly ty} ical of the Kada- 
-Dusun villages that dot Sabah's in- 
or. Some 95% of those who live in the 
istric's 100 or so villages are wet or hill 
rice farmers. Those areas not turned over to 
‘rice in the districts 1,347 km? support small 
rubber and coffee plantations, and new 
ventures such as commercial mushroom 
_and bamboo cultivation. 

— Despite the image of rustic serenity, the 
push-pull effect of rural isolation against 
urban job opportunities means that the 
countryside — as elsewhere in rural 








village — deep in the Kadazan heartland — 


_ Kadazan community faces challenge of modernity 


: Lo st in the forest 


Malaysia — is being left to children and the 
elderly. In an effort to stem this flow, the 
state government plans to bring schools, 
shops, banks and government facilities to 
Sabah's small rural towns. In a further at- 
tempt to reverse this trend, the Sabah 
Foundation has introduced a six-month 
training programme for high school drop- 
outs to learn such skills as hair-dressing, 
shopkeeping and catering. 

The Kadazan-Dusun are the single 
largest ethnic group of Sabah's 24 or so in- 
digenous communities, representing some 
35% of the state's 1.5 million population. 
The Dusuns are actually country cousins to 
the town Kadazans, a term first used in the 
1950s when young educated Dusuns 
started moving to the urban areas. Many 
Kadazans subsequently married town 
dwellers, many of whom were Chinese, 
giving birth to the term Sino-Kadazans — 
now often simply abbreviated to "Sino." 

Despite their seeming close affinity, 
Kadazans and Dusuns use differing dia- 
lects, causing a prolonged and public de- 
bate between their respective associations 
over the official spelling system to be 
adopted in schools. This friction was long 


FAR EASTERN ECONOMIC REVIEW 








comimodate Usno. A more experienced _ 
leader would have realised that there was 
no sense in reviving the idea at a time - 
when Umno was still smarting from PBS- 
defection from the National Front during - 
the October 1990 election campaign. Kiti- 
ngan learned this to his cost when Umno 
leaders rejected the coalition idea through 
the press, reiterating their mistrust of the 
PBS and calling it insincere. 

The PBS now wants to let matters rest a 
while. "There is no need to hurry up this 
thing . . . With the rejection of the [coali- 
tion] | proposal, it means we forget about 
politics and get on with the job," Kitingan 
said in response to criticism that he had 
been too hasty, first in leaving the National 
Front and then in proposing a coalition 
with Usno. 

He may be correct in believing that there 
are no more initiatives his government can 
usefully take for the time being. But "get- 
ting on with the job" is likely to be difficult 
until pps has decided once and for all 
whether it wants to appease Umno, or con- 
front it at the risk of being permanently 
at loggerheads with the federal govern- 
ment. | E 


exacerbated by personal rivalries, and was 
only defused when the larger ethnic group 
added the word Dusun to its name two 
years ago. 

While it is uncertain where they origi- 
nated, the fair-skinned Kadazan-Dusuns 
appear unrelated to the darker Bajaus, Ila- 
nuns, Idahans and Suluks who live Ong 
Sabah's coasts. Politically, the Kadazan- 
suns form the state's most cohesive group. 
At the inception of Sabah's party politics in 
1961, the Kadazans were divided between 
the rival United National Kadazan Organi- 
sation and the Pasok Momogun. 

Later, during the 1963-67 Sabah Alliance 
government they lost ground to United 
Sabah National Organisation (Usno) presi- 
dent Tun Mustapha Harun. The Kadazans 
went into opposition during the Usno years 
(1967-76) and were overshadowed by both 
the Muslims and Chinese during Berjaya 
rule (1976-85). 

The Kadazans perceive themselves as a 
peaceful people, far removed from their 
previous, well-documented: custom of head- 
hunting. 

Such violent rites of passage are no 
longer required, and the llanuns, Bajaus, 
Suluks and Muruts are credited with 
being far more ready to fight than the 
Kadazan-Dusun people. "Kadazans won't 
take to the streets. It is not in the culture to 
fight. We are very patient. We think first, 
then we act. Not like the Dayak [of 
Sarawak]. They hit first, then they think," 
an educated Kadazan youth said. 
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he following material may contain 

certain matter which some sec- 

tions of the public may consider 

unsuitable, as the hypocritical 

'tasters" to certain television programmes 

put it when they want every section of the 

watching public to remain glued to their 

sets. The inclusion of this material is jus- 

| tified because I believe I am onto a world 

| scoop, throwing new light on the hidden 

| lives and thoughts of the ageing Chinese 

| leadership. And, as we old-style China 

..| Watchers have come to expect, the world 

_ | exclusive lies buried in the midst of a long 

| text of apparently irrelevant matter. 

|| The state secret was inadvertently re- 

-= |, vealed because of the Chinese weakness for 

3 pharmaceutical products which claim to 

|| cure eve g from AIDS and cancer to 

-. |. dandruff and the dreaded lurgi, all while 

v. rming the medicines' main functions 

. | of prolonging life and rejuvenating the 

| male. The latter phrase is the usual eu- 

. | phemism for enhancing sexual prowess, a 

.. | national obsession of such proportions as to 

place several species of snakes and the Af- 
rican rhinoceros on the endangered list. 










































The text takes the form of a letter which ar- 


gers of leading foreign banks, it 

that of Claude Haberer, of a major French 
bank, who remarks that the Chinese mer- 
chants probably consider him and his col- 
leagues most in need of a tonic, not to 
-~ | say a pick-me-up. The writer is hardly 
. | euphemistic, indeed is positively blunt, and 
is aware of the sales value of pseudo-scien- 
tific acronyms — so that "Chinese wonder- 
ful prescription" becomes CWP and tradi- 
ti nal Chinese medicines become TCM. 


Afer several years’ linc investigation rd 


standing and superior =. n improving 
7 's sexual function and men's health among a 
"üt varieties of palace-use tonic prescription 


T those family members who insist on taking CWP 

| is 91 years old. 

| ,CWPisakind of precious tonic prescription 
Ads men's constitution and improve 





I » To build Ema physique, avoid fatigue, prolong 
: effective working hours, enhance working effi- 





FAR 
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B To greatly increase volume of semen, recover 
and keep normal sexual function. 

> To enhance mental ability, compose mind and 
promote analysis ability and 

> Being able to put up with coldness as well as 
hotness. 

> To promote immunity, avoid diseases. 

W To strengthen heart, lung and kidney func- 
tions. Lower blood grease. Decrease artery vascu- 
lar sclerosis and heart trouble. 

> Old men's spots decrease, meanwhile, black 
hair new-born. 

P Being in full vigour. Slow decline. 

The attached prescription taking instructions 
will help you to prevent sexual function from se- 
vere abatement. To take one capsule every night, 
you will refresh yourself and live a long life. 

The medical herbs used for making CWP are 
very rare and quite expensive. That's the reason 
why the Chinese Medicine Research Academy of 
China can only make a small quantity for the 
government leaders, ensuring their vigour and 
long lives. In order to make some profits, CWP 
is now being made on a small scale for marketing 
at the present stage. 

We are honourably entrusted as the sole 
agent. Due to the limited quantity, we can only 
recommend and offer to those successful men. 

An attachment to the letter goes into 
more details: 

Short-term cure rate is 73.4% and total effec- 
tive rate is 88.6%. Taking the medicine 4-10 days 
(25-39 capsules), most patients achieved good 
results. Apart from impotence and ejaculatio 
praecox being improved markedly, they feel in a 
cheerful frame of mind, strength built up and vi- 
gour retrieved. Some increase their volume of 
semen and the numbers of sperm, disappearing 
the feeling of dampness and cold d with their penes, 
scrota, limbs and feet as well as their pains in the 
loins and legs taking a turn for the better. 


Research for animal test shows that CWP can ` 


put on the weight of hamster's testis, raise the 
volume of testosterone in serum, impel. 

Ingredients: It is composed of twelve TCMs 
such as Radix Ginseng, Cornu Cerri Pantot- 
richum, Aerba Epimedii, Fructus Cnidit, Radix 
Morindae Officinalis, Radix Paeoniase Rubra, 
Cordyceps and so on. 


Detailed textual analysis of this material 


leads to several interesting observations. 


Curiously, the “total effective rate” for the 
medicine is higher than the “short-term 
cure rate.” Secondly, CWP claims to im- 
prove markedly ejaculatio praecox, which 
must mean that it occurs even sooner. 
Third, I’m not sure whether I would wish 
to put on the weight of hamsters’ testis, 
though some may. Fourth, though my 
Latin is not what it was, it looks as if the in- 
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raveller’s Tales 


gredients include the roots of moribund of- 
ficials which, if true, would be an excellent 
way of rejuvenating the whole of life in 


But it is in the letter itself that the real 
scoop is to be found. The medicine stems 
from ancient remedies of" ‘palace use" tonic 

iptions and its users enjoy an average 
life-span of 91 years. Only a small supply is 
available (and the stuff is very pricey at 
about US$180 for a three-pack treatment 
of 72 capsules or 36 suppositories) even for 
"the government leaders, ensuring their 
vigour and long lives." There it is; a world 
scoop: octogenarian Deng Xiaoping and his | 
fellow dodderers in the politburo are on the 
pill! No wonder Deng threatens to live long 
enough to witness the transmogrification of 
Hongkong into a Suppressed Administra- 
tive Region in 1997 in his own early nineties. 
Even more worrying, the final item on 
the list of CWP's main effects is: “Being in 
full vigour. Slow decline.” And that is a 
perfect description of Deng pre- and post- 
Tiananmen. 





Not content with these daims, CWP's | 


| 
: 


agents append extracts of letters from once- 


important patients attesting (if that is the | 
word) to CWP's miracle cures: 


Zhou, male 44 years old: owing to swim - ! 


ming to cause my loins and legs to be pained by 
the frigid, I had no sexual de: 





ire and my penis 


could not erect completely « ‘about recent half a year — 


due to sexual function going down. After taking 
CWP, 3 times daily and 3 capsules each time, I 
can have sexual intercourse three days later and 
my penis can erect hard and strongly the fourth 
day. CWP is wonderful. 

Li, male, 60 years old: I had not erected for 10 
years because of impotence. Taking CWP 10 cap- 
sules 3 times daily, 2 pills each time, my sexual 
desire gose high and erection strong. My wife 
and I are satisfied with each other. 

Jia, male, 52 years old: Impotence 5 years, no 
erection complete, taking CWP, 2 capsules each 
time, 3 times daily after meal, inserting a piece of 
synergic suppository into anus afler supper, 
penis erecting in that very night, sexual inter- 
course satisfactory. 


One could imagine a letter from another 
satisfied patient, who could well write: 
"Deng, male, 86 years old: for two 
lengthy periods in my late political life, I lost 
all power and regained it, thanks to CWP 
[Chinese Wonderful Pragmatism]. After 
another period of impotence in the summer 
of 1989, I have now become completely rigid 
and even my wife describes me as a hard- 


liner." a 
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SHELL 


Over the last 10 years, the Middle East has rapidly gained 
recognition as a world market. And now, more and more 
companies are looking to the region to expand their operations - in 
manufacturing, assembling, packing, re-exporting and distribution. 


Today, the Jebel Ali Free Zone Dubai, has opened its doors to the 
world and put together a package of benefits few companies can 
afford to ignore. 


* 100% foreign ownership * Unlimited transfer of profit and capital 
* No corporate taxes for a minimum of 15 years 

* No personal income taxes * No import duties/export taxes 

* Abundant energy * Cost-effective labour force 


Marketing Dept. No.07, P.O.Box 3258, Dubai, U.A.E. Tel 


Top Multinational Companies are 
already rubbing shoulders in Jebel Ali. 
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Why aren't you? 


The Free Zone is built around Jebel Ali Port, the largest man-made 
harbour in the world. This gives the zone direct access to the Gulf 
region, with a consumer market of over 1 billion people. 


All this, combined with a complete infrastructure and a superb 
quality of life for company employees has made Jebel Ali one of 
the most exciting business opportunities in the world. Ask any of 
the 300 companies that are already here. 


4 à Jebel Ali Free Zone 
Authority , Dubai 


: 084 - 56578, Telex: 47398 PAJA EM, Fax: 084 - 56093. 
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INDONESIA 


Bourgeoisie gaining in wealth — and in clout? 


Discreet charms 


By Michael Vatikiotis in Jakarta 


he hunt is on for Indonesia's mid- 

dle class. If such a species can be 

conclusively identified, it will be 

taken as an indication of the coun- 
try's political and economic maturity. 

Telltale signs of this elusive quarry in- 
clude intensified calls in recent years for 
more “openness” — a byword for demo- 
cratisation. During the same period the 
economy has developed spectacularly. That 
the middle class has played a leading role 
in both phenomena is beyond question. 
Highly questionable, though, is how far 
this nascent bourgeoisie can influence the 
future. 

Certainly it has had a decisive influence 
on the past; the middle class in Indonesia 
has traditionally been in the vanguard of 
social, political and economic change. The 
anti-colonial struggle arose from the dis- 
affection of Dutch-trained native civil ser- 
vants and wealthy Muslim traders — not 
the masses. In the mid-1960s, the New 
Order drew support from urban student, 
intellectual and professional bodies frus- 
trated by Sukarno’s mass-oriented revolu- 
tionary politics. 

At least up until the Suharto era, accord- 
ing to American academic Dan Lev, the 
middle classes in Indonesia “have had per- 
sistent interests in reworking conditions in 
their favour and, moreover, the where- 
withal to think about change and to sustain 
the long-term struggle for it.” 


To say as much today begs several ques- 
tions. Just how well defined are the middle 
classes as a group? Are their numbers 
growing? Are they dissatisfied with their 
conditions and are they willing or able to 
struggle for change if necessary? 

At first glance, Indonesia’s complex 
plural society seems beyond rigid class 
analysis. Yet, with as much as one-third of 
the total population living in cities, and 15% 
of the urban population composed of mi- 
grants, more Indonesians than ever before 
are going through the kinds of social and 
economic changes that traditionally lead to 
class formation. 

Poorer Indonesians may still group 
themselves according to ethnic origin and 
religion, social analyst Aswab Mahasin be- 
lieves. But at intermediate socio-economic 
levels, this may already be changing. 

In Jakarta, the country head of a foreign 
bank observes this process going on in his 
own office: race and religion now matter 
less among his workforce. The ethnic Chi- 
nese executive and Javanese office boy 
share a sense of prestige working in their 
modern office, he says. For them it is now 
the workplace, rather than the kampong, 
that is the formative social environment, 
transcending barriers of birth and creed. 

Early this year, the daily newspaper 
Kompas ran a letter from a young ethnic 
Chinese girl describing in painful terms the 
racial discrimination she experienced. Re- 
sponse from non-Chinese readers was sur- 
prisingly sympathetic, emphasising what 


they have in common — or aspire to have 
in common — with the ethnic Chinese. 

Still, Muslim intellectuals continue to in- 
veigh against the Chinese, and tensions are 
on the rise between Chinese and pribumi 
(indigenous) businessmen. It remains to be 
seen whether whether these vestiges of 
communalism pose fundamental obstacles 
to integration or merely political manipula- 
tion and posturing. 

As an engine of political liberalisation, 
Indonesia’s bourgeoisie is perceived to be 
compromised — perhaps fatally — by its 
own origins. The middle class is drawn 
from, or in coalition with the bureaucracy, 
and heavily dependent on state patronage 
to maintain its position. 

Historians point out that the kernel 
of Indonesia’s post-independence middle 
class was not, as in other ex-colonies, the 
commercial sector, but rather the powerful 
state apparatus inherited from the Dutch. 
How, then, could such a bourgeoisie be ex- 
pected to pose a counter-poise to the state? 

One local entrepreneur sums up the 
middle class dilemma: “If I want to succeed 
in business I have to choose the right 
partners — and they still come from the rul- 
ing elite.” Far from acting as a driving force 
for change, so sycophantic a middle class is 
bound to be cowed by authority, intrinsi- 
cally conservative and pro-status quo. 

Yet it is overly simplistic, Mahasin feels, 
to view the entire bourgeoisie in this light. 
Rather, he suggests, the middle class is 
composed of layers: an upper strata closely 





The plastic escape 


They may still lack political impact, but economically In- 
donesia’s middle class is already a force to reckon with. The 
booming fortunes of the bourgeoisie are reflected in an explo- 
sion of consumer infrastructure over the past three years. 
Financial deregulation in October 1988 allowed the banking 
‘system to put cash in the hands of consumers, either through 
electronic tellers or as plastic credit cards. David Sparkes of the 
Jakarta-based consumer research company SRI reports that, 
since the reforms, “the middle class . . . are now consciously 
borrowing money for house and car purchases. The growth in 
the number of these people has been remarkable.” 
The size of this emerging group of spenders is hard to esti- 
mate, but as one banker put it: “Even if you define the middle 
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class as the top 10% of the population, that’s a market as big as 
all of Malaysia.” Credit card companies in Jakarta have been 
among the first to benefit. 

Three years ago cardholders were limited to an upscale an- 
nual salary range of between US$25,000-50,000, according to the 
marketing chief of a major card company. Expenditure was lim- 
ited to travel, entertainment and high-value purchases, averag- 
ing Rps 700,000-800,000 (US$365-417) per month. 

Today, he says, not only has the number of cardholders 
mushroomed, but over 50% of their expenditure is for family, 
low-cost retail purposes averaging Rps 200,000-300,000 month- 
ly. The executive is confident that “a professional middle class is 
emerging and they are all carrying credit cards.” 

Their presence is already reshaping the urban environment 
in Jakarta and other large cities in Java and Sumatra. Construc- 
tion crews work day and night to erect vast shopping malls, air- 
conditioned marble labyrinths where almost any local or im- 
ported luxury can be purchased — at a price. Judging from the 
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tied to the state, an intermediate group that 
is less dependent and therefore prone to 
liberal views, and a lower stratum still close 
to its primordial, communal roots. 

Mahasin argues that it is the middle 
layer that could eventually come to act 
as an agent of change. “From the midst of 
the middle class,” he suggests, “new ideas 
are emerging and future leaders will be 
found.” 

Who belongs to this group? Profession- 
als, mostly — lawyers, doctors, architects, 
journalists. Economic stability fostered by 
the New Order has sharply increased their 
numbers. Counted in also are businessmen 
(a rising proportion of them non-Chinese) 
whose success stems less from patronage 
than from their professional skills and the 
government's liberal economic policies. 

Their significance hardly lies in their de- 
mographic weight. Analysts say the gov- 
ernment jigged income statistics on the 
latest comprehensive social survey back in 
the mid-1980s to convey a flattering — but 
misleading — impression of a large middle 
bracket. 

A more accurate idea of the size of the 
bourgeoisie can be derived by looking at 
the educational pool from which it is 
drawn: 76% of the population has no more 
than primary schooling, while only 1.7% 
has tertiary education. 


evertheless, middle class busi- 
nessmen have emerged as culture 
heroes of sorts, thanks to the 
New Order's emphasis on eco- 
nomics. Government development pro- 
grammes have not only satisfied basic 
needs for the vast majority of Indonesia's 
population; they have also unlocked the 
capacity of Indonesia's professionals. 

As the state has progressively loosened 
its control over the economy, status has 
come to depend increasingly on wealth and 
individual ability rather than one's position 
on the bureaucratic totem pole. The idols of 








Retail palaces for the bourgeoisie. 


urban society today are executives, while 
once-coveted careers in the civil service and 
armed forces now face recruitment prob- 
lems. The army is so worried about this 
that it has started drafting in university 
academics to teach courses at the military 
academy. 

A 1986 Kompas survey of young profes- 
sionals found a distinct vocational shift 
away from government service towards the 
private sector. Half of those polled prefer- 
red private consultancy to teaching in uni- 
versity or joining a government institution. 

The less it depends on government for 
its material well-being, the more the 
bourgeoisie shuns politics. “The fruits of 
development have put the middle class in a 
gilded cage, intensified concerns for their 
own self-interest and increased their re- 
liance on foreign interests," says Jakarta 
lawyer Nono Makarim. "We are apolitical 
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and don't want to govern." 

Just what role, then, should his class 
play? Makarim is unsure. And that worries 
him. It highlights the ambiguity of the In- 
donesian bourgeoisie's self-perception. 

On the one hand, the New Order 
granted the middle-class freedom to ad- 
vance its own interest. At the same time, 
many have willingly surrended this au- 
tonomy back to the state by becoming sub- 
ject to its patronage. 

The Kompas poll revealed that most 
young professionals regard "connections" 
as the most important determinant of their 
careers. Tycoon Fadel Mohammad prides 
himself on establishing his 20-company 
empire on the strength of his own efforts 
rather than patronage. Yet even he traces 
his initial break to a government decree 
allotting contracts to pribumi businessmen. 

The contradiction inherent in promoting 
entrepreneurship in this way becomes 
more glaring with every step Indonesia 
takes towards economic maturity. Histo- 
rian Kuntowidjojo argues that an industrial 
society in which the middle class plays a 
central role "requires the fostering of a crit- 
ical mentality. The conformist, affirmative 
nature of our bureaucratic culture does not 
tolerate the necessary critical approach." 

Part of the blame goes to the New 
Order's internalisation of traditional Javan- 
ese values — submission to authority, the 
suppression of initiative, and an unques- 
tioning approach to established norms. But 
the regime can no longer take these "cul- 
tural" traits for granted. 

Not, at least, among dynamic scholars 
and professionals like Mahasin and his 
friends. In these circles, newspaper editors 
groaning under government controls find 
common cause with businessmen at the 
mercy of discriminatory licensing proce- 
dures. Playwrights and poets no longer ac- 
cept arbitrary censorship of their works. 

Ironically, many of these people, in their 
student days, hailed the New Order and 


21 MARCH 1991 


crowds that the malls draw, more and more people can afford 
their ive wares. 

Blok M Plaza in Jakarta's southern suburb of Kebayoran is 
typical of these consumer palaces. Sunday brings crowds of 
Jakartans to the mall's imaginative spiral walkway, off which 
shops with names like "Yupporium" offer the latest in T-shirt 
and accessory fashions. 

Radio and now television commercials pander to consumer 
demands for style and quality. The press is replete with glossy 
ads for such frivolities as dog vitamins. Advertising has itself be- 
come one of Indonesia's fastest-growing industries. 

It is by no means the only sector of the country's economy 
whose prospects ride on the future of the bourgeoisie. The gov- 
ernment's latest growth strategies are now re-focusing on a 
domestic market enriched by the primary surge in export- 
oriented industry, economists say. 

Apace with the breakneck growth of recent years has come 
a surge in middle class expectations. This tide, businessmen 


feel, is already irreversible. "You can buy time to slow down po- 
litical changes by providing a better level of economic well- 
being, but you cannot stamp on [middle class] economic mobil- 
ity,” warns a Jakarta-based foreign banker. 

The flaunting of bourgeois consumerist aspirations in Jakarta 
and other cities, has prompted official concern about the impact 
of materialist values on the delicately balanced equilibrium of In- 
donesian society. "The move towards materialism bothers some 
of us," admits Population and Environment Minister Emil 
Salim 


But for young professionals left out of the political loop, 
materialism is a form of escape as well as security. The imba- 
lance between political and economic opportunities for the mid- 
dle class in Indonesia is likely to exaggerate the importance of 
materialism for some time to come. So the returns are not yet in 
on whether Indonesia's bourgoisie is contributing towards the 
development of democracy or further divisions in society. 

m Michael Vatikiotis 
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helped bring it about. Today they are once 
again yearning for change. Lately, a group 
of members of the “1966 generation” even 
went so far as to warn Suharto of the 
“emergence of feudalism” and to call for 
more “responsible openness” and “legal 
order.” 

A group of prominent academics from 
Jogyakarta’s Gajah Mada University sug- 
gested late last year that the presidential 
term of office be limited to two five-year 
periods. This was regarded as a polite way 
of asking for the almost limitless power of 
the executive to be curbed and for the pre- 
sident to be more directly elected by the 
people. “Many circles feel the president's 
powers are too great,” says Indonesian 
Democratic Party leader, Soerjadi, himself a 
former 1966 student activist. 


Faced with disgruntlement from some 
of its closest supporters, the government 
keeps reasserting its recognition of middle 
dass aspirations. But officials are pre- 
pared for no more than slow, cautious re- 
form. Sudomo, the coordinating minister 
for security and political affairs, sums up 
the government's dilemma: development 
has aroused demands for change, he says, 
but only so much change can be tolerated 
without jeopardising stability. 

State Secretary Murdiono puts it more 
bluntly: order will generally be given prior- 
ity over initiative and creativity, he told a 
group of artists recently. As far as In- 
donesia’s small ruling elite is concerned, 
untrammelled democracy would only be 
misunderstood by the vast majority of In- 
donesia's 180 million people. 
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Muslims feel left out of bourgeois boom 


Yuppier-than-thou 





By Michael Vatikiotis in Jakarta 


ne of cheerier fringe-benefits of 
() spreading middle class values is 

supposed to be the reinforcement of 
ethnic and religious harmony in the interest 
of economic stability. Comforting as this 
prospect may be, it is belied by a growing 
sense by Muslim intellectuals and business- 
men here that they are under-represented 
among the country's emerging bourgeoisie. 

From a Muslim standpoint, their de- 
mographic predominance has never been 
adequately reflected in either political or 
economic terms. Muslims account for al- 
most 9096 of the population, yet Islam is 
not the official religion. Since indepen- 
dence, it has been politically circumscribed 
by a government wary of Islamic claims on 
the state. 

Then, with the advent of the New 
Order in 1966, came the rapid promotion of 
non-Muslim business interests. “For a lot of 
people, the emergence of the middle class 
in Indonesia is seen as a product of the 
coalition between the bureaucracy and non- 
indigenous groups," a senior government 
official relates. 

The New Order leadership's close ties 
with certain ethnic-Chinese business in- 
terests has become a fiercely debated issue 
in the wake of the government's liberal 
economic reform programme. The reforms 
stimulated private sector growth but also 
stirred up latent envy among those unable 
to exploit powerful connections. “The eco- 
nomy has im 
has widened," said Watiek Pratiknya, sec- 
retary-general of Mohammadiya, the coun- 


proved, but the social gap. 


trys second-largest Islamic organisation. 

Muslim intellectuals question the fair- 
ness of wealth creation in Indonesia today 
and are calling for the reassertion of religi- 
ous values. They are supported by their co- 
religionists in business and even some in 
government. Together they recently ac- 
quired — with the blessing of President 
Suharto — an organisational platform, the 
Association of Muslim Intellectuals (ICMI), 
from which to articulate 
their views. 

Argument about so- 
cial equity is hardly new 
in Indonesia.  Anti- 
Chinese sentiment, for 
example, has marked vir- 
tually every period of re- 
cent history. But lately it 
has shown a worrisome 
increase in both influence 
and virulency. 

"[his is not coming 
from rank and file Mus- 
lims, but is the feel- 
ing of literate, intellec- 
tual Muslims," frets Sar- 
wono Kusumaatmadja, 
the minister of adminis- 
trative reform. It reflects, in his view, the 
strength of religious divisions in Indonesia 
and the weakness of countervailing secular 
tendencies. 

That would be ironic, considering how 
much energy the New Order regime has 
devoted to insulating society from the cen- 
trifugal forces of ethnic and religious cleav- 
age which brought the state so close to col- 
lapse in the early years of independence. 
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As one pro-government commentator 
puts it, ^much of society is easily incited, 
over-emotional, impulsive and not . . . re- 
ceptive to new ideas." From the standpoint 
of their vulnerable businesses and proper- 
ties, many middle class Indonesians might 
share these about the masses. 

Yet, Indonesians of all ages retain a keen 
sense of their own history. They are well 
aware that political change in this country 
has never been achieved by the masses 
rushing to the barricades. 

Rather, an external stimulus to change 
has always attracted support from the 
educated, better off, and worldly wise 
bourgeoisie. Knowing that they are bound 
to play an important political role again 
eventually, for many middle class Indone- 
sians it is simply a question of patience. M 


The somewhat amorphous state ideology 
of Pancasila seems designed for nothing 
so much as consensus-building in a plural 
society as complex as Indonesia's. 

But, far from being homogenised, so- 
ciety is showing fresh signs of polarisation. 
Recent assertive posturing by the Muslim 
community is considered the most danger- 
ous of these symptoms. One view is that 
the New Order's extirpation of all rival sec- 
ular ideologies in the wake of the purport- 
edly communist-instigated 1965 coup has 
left an ideological vacuum that pietism has 
rushed in to fill. “There is no longer any 
mainstream secular group; everybody is 
being organised vertically into pillars,” Sar- 
wono suggests. 

Another view is that Muslim conscious- 
ness is being deliberately fuelled for politi- 
cal ends. Much that oc- 
curs in Indonesia in the 
run up to the presidential 
elections in 1993 will in- 
evitably be interpreted 
as “political engineer- 
ing.” Only time will tell 
whether the Muslims will 
be allowed to fulfill their 
aspirations, or simply be- 
come the victims of politi- 
cal strategy. 

Abdurahman Wahid, 
the executive chairman of 
Nahdlatul Ulama, argues 
that recent Muslim stri- 
dency is only an epicycle 
on a_ long-established 
trend among mainstream 
Muslims to retreat from politics and instead 
consolidate Islam’s social and spiritual role. 

Maybe so, but there is a markedly 
tougher tone to Muslim discourse these 
days (though, no Muslim organisation has 
yet dared to take its grievances further). 
Wahid is not alone in fearing that deliberate 
engineering of ethnic polarisation among 
the middle classes could be the spark that ig- 
nites mass social conflict. * 
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Weedy, greedy and seedy 


Shanghai by Harriet Sergeant. Jonathan Cape, 
London. £16.95 (US$32.30). 


On one level this book, just like the city 
it describes, is a mess that depresses. There 
are other parallels: the book, like the city, 
looks fine from afar, has all the appearance 
of elan and elegance, seems to have dash 
and the potential to amuse — but at the 
end it leaves the reader much as the city left 
its former inhabitants, with a feeling of de- 
jection and emptiness, a rather sour taste, 
and some puzzlement about why the 
whole enterprise, like the city itself, was 
conceived in the first place. 

All of which is a great pity. Harriet 
Sergeant (apparently now Mrs Cohen, a 
surname she deliberately did not vouchsafe 
to the handsome young Palestinian ter- 
rorist who once danced with her in the 
coffee-shop of an old hotel on the Bund) 
is clearly a thoughtful and resourceful 
woman. Moreover, she enjoys the 
kind of connections (“we were at a 
party at the Hong Kong Gover- 
nor's House to celebrate the agree- 
ment between Britain and China 
over . . . 1997. My middle-aged 
companion told me that he had 
never forgotten the first Shanghai 
girls he met . . .”) that allowed her 
to examine with ease all the in- 
tricacies of expatriate reminis- 
cences of the place. 

So her pointillist technique, 
admirable for the telling of a tale as 
complex and many-layered as that 
of Shanghai, relies a great deal on 
her talks with such Yangtze grand- 
ees as Sir William Keswick, Sir 
Christopher Chancellor, Sir William Hayter 
— men (and not a few women, including 
the notorious Emily Hahn, still alive in 
New York City, and still fascinated by gib- 
bons, like the Mr Mills she once carried 
with her all over town) with some of the 
most extraordinary stories to tell. 

“Tony” Keswick, of Jardine Matheson, 
the firm of opium-dealers turned trading 
empire, pops up in the text with great fre- 
quency, and his stories are more extraordi- 
nary than most — not the least being his ac- 
count of the time when, as Chairman of the 
Shanghai Municipal Council, he was shot 
in the chest and the arm by a deranged old 
Japanese. “They carried me off to a hospital 
which appeared empty but for a small 
Chinese coolie. He knew iodine was the 
stuff so he got a bottle and said ‘Where’s 
the hole?’ . . . and poured iodine in till it ran 
out the other side. That was the most pain- 
ful part of the whole thing.” 

There are innumerable such tales in 
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Sergeant's elegant-looking book, most of 
them involving figures who might well be 
described as “colourful,” but who turn out 
on closer examination to be very little more. 
The Britons she describes are generally 
rather weedy, the Chinese are rather 
greedy, the rest — the French, the White 
Russians, the Japanese — exceptionally 
seedy. And it is this aspect of the book — 
as well as its irritatingly patchy organisation 
— that ultimately dismays. For the figures 
of whom Sergeant writes are so unremit- 
tingly provincial, amoral, arrogant, ignor- 
ant and unpleasant that their flavour be- 
comes the book’s flavour too. It is a bit like 
looking for excitement at the bottom of a 
pond: you may well turn up old prams and 
the occasional lost engagement ring, but 
unless you are a particularly adept forager, 
the slime gets to you in the end. 

One might think that writing about a 
city of unutterable squalor, peopled by the 


Forage, and you will find. 


ignoble and unworthy, set down on a dirty 
river in a dismal swamp, and having the 
most filthy weather, non-stop, would in- 
evitably result in a book of equivalent 
wretchedness: but as Collins and LaPierre 
found together in Calcutta, or as Mayhew 
and Hogarth found individually in Lon- 
don, there is often bright metal behind the 
tarnish. A more considerable writer — a 
more adept forager — would, I suspect, 
have discovered it in Shanghai before too 
long. 

(I, too, should come clean: six years ago 
I agreed to write a book about Shanghai, 
but eventually cancelled the contract, mak- 
ing the excuse that I found the city's pre- 
sent condition far too dull and her past 
far too lacking in romance. So I abandoned 
the quest with which Sergeant persevered, 
and I readily salute her for sticking so reso- 
lutely to her task. What she has written 
nonetheless reinforces my conviction of six 
years before: this is a story that, despite 
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having the appearance of promise, is just 
not quite interesting enough to tell.) 

All these criticisms, however, relate to 
the book simply at the level of reportage. 
There is another level, however, at which 
the book succeeds brilliantly — and that is 
at the level of polemic, and of warning. For 
the yesterday that made Shanghai what 
she is today is very much the today that 
will make Hongkong what she will be to- 
morrow. And in many ways this portrait of 
the grim and rather humourless decadence 
of half a century ago on Soochow Creek is 
not all that different from a portrait of the 
lives of those who move and shake today 
on The Peak and over at Sai Kung and up 
at Fan Ling. Much the same devil-may-care 
extravagance, much the same racial intoler- 
ance, much the same spectrum of corrup- 
tion and venality and utter amorality, and 
much the same lamentable leadership still, 
it has to be admitted, characterises today's 
Hongkong. 

True, we may not go around sniffing 
the lotus-petal-shaped shoes in brothels 
where all the girls had trotters instead of 
feet; true, one may not haunt the bars 
of Lan Kwai Fong and have opium pills 
see, , handed out on a silver tray, like 
g afternoon tea; true, one does not 
j imagine the police here spend a 

great deal of their time buggering 

one another, as seemed to have 
been the habit of many of Shang- 
hai's finest not so long ago. But at 
the same time — regard the 
seedier bars in Wanchai; or ob- 
serve the quality of many of the 
local judges; or hear the tales of 
eternally sozzled Peak wives in 
their Mid-Levels hair-salons; and 
recall the policeman who sup- 
posedly killed himself by shooting 
himself five times in the chest; and 
look at the endless parties, and 
the vulgarity of the local socialites 
— perhaps it is not altogether unreason- 
able to suppose that history may judge 
Hongkong in the closing imperial years al- 
most as harshly as Sergeant judges Shang- 
hai. 

Yet there probably is a difference. There 
will be kinder words to be said about 
Hongkong, one feels, whatever the mea- 
sure of the final years. For this place has 
done some good, has seen some excel- 
lence, has created something more than 
simply wealth, has carried out an experi- 
ment for the betterment of many, has been 
a paradigm of the benefits of Capital. 

Of Shanghai, little can be said by good 
and interesting people that is either good 
and interesting: which is why Sergeant's 
book, though admirably and painstakingly 
researched, illustrated and presented, fails 
to be a great deal more than an augury, 
and one that like most auguries is hardly 
much of a pleasure to regard. 

m Simon Winchester 




















Hero: 'A Fable by I. Allan Sealy. Seder 6 
farburg, London. £13.99 (US$26.95). 


_ Before Irwin Allan Sealy’s monumental 
The Trotter-Nama, the Indo-Anglian canon 
was overburdened with seriousness. The 
best Indian writers in English — many 
of them, as it happens, women, notably 
ayantara Sahgal, Anita Desai and Kamala 
arkandaya — excelled at delicate, beauti- 
fully crafted prose, laden with intense emo- 
tion, on subjects searchingly described and 
ingly felt. The only comedy came from 
ories of R. K. Narayan, though the 
understated | st le of the Grand Old 














$ Sealy sent a jolt dubugh that solemn tra- 
ition with his first novel, a hilariously in- 
j Sion saga of Anglo- 














ie Eng fish n s and the In- 
diat 1 condition. Ina very different way from 
its] denn essor, Sealy's new novel, with its 
: arious scenes, its sparkling prose and 

/ tec chr ical skill, is a marvel- 





-In Hero Sealy takes on the interlinked 
- worlds of Indian films and Indian politics. 
“We have more film-stars-turned-politi- 
dans than any other country on earth,” 

Sealy observes in his largely non-fictional 
introductory chapter. His novel is about 
one such: swarthy Ranga from the (imagi- 


alace politician 


nary) southern state of Kizhanadu, a blue 
bull of a man with a mysterious hump that 
makes him irresistible to women, who goes 
from roadside mechanic to circus sidekick 
to film extra to superstar to prime minister 
of India in several rapid blinks of the cam- 
era's eye. 

Hero's structure mimics the formula of 
a Bombay film — chapter headings reflect 
the elements of song, dance, fight, cabaret, 
rape, chase and (of course) intermission. 
But the narrative device is more complex 
than a "Bollywood" film: Sealy is telling the 
story of a book, Hero, in the voice of a 
screen-writer, Zero, who is simultaneously 
writing a script about the same events, 
Star, for which camera directions are in- 
terspersed throughout the novel. The trick 
is done with style, and that is its ultimate 
justification; but the opening chapter which 
introduces it injects a needlessly obscure 
note into a work whose strength is its acces- 
sibility. 

For what joys lie in Sealy’s writing! He is 
a maestro of prose. Descriptive passages of 
lyrical beauty co-exist with throwaway lines 
of coruscating wit. The well-chosen phrase 
is illuminated by insight (a romantic pair 
on a Hindi film poster are separated by a 
“whisper of blue sky between their lips”). 
The very names of his characters speak 
louder than words: apart from Hero and 
Zero there is the inevitable villain, Nero, 
the fragrant starlet U. D. Cologne, the 
cabaret artiste Flora Fountain. Sealy also 
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Front Une by Care Holingworth, jonathan 
ape, London. £16.00 (US$31.00). 


would probably be enough for most 
lists to rest on their laurels after 
| the world on the German inva- 
Poland in. 1939. But for Clare Hol- 
| this was just a beginning — quite 
ally since it was virtually her very first 
ent, undertaken with little jour- 
stic e experience and the total disapproval 
f her parents who did not consider this to 
2 a suitable job for a woman. 
~The Polish adventure, brilliantly told, 
‘was extraordinary enough, but was to 
‘be followed by a career as one of the 
world's few women war correspondents. 
Based for many years in Hongkong, she 
covered not only the Vietnam "War but 
ie. Cultural Revolution | (1966-76) and 
e 1989 pro-democracy uprising in 











"Te tone: e o the: whole book is totally 
» her description of a des- 


perately dangerous lone drive in Poland, 
mostly across country to avoid closed 
roads, towards the Germans as they were 
advancing. “I continued my journey, fol- 
lowing the course of dried-up rivers, down 
bridle paths, over fields and along cart 
tracks . . . When it was too dark to drive I 
stopped, ate some biscuits, took a pull of 
whisky and curled up for the night with my 
electric torch and revolver on the seat be- 
side me." 

The whole book is written in this matter- 
of-fact manner which gives the clear im- 
pression that she does not believe her 
dangerous exploits were extraordinary. 

Hollingworth was no passive receiver of 
communiques. In the North African cam- 
paign, for example, she learned to fly to 
help her "understand air warfare," and 
flew with the British air force on bombing 
missions. 

She does not bother to explain how she 
obtained this privilege, but on many other 
occasions is quite open about the strings 
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bullets go o "thaain," a sys = 
zoes “bubbachik,” “dhish” is the- 
sound ‘of celluloid fistcuffs. 

But — must there be a but? — Sealy 
leaves us cause for cavil. The dialogue 
is sometimes unconvincing (one cannot 
imagine Hero saying some of the lines as- 
cribed to him, such as "at night there's 
some respite. The soul takes refuge in 
dreams. And dreams assuage its suffer- 
ing"). The intrusive narratorial voice, with a 
vocabulary ranging from  "pentarchy" 
through "scrofulous" to "callipygian," is 
often at odds with the tone of the narrative 
itself. 

Hero's career from unlikely Hindi film 
star to one-eyed political wonder to an in- 
creasingly autocratic and isolated prime 
minister has all the improbability of ex- 
travagant satire. But its high points — de- 
spite some deft borrowing from the-day- 
before-yesterday's news headlines — are 
too far removed from any underpinnings 
of plausibility. Hero's political success 
is so facile, the nation’s slide into TV-mani 
pulated dictatorship so glib, that the inh 
er is constantly reminded that the novel 
has more to do with reel-life than real 
life. 








But these are relatively minor flaws. 
And indeed Sealy’s achievement trans- 
cends the limitations of his story. He has 
written a humorous, perceptive and highly 
intelligent satire. More important, in this 
delightful reassertion of Indian literary ir- 
reverence, he has expanded the range of 
Indo-Anglian fiction once again. 

m Shashi Tharoor 


she pulled with high-placed diplomats and 
politicians, including Charles de Gaulle, of 
whom she and her second husband, the 
late Geoffrey Hoare, became personal 
friends. 

Perhaps the most brilliant part of the 
book is her description of the total and 
brutal anarchy which prevailed in Rumania 
after the collapse of Poland and before 
Hitler finally took over the country. Her 
vivid account of the horrific violence of not 
only the fascist Iron Guard but of their op- 
ponents reminds one that the mayhem in 
that country last year was in no way unique 
in its history. 

Her anecdote about the outrageous sex- 
ual and alcoholic behaviour of Donald Mac- 
lean — before being unmasked as a Rus- 
sian spy — and journalist Philip Toynbee 
in Cairo is itself worth the price of the 
book. 

Books by journalists are often not only 
boring but self-laudatary. This is an excep- 
tion. One wishes Hi fingworth had in- 
cluded more of herself as well as the stories 
she covered and hopes she might delight 
us with a real — one of these 
days. |. WM Michael Malik 
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Kents hold up but oversupply is increasing 


The empty room looms 


By Michael Taylor 


or the past few years, the race to throw up more and more 

imposing urban landscapes has been concentrated in Asia. 

But for most of the region, it looks like time to take a 

breather. While rental returns and sale prices are holding 
up — on paper at least — in most of the major Asian cities, despite 
existing oversupply, the spectre of massive new stock coming on 
the market over the next two years looms over the industry. 

Japan’s much touted “collapse” in land prices has yet to drag 
down central Tokyo office rentals, though capital values in central 
Tokyo fallen sharply. Similarly, the South Korean property bubble 
has so far refused to burst, despite deflation in other South Korean 
asset markets. 

Almost everywhere throughout the region, unfettered specula- 
tion has led to oversupply, most notable in office space. It threatens 
Hongkong, Singapore, Bangkok and 
Jakarta and results largely from Asia’s role 
of supplier of much of the world’s manu- 
factures, with a parallel growth of a service 
sector and demand for higher grade accom- Japan 
modation. The process by which this long- US 
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eign investors should not crowd bumiputras in the property market. 

Both Hongkong and Singapore are the places most obvioush 
entering into a period of oversupply of office space — perhaps re- 
flecting developers' belief that since both are rather small islands, 
and both are becoming regional service centres, prices can only es- 
calate. 

But if the problems of most of Asia centre on whether the 
economies can live up to the expectations of property developers 
fast enough for them to reap a good profit, the problems of North 
America, and perhaps Australasia, look rather different. Here, 
prices are not falling to pay for developers' dreams, but as a result 
of buyers' and lessees' nightmares — which have little to do with 
property-business factors. 

In the past few years, fresh demand in those markets has tend- 
ed to come from Asia. In the US, the trend 
might be about to reverse. The Japanese 
poured US$53 billion into US real estate in 
the mid-1980s (Mitsui Real Estate say), but 


TII 38 in the past two years, the figure is said to 
LA NNYS vas shines 2a 40 have fallen to an annual US$15 billion. And 


term demand for higher grade property is QUE TIUS SEREEN e MM RD A 40 it is said that some Japanese companies are 
satisfied has been thrown out of balance by ANDE LLL cw eae e n 41 pondering selling their US real estate as- 
an orgy of investment, with each developer SHE MENO Lose HE UT. ca er cd eoorinà 42 sets. 
aiming to make every office tower "the War um c mM RU 43 In Canada, investment from Hongkong 
best." Malaviia 44 and Taiwan — some of it immigration 
Much has been on a “get-rich quick" Th "i de ARE PAIL ab tds 44 linked — has been noticeable, particularly 
basis. Take the financing of a Thai condo. A BOUT. iiti E RAUS in Vancouver and Toronto. Depression 
would-be developer raises enough public Indonesia... 45 reigns supreme in Australia and New Zea- 
investment based on little but a cheap site, Philippines ................... sese 46 land in the property markets — and it is 
to approach banks for financing. Malaysia LAWAN en c sevens: 46 tempting to say that it is caused by a vicious 
has avoided the worst excesses of specula- SOUID PROPOR iL shu Pata eae wei vao cud Dos 47 combination of Asian-style optimism on the 
tion and oversupply — in part owing to the CUBE I en rosa E i v cox ee SANNA 48 part of the developers, and the US-style 
slowing effect of a determination that for- economic difficulties of their clients. 4 
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i "t is not only Hongkong’ s politicians who cherish stability and 
- prosperity: the territory's huge property lobby could do with a 
. bit of it too. They are unlikely to get much stability in the com- 
g ei but the prospects for their prosperity are more difficult to 


omogeneous unit, the prospects for which are faithfully mirrored 
“in the performance of the Hang Seng Index. However, the increas- 
-Jing complexity of the territory's economic structure has lead to a 


... no easy links between what happens in the office rental sector, and 
|»... the buoyancy of the market for small domestic units. So there is no 
. longer any reason to correlations between the territory's 
p stockmarket and the property market. 

_ Thisis just as well, since the most visible part of the Hongkong 
c market — the office sector — will be in the throes of massive over- 
| mpl until at least 1994-95, and probably longer. 

It is difficult to be accurate about real rental levels, because 
p Hongkong landlords loathe to cut rents publidy, for fear of com- 
p g their building's capital value. Rather, they prefer to offer 
D side-benefits such as rent-free periods. So, while on paper rents ap- 
-.. pear to have fallen 10-15% from the highs of the first half of 1989, 
D analysts estimate that effective rentals have already fallen some 25- 


fo. 






|. There is further to go, because the main impact of oversupply 
-has yet to be felt. Different companies’ estimates of new Grade A 
.. office supply vary. Michael Hollington, director of Richard Ellis, 
_ calculates that in 1991 2.97 million f£ will come on the market in 
— core areas of Hongkong (Central-Wanchai-Causeway Bay-Tsim 
|... Sha Tsui), while a further 2.04 million ft? of new office space will 
be available elsewhere. In 1992 the situation will get worse, with 
|..a further 4.56 million ft? coming on stream in the core areas and 
.. 2.94 million ft? in fringe areas. Another property company, Ches- 
__ terton Petty, calculates 2.75 million ft? will come on stream in core 
areas in 1991, with a further 6.29 million ft? in 1992. Levett & Bailey 
| put the supply at 3.21 million ft in 1991, and 7.12 million ft? next 
ve year 
-The figures may differ, but all companies agree there is just too 
: much space on the market. Traditionally, demand has averaged 1-2 
ion ft? a year, with some 1.6 million ft? of take-up last year. It is 
fr rom Gear that Hongkong’s service sector can maintain that 
of expansion, however — in the past six months the watch- 
rd has been contraction rather than expanion as fund managers, 
rokers and property companies have laid off employees. 
ertheless, lower rents appear to have prompted companies to 
| more space — First Pacific Davies’ research concludes that on 
rage companies moving in ae took up 30% more space than 
ey had previously occu 
"But even at 2 million f£ a year, oversupply will last until 1993 at 
the most ae scenario, or to > 1997 on the most pessimistic 
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agmentation of the property market. For example, there are now 









Br zo 

the industry are much less bullish. " T opum. 

The slump is unlikely to be as dramatic as that i in the: early 
1980s, during which the upending of the market was played out to 
the accompaniment of property company bankruptcies and bank — 
collapses — some of them related to fraud. This time the vast. 
majority of Hongkong property companies enter the slump unen- -. 
cumbered by major debt. Even the more highly leveraged develop- ` 
ers, such as Sino Land, will probably weather the storm. * 

With landlords conspicuously not feeling desperate, yields on © 
buildings, amazingly enough, are still said to be positive. Property 
companies claim yields of 11% on prime office buildings, which 
compares with a cost of borrowing of around 8-9%. How long this 
situation lasts depends on the future both of rents and vacancy 
rates, and the direction of interest rates. Since US interest rates are 
expected to rise over the next two years, and rents look set to con- 
tinue to fall, the positive yield looks doomed. | 

At some point the opportunity to earn the yields may overcome 
investors' fear of falling capital values. Various fund management 
groups based in Hongkong are said to be contemplating the launch 
of property investment trusts. 

Property companies certainly need a wide spread of arguments 
in favour of investing in Hongkong property, because over the past 
year, investment in Hongkong property — particularly foreign in- 








An exception 
to the rule? 


By Anthony Rowley in Tokyo 


he collapse in stock prices and, to some extent, land prices 

| in Japan have so far brought little relief from the relentless 

upward pressure on rents for prime office space in Tokyo 

and other major cities. Nor is it likely to in the near future, though 
at least the rate of increase in rentals has abated somewhat. 

This has to do mainly with supply and demand, but there is 
also the perverse factor that the drop in Japanese urban land prices 
and the sharp increase in interest rates which has helped precipi- 
tate the fall is likely to lead to a slowing in new office development 
rather than an expansion of it. 

The supply and demand situation does have definite Japanese 
characteristics which make it a seller's or lessor's market so far as. 
prime city commercial office space is concerned. 

According to realtor Jones Lang Wootton, the total office inven- 
tory in greater Tokyo at the beginning of 1989 amounted to 45 mil- 
lion m2. Tom Hill at S. G. Warburg Securities in Tokyo reckons that 
around 11 million m? are currently being constructed in the capital's 
five major wards. 

This "huge" construction programme — amounting to nearly 
25% of the existing office stock — ought in theory to have a = 
impact on prime Tokyo office rentals which, at around 355, 
tsubo per month, or US$126 per m2, are nearly 10 times t 
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Tokyo wards of Chivode I Minato and C Chu uo te 
by a more modest 10% a year comp d 
in the past couple of years. —. 

The width of this 25-40% rat 
companies wanting to expand : offi 
of Otemachi and Maranouchi hav« 
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vestment — has all but dried up. The Peking massacre in June 1989 
was the trigger, but these jitters have been compounded by the 
comparative weakness of foreign banks, particularly Japanese, 
which has blunted their appetite for property-related lending — or, 
in the case of the Japanese, any lending at all. 

If the commercial sector's prospects look grim, the outlook for 
the retail sector is mixed. The luxury retail market has been hard 
hit, with rents falling sometimes dramatically, as disappointing 
tourist arrival levels have been coupled with the impact of the col- 
lapses of regional stockmarkets. 

The landlord most singularly exposed to this downturn has 
been Hongkong Land, which relentlessly courts the upper end of 
the luxury market. Other landlords, such as Wharf Holdings, have 
property portfolios more intimately linked to the package tour 
“shopping expedition” end of the tourist market. 

But the most noticeable change has been the success of all-em- 
bracing shopping malls aimed at the local community. Examples 
include Swire Properties’ Cityplaza, Sun Hung Kai's New Town 
Plaza in Shatin, and a development by Sino Land in Tuen Mun. 
The success of these plazas is firmly based on the rampant demo- 
graphics of Hongkong’s fast-growing new towns. 

The residential market has also fragmented. Apart from the 
highest-end luxury residential market, there has been a con- 
vergence between the higher and lower ends of the middle market, 


leading some anlaysts to suggest that a resurgence is due to hit the 
upper middle end of the market. 

However, the best performing sector of the market since June 
1989 has been the small unit residential sector. This is partly be- 
cause in 1990 supply of new properties was limited — only about 
30,000 new apartments came on stream. The resulting boom esca- 
lated, in true Hongkong style, into mass speculation — encouraged 
and sometimes fuelled by the blatant involvement of triads gangs 
who bought, and then re-sold at inflated prices, property as it came 
on the market. 

The underlying economics of these markets are a relatively sim- 
ply equation of wage rates and the availability of bank financing on 
the demand side, and supply on the other. Wage rates in the pre- 
vious two years have been rising faster than inflation, as might be 
expected in a fully employed economy. Wages rose about 1295 in 
the first half of 1990, and early indications for 1991 are of wage set- 
tlements of about 12.395. 

Coupled to this is the traditional and continuing liquidity of the 
Hongkong banking sector. There is certainly no shortage of money 
for mortgages. Indeed, small banks with an extensive branch net- 
work, such as Wing Lung Bank, are not only signing mortgages as 
fast as they can, but also pumping a significant proportion of their 
deposits into the interbank market, thus giving aggressve banks 
the opportunity to enter the mortgage market. = Michael Taylor 
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like Kanda, a little bit out of the "gold- 
en belt." Rents in Kanda rose by some 
80% last year as a result. 

There are a number of factors 9 
which support Siman's theory that | 
rents will continue to firm in the three 
main wards. One is the sheer conveni- 
ence of being in a central Tokyo loca- 
tion with access to all-important sub- 
way stations for commuting staff 
— which means just about every em- 
ployee. 

Another is what, by the standards 
of other major capital cities, are 
Tokyo's almost absurd zoning ratios 
for commercial building. These gener- 
ally restrict the size of a building rela- 
tive to plot to 1,000% (or 10 storeys) for 
reasons which foreigners often find it 
hard to comprehend. 


| Prime Tokyo building 
& office rent* 


(Right scale) 
= — - 662 or above m? 


Planners like to talk about infras- 4,000- 
tructural support — the degree to. 
which central Tokyo's road network, — — REDE MESE 
car parking, subway and even restau- '82 '83 '84 '85 


rant facilities — can support taller 
buildings. 

Yet, given Japanese conservatism and love of consensus, it is 
easier to attach credibility to the notion that the 10-storey building 
syndrome arose simply out of a post-war decision to take the Mit- 
sukoshi department store in Marunouchi as a benchmark. 

Japan, major real-estate development and leasing companies — 
Mitsui Real Estate, Mitsubishi Estate and Sumitomo Realty — seem 
reluctant to breach the unwritten rule of not exceeding the Mit- 
sukoshi store height. It exerts a curious influence over the propor- 
tions of most central buildings. 

Other factors, such as right to light and even a taboo on over- 
shadowing the imperial palace grounds in Tokyo, have played 
more of a part than considerations like Tokyo's susceptibility to 
earthquakes. The whole situation is made worse by the fact that on 
average only 42% of the permitted zoning capacity is actually 
utilised 


It is tempting to believe too that property companies are happy 
to maximise their rental incomes from a relatively limited supply of 
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2 office space. 

f There have been some notable ex- 

5 ceptions to this rule. In 1980 Japan in- 
troduced so-called “spot zoning” regu- 
lations which permit developers to 
acquire an entire area and develop it in 
a more intensive manner than is gener- 
ally permitted. 

However, many of the prime ten- 
ants — US and European investment 
banks for instance — who moved to 
escape central Tokyo property prices 
have recently moved into the new Ur- 
bannet Building in Otemachi, a state of 
the art “intelligent” building (wired for 
computers) where costs are a good 
deal higher. The lure of the centre still 
holds. 

Yet another factor which limits 
availability of office space in central 
Tokyo is the bias in the landlord and 
tenant laws in favour of sitting tenants. 
Such tenants face rent increases of only 
10% every two years (4.5% per year 
compound) if they stay put, whereas 
their rents would rise by around 200% 

if they moved. The supply of new space through tenant turnover 
is thus limited. 

The much-touted fall in Japanese land prices — part of asset de- 
flation — has caused values to fall by as much as 35-40% outside of 
the prime central areas of Tokyo from their high peak at the end of 
1987. In the prime areas they have fallen by much less and analysts 
expect them to remain “frozen” at current levels before moving up 
again. 

T With long-term interest rates on borrowed money now touch- 
ing 8% — roughly equivalent to the yield on major property com- 
panies' portfolios — the incentive to go out and buy new land has 
all but disappeared. 

Barring a major setback in Japan's overall economy and in the fi- 
nancial services sector in particular, Jardine’s Siman expects con- 
tinued strong growth in demand for office space in central Tokyo 
from Japanese and foreign companies. As a result, the vacancy 
ratio should stay at around a miniscule 0.295. a 
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| gom joke popular in US real estate circles goes like this: How 
| do you get a developer down from a tree? Cut the rope. In 
A. nearly every corner of the country, property markets are tak- 
à beating. Interest rates on loans may have declined, but so has 
16st interest in buying real estate. In many cities, residential, com- 
mercial, retail and resort properties languish for months without a 
erious bid. Banks and saving and loan companies, faced with their 
wn capital crises, are tightening credit requirements even for 
sightforward mortgages. 
Few analysts ¢ expect the next 12 months to offer any real hope 
ecovery. Not long ago, property values in several leading US 
ities were m« ügher due in no small part to broad Asian in- 
cially true in key US centres of Asian immi- 
| Angele: , New York, San Francisco, Seattle and Hono- 
sian investors are now nervous about immediate 
'rospects for US real estate, a prudent enough speculation, though 
eir longterm. confidence appears intact. 
Indeed, for those who can afford it — in terms of both cash and 
erve — buying this year is considered a wise decision. Over time, 
: demand will increase and real estate prices will rise again in major 
US cities, but for now, the market is only for the brave. 
< Many economists predict a relatively mild US recession lasting 











I Y anada s property market, battered by an obstinate recession, 
iv the fea undi teceived some E news with the decision of 


tate. the ‘worst ‘economic dintum since 1981-82, John 
the governor of the Bank of Canada, is finally heeding the 
vice of the property industry and has turned his attention to 
ighting the recession rather than inflation. 

~~ Crow has permitted interest rates to fall regularly this year and 
) ¿central bank rate, which drives retail rates, is now hovering 
around the 10% mark, down from the 14.05% peak of last year. 
While the impact of the recession has not been uniform across the 
untry, no region has really esca 

ae he = been hit harder than E Despite the 








Car bim | Wee e economic downturn did 
t reach the p proportions e elsewhere, the slowdown in all sectors, 
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at least until the end of the year, b 3 
brunt harder and longer. In.a recent nationwide survey : 
than 1,600 US real estate executives, 7296 pred cted it would be two 
to five years before the broad market revives. 

California had been one of the fastest growing, US regions of the 
past decade, and at first it seemed the Golden State would live up. 
to its nickname, even as the rest of the US endured a stiff recession. _ 
To be sure, the state's diverse manufacturing and agricultural — 
wealth, and its importance to Pacific Rim trade, has greatly soft- 
ened the blow. But California is not recession-proof. Unemploy- 
ment has jumped to 7% from 5% in one year. The state govern- 
ment faces a US$2 billion deficit for the fiscal year ending 30 June, 
and perhaps a US$5 billion deficit in the fiscal year ahead. Office 
residential markets in the state are vastly oversupplied; nonse 
starts fell 3175 last year. 

Both Los Angeles and San Francisco nonetheless continue to at- 
tract overseas property investment, though some buyers are losing ! 
enthusiasm. The Japanese are a case in point. Nearly 80% of 200 Ja- 
panese companies in the US recently polled by real estate analysts 
Mead Ventures said their US real estate-related business this year 
would decrease or stay the same as in 1990. Only 2% thought it 
would increase significantly. 

The Japanese surveyed continued to view Los Angeles as the 
top US real estate investment market, followed by New York, Seat- 
tle, San Francisco and Honolulu. Several big Japanese companies 
with financial troubles, including Itoman, EE, Shuwa Corp. and 
Kumagai Gumi, would like to unload US assets this year. EIE wants 
to sell the prestigious Beverly Wilshire Hotel. 

Attitudes are better among smaller investors from Taiwan, 
South Korea, Hongkong and Malaysia. US property may inspire 
greater numbers of Hongkong residents thanks to the Immigration 
Tax Act of 1990. The new law, modelled on Canadian legislation, 
offers US citizenship in exchange for job-creating investment. This 
new breed of Asian buyer tends to be more quiet and spend less 








residential, commercial, office and industrial, has been marked. 

Nevertheless, British Columbia, the prime target of Asia immi- 
gration and investment, will outperform all other regions of the 
country by a wide margin this year, according to the industry. 

The once high-flying Toronto market remains on its knees and 
is not expected to show any signs of recovery until at least the end 
of the second quarter. Compounding the industry's problems has 
been the imposition of a 7% federal goods and services tax (GST), on 
virtually everything. | 

Scotiabank said in its annual forecast that "the North American 
economy will turn in the worst back-to-back performance in nearly 
a decade in 1990-91." Central Canada, principally, Toronto, the 
manufacturing heartland of the country, has suffered more than 
any other region. Office buildings are standing empty and residen- 
tial construction has come to a virtual halt, with thousands of work- 
ers laid off. It became so bad that many hard-pressed home-owners 
simply walked away from their mortgages. 

The property industry is well known for its cydical nature but 
this time around it is different, some analysts are saying. Wayne 
Mondville, the executive vice-president of Royal LePage's commer- 
cial real estate services, Canada’s largest real estate company, says 
a declining workforce in the 1990s will dramatically slow the indus- 
try’s growth. “The increase we can expect in the 17208 ie ony hali 
what we experienced in the last decade.” | 

He says that the whole market will char ge now that 9 million 
baby boomers, born between 1947 and 1966, have already bought - 
their homes and established their office space About 4.2 million — 
Canadians reached working age during th sey nile 
million dropped out or retired, leaving 2.2 mi 
and business accommodation... 

Mondville says that only a m 
the job market over the next decade 
migration of 250,000 will not be enough tc 































the Japanese have, focusing not on high-profile d: down- 
i: 'operties but on areas where other Asians live. Most South 
xe Cor rean investment in Los Angeles, for instance, is focused on a 
-- small area, home to thousands of Korean immigrants. 
|... Somewhat atypical is a company like Tuntex, the large Taiwan- 
ese manufacturer, which has been on a California shopping spree 
ver the past year. It paid US$108 million for 360 ha of open land 
< near San Francisco that it plans to develop into a commercial and 
- -retail attraction. For US$5.5 million it picked up a nearby site suit- 
-< able for a hotel. In the Los Angeles suburb of Universal City, Tun- 
~ tex bought a 450-room hotel for US$48 million. | 
Optimism still reigns in Seattle and Honolulu. “Those are prob- 
_ ably the two top areas on most Asian investors’ shopping lists,” 
_ Says Jack Barthell, an executive at the Los Angeles-based real estate 
.. firm of Kenneth Leventhal & Co. 
In Hawaii, Asian investors, mostly Japanese, favour resort and 
ential development tied to golf courses and other recreational 
ies. But, with vacation travel from Japan and the US in a steep 
ne, the leisure segment of Hawaii's property market is re- 
d as most vulnerable. Seattle is tapped for appreciating 
es in residential and mixed-use projects. The city's home prices 
nped 20% in 1990, though experts predict this year will see less 
amatic growth. But analysts say Seattle is the US city with the 
-. most real estate investment potential over the next three years. 
Of all the major Asian population centres, New York real estate 
© values have suffered the worst. The depth of the collapse is stag- 
gering — prices are off between 30% and 50% in just over three 
years. It currently takes an average of 243 days to sell a Manhattan 
residential property and sellers receive on average 71% of their ask- 
ing price. 
Some observers say the market has over-reacted and that New 
York i is due to rebound soon. But that is very optimistic. Midtown 
Manhattan alone has nearly 1 million nv of office er to let in 
new or nearly completed buildings. E: 















The simple equation, according to Mondville, means there is less 
demand at all levels of the industry. 

The Toronto office market sector illustrates Mondville' s con- 
cerns. Royal LePage says vacancy levels of 15% or higher can be 
anticipated before the market will start turning around. Major de- 
velopment projects have been shelved and some are probably un- 
likely to see the light of day. 

Ironically, the downturn has not had any visible impact on leas- 
ing rates. Canadian landlords historically hold up rates in bad times 
opting to give tenants other incentives such as rental holidays, free 
renovations and relocation allowances. 

Average rates in top class Toronto offices are expected to be 
around C$40 (US$34) per ft, roughly where they were last year. 


| he Vancouver office market which cruised through the early 
| | part of 1990 with vacancy rates of around 7%, felt the cool 
winds of recession by the end of the year. Vacancies were 
. up to 10% at the end of last year and Coldwell Banker Inc. predicts 
E hey will go to 13% by the end of this year. 
_... But unlike Toronto, which is carrying a large excess of develop- 
: ment, Vancouver does not have a significant amount of new build- 
| ings coming on stream this year. That, coupled with continuing 
ong offshore immigration and migration from other provinces 
canada, is expected to make Vancouver the strongest office mar- 
1 the country for the next two or three years. 
Toronto, leasing rates remain steady but tenant induce- 
ages are also a normal part of the market. Robert Lee, di- 
cet research for Coldwell, says the highest net rates 
out C$30 per ft?. “Rates will stay where they were last 
cement Eu such as free rental periods etc. are 
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AUSTRALIA 


By Florence Chong in Sydney 


opeful signs are emerging that the Australian prop 
ket may be bottoming out or if not at least it: 
to the bottom. 

Australian real estate has fallen by 20-40 





(5 acro 
1989. Yields have fallen to the pre-boom level an 
soften further. Prime office buildings which show 
of 5-6% in 1988 will settle at 7-7.5% by mid-year 
suburban properties will blow out to 9-10% and | 
tively. 
In the words of a leading property analyst 
market is ^wretched." The most op miste ass 
could start to recover in about 18 months to two ye 
on the fact that no new building is being sta: 
banks have stopped funding development. But t 3 
seems to point to a much later recovery — such as th 
this decade. 
Quite simply, Australia has far more supply than 
property. Every city, with the exception of Canberr 
a huge over-supply of office space. The level of v vac ca r 
to between 9.5% and 16% — the t end is ur i 
18% months. The highest vacancies will be re 
and Perth which will a at 18% and 20% re SE 





The industrial sector has also slowed, with tenants, deve 
and investors putting themselves into a holding i 
see the full impact of the GST and which way the 
vital Canada, will head over the next quarter. | 

The Toronto market is expected to generate 16: million f£ o 
sorption this year, according to Royal LePage. This will re: 
soaking up of some excess capacity and vacancy rates of 
11%. Leasing rate levels will remain stable at between CM an 
per ft. 

If there is to be any winner it could be Vancouver's si 
sector. While demand for industrial land is slowing, the c 
nature of the city has resulted in a shortage of indust ial 
re-zoning of industrial land close to the centre of the city f 
use has forced industrial developers to look elsewhere for 
keeping the market fairly tight. 

Nevertheless, vacancy rates have edge 
few months ago. The relative scarcity of space is ref ect ted e 
rates which vary between C4 and C$10 per ft? — 
Canada. 

The section of the market which has suffered most has: 
residential field, especially in Toronto, where prices vi 
lapsed in 1990. But the residential sector is expected to be 
to rebound. With mortage rates now dro pping ‘below 11% there 
already signs buyers are going back into the market. 

House prices in both Toronto and Vancouver have d d 
up to 25% from a year ago and construction has slowec 
ably. Vancouver housing starts have fallen to their lowe 
since 1987 and no recovery is seen at least until the secory 
the year. 

The Real Estate Board of Greater Vancouver 8 figu 
sales plunged by 40% last year compared with 1989. 
21,094 sales compared with 35,458 in 1989. Total ve 
billion was 35% less than 1989's C$7.4 billion. 














cancy will also reach around 13-14% in 1992. 
Australia’s own self-induced domestic 
recession has meant that demand for office  % 
accommodation has contracted sharply. By - 8 
January, Australia’s unemployment level 
was 8.4% compared with 6.1% a year ago. 
Unemployment — already at its highest in 
eight years — is not relenting. Corporate 
and small business bankruptcies rose by 
56.8% last year and more collapses are yet 
to come. 

The slump has forced on the market a 
large range of properties, including some of 
Australia’s prime buildings. Further, a lot 
more are available though not officially on 
the market. A reliable source told REVIEW 
that Kern Corp. is prepared to sell its 20% 
share in Grosvenor Place, Sydney's newest 
landmark building, at yields of more than 
7%. In March 1989 Kern Corp. had an option from Aust-Wide 
Management to buy it at 5% yield. The difference means the value 
of that building has fallen from around A$960 million (US$753 mil- 
lion) at the peak to less than A$800 million. 

Others, however, caution against using this as the benchmark 
for the level of depreciation of all super prime office buildings. 
They point out that few major investors are prepared to spend this 
kind of money to buy a minority stake. 

"If one is looking at the positive side," says Seek Ngee Huat, 
managing director of H. W. Research & Consultancy, Australia's 
largest property research firm. "The weakness in the market is al- 
ready reflected in the yields. Values have come down and a weak 
market presents good buying opportunities." Seek says vendors 
are prepared to consider deferred settlement and will provide in- 
come guarantees. And if they can offer tenants with good backing 
and long leases, he adds, the investment will have few downsides. 

Investors are buying shopping centres at yields of up to 15%. 
Sunshine Plaze in Melbourne, once owned by George Herscu, 
who controlled the now-collapsed Hooker Corp., was sold at 
13.5% yield. Some analysts argue that at this kind of yield, it is 
worth while considering putting money back into property. They 
point out that bank finance is now available at around 16.5% for in- 
vestment properties. The gap between the cost of money and in- 
vestment incomes is no longer the yawning 8-10% experienced 
during the boom. 

But the market has yet to be convinced. The number of buyers 
is extremely thin. The only buying activity is limited to the bottom 
end of the market where cashed-up investors are picking up good 
deals. Others are starting to form syndicates to allow them to buy 
properties worth up to A$30 million. 

But the big-ticket buyers, especially institutional buyers, such as 
the AMP Society and Colonial Mutual, have been out of the market 
for some time, pursuing their own development projects. Yet others, 
such as the Superannuation Fund Investment Trust, the pension 
fund for all Commonwealth public servants, has placed on the 
market two of its properties — the Westpac Plaza and its 50% share 
in 101 Collins Street, a new up-market building in Melbourne. 

Other aggressive buyers were unlisted property trusts, now in 
turmoil following a run on key fund managers last year. Faced with 
redemptions, estimated at A$400 million, the industry is at pains to 
try to resolve its liquidity problem. The major trusts which have 
sharply devalued their property portfolios have frozen redemption 
for up to 18 months. 

Japanese investors, who contributed to the great leaps in prices 
in the late 1980s, are seriously constrained by the change of their 
own economy and the rise in their domestic interest rates. There is 
no question that the free-lending era of the late 1980s is over. 
Southeast east Asian investors who have been monitoring the mar- 
ket are still assessing it. The recent decision by the listed Burwill 
Holdings, 1576 owned by the Singapore Government, to buy Cap- 
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count Property Trust from the British-based 
Capital & Countries for A$105 million is an 
encouraging sign. Indeed, leading city 
agents claim to hold a watching brief for 
buyers of properties valued up to A$400 
million. 


The hotel and leisure sector broke the 
drought last year with several sales, but the 
Gulf War choked off sales this year. Estab- 
lished hotels such as Hyatt Kingsgate and 
Sebel Townhouse, both in Sydney, are on 
the market at one-third of their replacement 
value. Several held by receivers are availa- 
ble at way below original asking prices, 
such as the Mayfair Crest in Brisbane, sold 
recently for A$56.5 million against an orig- 
inal asking price of A$120 million. 

While the retail sector is not as over- 
supplied as the commercial market, the re- 
cession has seen consumer spending plummeting to the lowest 
level since World War II. The inevitable impact on shops is now 
evident in all key shopping areas as shop after shop is left empty. 
Only so-called super prime retail centres which dominate their local 
areas are still trading reasonably well. Industrial properties are lan- 
guishing. They were the first to feel the chill of a recession. 

Australia is counting on a recovery in the residential market to 
stimulate its economy. Home loans are available at 13.5% — com- 
pared with 17.5-18.5% in early 1990. Certainly, mortgages are the 
only area where Australian banks hope will provide some growth 
in an environment where all other lendings — including consumer 
spending — have virtually stopped. Prices for second-hand houses 
have fallen by 20-30% across the board in all states, but are stabilising. 
Mega-million dollar homes of high-flying Australian entrepreneurs 
are on the market at as much as 50% of their purchase prices. m 





Source: JLW Research 





SINGAPORE 


Waiting for 
the deluge 


By N. Balakrishnan 


ccupancy levels in Singapore's premier financial district, 
Raffles Place, are now running at about 95% and yet 
everyone is pessimistic about the possibility of capital ap- 
preciation in Singapore's office market sector, or indeed the entire 
property sector, over the next two to three years. 

This curious anomaly is explained by the deluge of new supply 
to come on stream during the three years starting from late this 
year. The current high rental levels are the result of the lack of any 
new construction in the period of 1985-88, the period of the last 
down cyde, but the developers are making up for it with furious 
new construction going on now. 

Between late 1991 and 1995 the Research Director of Kim Eng 
Securities, Alan Wang, expects about another 12 million ft? of of- 
fice space to be coming on stream. The take-up rate in Singapore in 
the recent past has been about 1.2 million ft? of office space a year, 
so the conditions exist for a massive oversupply and for occupancy 
levels to plunge to the 80% level or even lower, which would take 
it to about the same level reached in the 1987 recession. 

While supply is easy enough to project, demand projection, 
especially over three years, is not so easy. The pessimists cite the 
slowing Singapore economy, which is expected to grow by only 
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NEW ZEALAND 


Dark shadows 


over market 


By Colin James in Wellington 


pwards of NZ$4 billion (US$2.39 billion) of commercial 

property — about 6% of GDP — is up for sale. This over- 

hangs the market, casting a dark shadow from which only 
some lucky or canny sellers have been able to find any relief. 

Compounding the problem is that a proportion of the 
property for sale is from portfolios of failed companies or com- 
panies under pressure to improve their balance-sheets. The most 
notable is the failed merchant bank DFC New Zealand. The state- 
owned Government Property Services Corp. is sitting, technically 
insolvent, on about NZ$500 million of property. 

Prices are consequently erratic, with some observers saying 
there is no market, and sales of major properties now often depend 
on finding foreign buyers, but some of those are under pressure in 
their home markets. In some cases there have been substantial dis- 
counts. In December, for example, the Kupe Group sold for NZ$9 
million a big development site in Auckland after spending NZ$50 
million to buy it piecemeal. That followed the sale in September of 
a Wellington tower block Kupe had developed for NZ$46 million 
less than it cost. Some sellers have resorted to multiple auctions or 
tenders to quit property. Brierley Investments Ltd sold NZ$223 mil- 
lion worth of property in late December to a joint venture of itself 
and a Hongkong-based group, SEA Holdings. 


Vacancy rates have been rising and now are at 14% in Wel- 
lington and 1676 in Auckland, with new office space, construction 
of which was committed during the pre-1987 boom, still coming on 
stream. New tenants are being offered inducements of up to NZ$1 
million, rent holidays of a year or longer and other devices to lure 
them into leases. The result has been a big gap between the real 
market rental and the rental stated in the lease document. 

Construction activity has plummeted. With the completion of 
the 31-storey Majestic Tower in Wellington and a 41-storey tower 
in Auckland, no comparable projects will be under construction. 

Symptomatic of the gloom has been the fall in the price of 
shares in the principal property company, Robt Jones Investments, 
from a high of NZ$1.21 early in 1990 to as low as 33 NZ cents in De- 
cember, despite claims by its chairman, Sir Robert Jones, that it has 
a balance-sheet and underlying income strength warranting a 
NZ$1.50 price. Although Jones has said he has a strategy to restore 
the share price, it was still around 45 NZ cents in late February. 

Other companies have fared worse: of 12 listed property com- 
panies (down from 43 in 1987) surveyed by New Zealand 
magazine in February, only two paid dividends. Majority US-owned 
City Realties' chief executive Peter Wall reckons the market will re- 
main soft for most of 1991, though he sees some sign of foreign in- 
terest in "bargain buys." Quantity survey and cost consulting firm 
Rider Hunt Holmes Cook reckons the bottom was reached last year. 

Similar uncertainty clouds the future of rural land, where prices 
had been rising on the back of improving commodity prices, which 
have fallen over the past year. But, while prices have become more 
attractive to foreign buyers, Asians may find it harder to get per- 
mission to buy rural land. While the sale of New Zealand's best- 
known resort golf course to Japan Golf Systems, blocked by the 
former Labour Party government, was allowed by the National 
Party Government. The Nationals, with many farmers in their 
ranks, is in general less willing to see rural land go out of New 
Zealand hands. * 
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5.5% this year compared with an estimated 
8.5% in 1990 and 9.2% in 1989, and forecast 
that the absorption rate may be lower in 
1991 than is being generally expected, even 
lower than 80%. The optimists are relying 
on pessimism in Hongkong to drive out 
more multinationals to relocate their head- 
quarters in Singapore and give a big fillip to 
the office space market in Singapore. 

But companies that have actually relo- 
cated from Hongkong, or have announced 
that they will, are still fewer than 10. 

The expectations of an impending cor- 
porate exodus to Singapore from Hong- 
kong is generally not shared by analysts in 
Hongkong so it is likely that the optimists 
in Singapore may be making too much 
about jitters in Hongkong coming to their rescue. 

The landlords, meanwhile, are enjoying the near record prevail- 
ing rental levels at about S$10 (US$5.8) per ft? while it lasts, know- 
ing full well that the rentals too will come down as supply increases 
from next year. To overcome this, some landlords, such as DBS 
Land, are attempting to sign long-term leases of up to six years at 
a discount to the current rents, so as to have some secured tenants 
in the expected lean times ahead. 

But one threat to the office sector of the property market has 
been lifted. The market has been fretting since October, when the 
Singapore Government indicated that it might bring forward the 
first sale of the reclaimed land in Marina South from its planned 
1992 date to this year. The government now spys it has no wish to 
exacerbate the expected oversupply situation by releasing land 
now and the first sales will not take place until at least 1992. 

Nevertheless the government and the developers have different 


Weide 
= 


"Includes sites to be used for 


21 MARCH 1991 


Property transactions by sector 





don qn 


FAR EASTERN ECONOMIC REVIEW 


views about the high prices that prevail in 
the office market. While the government 
does not want a collapse in prices, it will be 
happy to see the current values, which 
make prime office space in Singapore the 
fifth most expensive in the world — ahead 
of New York, though mercifully still behind 
Tokyo and Hongkong in Asia — come 
down gently. 

Reflecting the prevailing uncertainty in 
the market, property transactions dived in 
1990 compared with 1989. In some cases, as 
in the office space sector, transaction 
amounts more than halved. Japanese ac- 
counted for 1876 of the total of S$2.71 billion 
in transactions recorded in 1990, compared 
with S$4.77 billion in the year before. 

That made the Japanese the largest foreign investors in Singa- 
pore's property market last year, but, given the weak state of 
Japan's property and stockmarkets in 1990, the Japanese presence 
in the near future is likely to be limited. 

Prices in the residential sector have declined by about 1095 in 
1990. Although the value of residential property transactions 
showed an increase last year over 1989, the increase was due to a 
single transaction by a Japanese buyer, Shozo Kimura, who 
bought 77 units of the Arcadia condominium for S$110 million. 

Japanese money was involved in S$446 million worth of trans- 
actions in 1990, less than half of the of S$1.05 billion in 1989. While 
Japanese and other funds are important to the market, it is worth 
noting that about 67% of the funds came from within Singapore, 
and the lowering of the interest rates in late 1990 — the prime rate 
is now 7.0% compared with 7.5% in mid-1990 — may help revive 
some local interest in 1991. Y 
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A bral A | gives 
is a break 


' Doug Tsuruoka in Kuala Lumpur 


" alaysia's central bank has thrown a wrench into an other- 
wise thriving property market by barring domestic financ- 
AK. ing for foreigners in local real-estate deals. The ban in 
November last year follows reports that investors from Singapore 
and Taiwan were devouring a disproportionate share of the market 
at the expense of bumiputra (native Malay) competitors. 
=: The move is curbing foreign activity in a sector which has 
spearheaded the nation's recovery from the 1985-86 recession. 
There are also signs of softer growth in properties this year com- 
mensurate with a slowdown in Malaysia's economic performance 
to about 8% in 1991, compared with the 9.4% increase posted in 
990. The slower pace of investments is underscored by a glut in 
low to mid-priced condominiums as over-construction leads to a 
surplus of such units in Kuala Lumpur and the surrounding Klang 





: Whereas analysts a few months ago were fretting about the ef- 
ts of an oil price spiral sparked by a prolonged struggle in the 
ulf and its possible impact on property investments, the mood is 
yw decidedly optimistic with the swift end to the war. 

The average rent for prime office space in Kuala Lumpur is ex- 
ected to rise to more than M$3.60 (US$1.32) per ft? from a current 
M$2.80. Many choice sites are already commanding even higher 
premiums of M$4.80 per ft? or higher, with some office rents ex- 
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Will the cracks 
show through? 


By Pou Handley in Bangkok 


™y he Gulf War only enhanced the evident cracks in the over- 
. heated Thai property market last year. Most sectors are now 
. looking towards an oversupply situation by late 1992. But 
2 is still strong debate as to whether the cracks will result in a 
t crash, or if demand will remain strong enough to prevent 
erosion. 
At the moment Bangkok is solidly a sellers' market. Residential, 
Office and commercial space are all enjoying near-full occupancy. 
xr office and upmarket residential property the market has ab- 
sorbed any new building coming on line with amazing speed, as 
incoming companies and expatriate workers have lite. choice but 
to take what is offered. 
However, the timing of much of the new building in all sectors 
is. foreboding: most of the massive construction under way in 
angkok will be completed. simultaneously next year and a large 
f office Space is assured. In other areas, the degree of 








ha: already taken a fall around the coun- 
ngest speculative fervour of the 1988-89 
as already getting ready to deflate when 
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with the M$500 during the speculative SM which preceded. the : 
two-year recession that ended in 1987. 

The capital and other hubs, meanwhile, are still suffering froth | 
an acute shortage of quality office space. The crunch is so bad that 
many tenants who cannot find space in Kuala Lumpur's "Golden 
Triangle" of high-rise office buildings have spilled over into outly- 
ing districts — often settling for space in second-rate suburban 
structures. 

In Kuala Lumpur, the city government set the stage for a build- 
ing boom last year by lifting a five-year ban on the construction of 
high-rise offices in the downtown area, where many new projects 
could take over a year to complete. Others are being hampered By 
red tape and the shrinking number of sites. 

As a result, demand for office space in Kuala Lumpur this year 
could well outstrip supply. Property experts say an extra 7 million 
ft? of office space is expected to enter the market i in 1991. But such 
estimates could be overblown — est ' given the fact that 
many projects are already behind schedule. Total demand for office 
space in the capital amounted to over 28 million ft? last year com- 
pared with a total supply of 29 million ft. Analysts add, moreover, 
that any overbuilding in the sector is unlikely to surface until 
1993-94. 

Demand for up-market condominiums is also strong — mirror- 
ing the demand from expatriate and local executives. Regency 
Tower, Kuala Lumpur's newest luxury condominium i is charging 
tenants M$5,000 per month for its cheapest unfurnished unit. 

The outiook for industrial properties is good, despite a deep- 
ening recession in the economies of Malaysia's major trading 
partners. Although a speedy end to the Gulf conflict has eliminated 
many worst case scenarios, there are still fears that demand for in- 
dustrial land and other commercial sites could slacken if there is a 
sharp fall in overseas orders for Malaysian products. 

But there is also a backlog of foreign manufacturing projects 





the Gulf conflict erupted, according to Richard Ellis (Thailand) 
analyst Simon Landy. The conflict put an end to already-dwindl- 
ing sales activity, and the outrageous asking prices of Bangkok 
sellers, sometimes 10 times the prices of three years earlier, fell 
sharply. With few transactions to gauge the market, Landy esti- 
mates actual prices are off by roughly 10%. Land prices on Silom 
Road, centre of Bangkok's traditional business district, have level- 
led at Baht 90-110,000 (US$3, 5714 ,265) mè. 

The sharp increase in land prices in recent years will put to test 
the widely held Thai belief that land prices never really drop; they 
just stabilise after a climb and hold for a period until the next boom. 

Many outside analysts, however, suggest that land prices will 
come off significantly over the next few years. But Landy offers an 
explanation of why they might hold steady. Strong. economic 
growth will continue, though at a relatively — by Thai standards — 
low of 6.5-7.5% yearly, and most of those in the market, buyers, 
builders and sellers, remain well geared and cash-fluid. As long as 
people still have cash and demand is rising, there should be little of 
the panic-selling that initiates a crash. 

The lack of panic selling in both land and building markets is 
currently complemented by the existence of quite a few cash-back- 
ed buyers, Thai and foreign, looking for any hint of property dis- 
posals. This also suggests the market will remain buoyant. 

The area to suffer most in the next two years will be office space. 
Rodolfo Vergara, of American Appraisal (Thailand), sees current 
100% occupancy droppping to as low as 54% by the end of 1993. 
Last year new demand for about 182,000 m? e esed pped new 
supply of only 121,000 m2. This year a new * 0 m? will bring 
year-end occupancy to about 90.5%, accordir : to ant 

In 1991.92, though, American Appraisal foresees a tripling of 
total supply in the market since the end of 1991. 

What makes the situation more ominous is that, not only have 














waiting to enter the country. The number of such government- 
approved projects hit M$17.6 billion in 1990, indicating that de- 
mand for industrial properties will remain high — at least until the 
latest wave of foreign manufacturing investments has been 
absorbed. 

Malaysia's property sector is also continuing to feel the uplifting 
effects of a revolution in Malaysia’s tourism and leisure industries. 
Plans are under way to build a 49-storey, M$297 million Sheraton 
Hotel in Kuala Lumpur, which would be the city’s tallest hotel. 
The hotel is due for completion in 1994. Singapore-based Hotel 
Grand Central is also opening first-class hotels in Penang and 
Malacca. 

Plans are also afoot for a number of expensive leisure develop- 
ment projects along the eastern seaboard. Many of these proposals 
are designed to use the logistical resources of the M$5.7 million 
North-South Highway, a 900-km road due to be completed in 1993 
which will connect Malaysia on a direct route between Thailand 
and Singapore. a 





Sales and rentals in step 


Sale prices | 
(Left scale) 


Gross rentals "- 
(Right scale) 





INDONESIA 


Only big bovs 
stand the heat 


By Adam Schwarz in Jakarta 


nine-month money squeeze by Indonesia's central bank has 
taken the steam out of the country's booming property mar- 
ket but realtors say the change is probably for the better. 

"Land speculation has come to a dead halt," said Michael Wil- 
liams, property consultant at Procon Indah, a Jones Lang Wootton 
partnership. That will be welcome news to central bank officials 
who say the real estate boom of 1989 was a prime culprit in push- 
ing up consumer prices in 1990. 

On most projects already under way, construction plans have 
not been seriously affected. For start-up operations, however, land 
brokers report that many developers are attempting to bring in 
new equity partners to help weather the storm. 

Many of the more ambitious projects on the drawing board 
have been postponed or will be implemented over a longer time- 
table. The degree to which plans are adjusted will depend on the 
severity of recession in Indonesia's major export markets. 

As for the immediate future, many new office buildings in 
Jakarta are nearing completion and will be seeking new tenants 
shortly. Trevor Peach, of Colliers Utaba Indo, said that 15 buildings 
with 260,000 m? of new office space will be completed in 1991 and 
another 12 buildings with 280,000 m? in office space will be ready 
for occupancy in 1992. 

Property consultants predicted an oversupply in office space 





there been no postponements of work at 
any existing building sites, but there have 
been several new announcements of major 
building projects in recent months. 

Richard Ellis does not see as large an 
oversupply: office space occupancy should : 
drop to only 71% by end-1993 in their opin- s 
ion. But by the end of this year that should E 
put a cap on the rise in rental rates. | 

The rise in office rental rates has slowed. 
Rentals climbed from a high of around Baht 
600 a m? in the first quarter of 1990 to its 
present Baht 700-750. This conceivably 
could rise to Baht 900 by the end of the 
year. But after that rents could begin falling 
off. 

. But not everyone in the property business assumes rents 
will come down, especially in the central business district. 
For one thing, there are one or two truly international-stand- 
ard top quality buildings. Most of the new buildings will not 
make that grade. And so demand at the top end could remain 
strong. 

For what space there is available for sale, with a possible over- 
supply on the way, most potential occupants are leasing space 
rather than buying. Currently full occupancy means rates for an ex- 
patriate-standard high-rise flat in the range of Baht 35-60,000 a 
month. That should fall with the pressure of new supply. Future 
take-up rates, though, are hard to predict. 

Richard Ellis’ Landy thinks fears of a tremendous glut are over- 
blown. The company estimates the existing supply at 6,500 units, 
4,000 of them apartments (not condominiums). That will only dou- 
ble by the end of 1993. 
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American Appraisal is not so sanguine. 
In their estimates a far larger number of 
new units will be available by the end of 
1992 — at least 18,000. This will put strong 
downward pressure on the rental market, 
they conclude. 

The sales market for condominiums is 
decidedly softening. Estimates of initial in- 
vestors-buyers of units range from 25-40% 
for the whole market. Many, seeing eco- 
nomic growth begin to slow down and the 

0 | threat of an oversupply, have been pushing 

8622 | 58.7 | Unfinished units on to the market. Prices of 

anasa aa) these have dropped as much as 20% since 

August. But with prices still Baht 30,000 or 
more a m2, market turnover is sluggish. 

For those foreigners interested in buying, the market is still tem- 
pered by the absence of a law allowing foreigners to purchase 
units. While many have skirted this by buying through Thai 
friends or nominally Thai companies, and with long-term leases, 
others still stand back. A law to allow foreigners the rights to buy 
condominiums is still holding in the “under consideration” stage. 

The market for retail space is more in balance. Still-vacant space 
in important areas such as Silom point to market resistance against 
high prices. The slowdown in tourism arrival growth reinforces 
this 


SNn31 AVH 


There is a sizeable amount of space to come on-line before 1994, 
but this should not be bad news for all. The sector is very location- 
sensitive, so well-located properties will still rate a high value. 
Short-term leases for retails space garner Baht 1,000-2,500 a m? a 
month at the moment. The upward limits appear to have been 
reached. LI 
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i By the end of 1990 0 the: vacancy ratio for Jakarta s commercial of- 
fice space was a low 1.96%. Colliers estimates that the rate will 
climb to 10.1% by December 1991 and further to 16.9% at end-1992. 
- Most developers, however, doubt that the looming oversupply 
will have a significant downward effect on rental rates. Williams 
points out that Jakarta's total office space available at end-1990 
was only 1.11 million mv. That is lower than other regional 
cities. 

Base rents for existing buildings in the central business district 
have been holding firm at US$20-22 per m? per month. But dis- 
counts are being given to tenants relocating to new buildings if 
they are prepared to pre-commit. For large tenants rentals can drop 
as low as US$16 per m? per month. 

- The discounts are offered not only to beef up pre-commitments. 
Many potential tenants are wary of moving to new buildings be- 
cause of the difficulty in securing adequate power and telecom- 
unications facilities. Existing buildings are weak in these areas 
too, of course, but at least tenants know how bad the problems are. 
Peach expects rents to average US$18 per m? per month in 1992 
and fall slightly to US$17 per n? per month in 1992. He says rents 
_ should stay firm at that level for 1993 and 1994. 

(.. One reason why rents will not fall further is that much of the 
new property under construction is being developed by diversified 
-< conglomerates who can afford to hold out for an upturn in de- 
E mand. 
|. Three banks, Dharmala, Susila Bhakti and Bank Rakyat In- 
; donesia, are all building new office towers. The American Express 
-.. Bank is moving into new offices at Exchange House and Barito 
... Pacific and Samudera Shipping are building new offices. 

^ Jakarta's largest and most aggressive developer Djoko Soegiarto 
- Tjandra and his Mulia Group have three new buildings under con- 
* struction. The two largest, Mulia Tower and the second Bank 
|... Rakyat tower, should come onstream in late 1991 or early 1992. 
| "The players involved in [Jakarta's] new buildings will not en- 
_ tertain rents much below current levels," said Peach. 

___.. Williams believes the hottest niche in today's property market is 
_ dn luxury apartments. For many years the Hilton Hotel and the 
|... Borobudur Intercontinental Hotel had a lock on luxury apartments 
|. dn the downtown area. Other developers are now catching up. 

= >The Palm Court, partly owned by President Suharto's son, 
_ Bambang Trihatmodjo, will officially open some time in March or 
— - April with only eight of the complex's 130 units are still vacant. 
|. At the end of 1990, according to Procon Indah estimates, there 
= . were 1,500 luxury apartments available for rent. Over the next 
|... three years another 1,500 units are expected to open. 

The apartments are generally in the US$2,500-3,500 per month 
range, with more flexible payment terms than houses of compara- 
ble value. Houses usually require two or three years of rent paid 
pfront. In addition, Jakarta's worsening traffic jams are forcing 
ny residential tenants to forsake houses in Jakarta's southern 
uburbs for places closer to the business district. 

Although the Gulf War has driven a stake through the heart of 
t Indonesia Year, hotel construction in Jakarta and Bali con- 
ies apace. In Jakarta the first major hotel to finish in 1991 will be 
e Grand Hyatt, Maie to open in April. The Meridien and Re- 






































ihe Mariott, Holiday Inn and Sheraton. 
Average occupancy at Jakarta's five-star hotels is almost 90%, 
ugh this is expected to fall to 80% by the end of the year. Bali 
els, more dependent on the tourist trade than their Jakarta 

er parts, have suffered more from the recent slowdown in 





ny hotels i in Bali are citing occupancy rates as low as 30-50% 
cand by the end of February there were reports that several 
medium-sized hotels had Gaii closed their doors. " 
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A reflection 
of resilience 


By Rigoberto Tiglao in Manila 


espite political volatility, natural disasters and a crisis-prone 
D economic structure, the property sector reflects what ap- 

pears to be the amazing resilience of Philippine business. 
Prices of Metro-Manila commercial lots increased 20% while those 
for residential land rose 25% from the 1989 levels. Condominium 
values have dipped only slightly by about 6% for residential units. 

An expected real estate crash after the the 1989 December coup 
attempt and through several adverse economic developments last 
year, did not materialise, even with the 1988-89 construction boom 
that resulted in a glut of about 10,000 new residential con- 
dominums in the market where demand has been in the 2, 000-unit 
level annually. 

“In spite of the numerous setbacks which conspired to discour- 
age real estate developers during 1990, the total number of new 
condominium and townhouse units increased by 18,818 compared 
to the 8,770 for the two years of 1988 } and 1989,” according to 
Econotech, Inc. 

Market response last year was not at all panic selling, with the 
drop in reported property prices due mostly to a small number of 
sellers. The property boom has continued its momentum, albeit on 
a slower pace, so much so that upper-middle class residential pro- 
jects have mushroomed in suburbs such as Antipolo and the Las 
Pinas-Muntinlupa area, while industrial-estate Ee in the 








Depressing glut 
as boom echoes 


By Chris Brown in Taipei 


he glut currently depressing the office space market in 

Taiwan, and particularly Taipei, stems directly from the 

boom period two or three years ago when the market 
peaked and most of the new units coming on the market now 
broke ground. 

The response of many developers has been to play for time and 
wait for an upturn, which has left building projects standing in 
skeleton form — some of them stalled for more than a year and the 
signs are that the glut in premium office space will continue into 
next year. 

At its peak at the end of 1989 the Taiwan property market saw 
prime Taipei office space selling for as much as NT$800,000 
(US$29,520) per ping (3.5 n?). Now commercial and home prop- 
erty rates are down %. Banks are lending about 60-70% on 
most property investments — a marked drop from two years ago, 
when some banks were writing 90% loans. 

In the three-to-five-year term, Taipei' s infrastructure projects 
should bode well for the property sector. The city is choked with 
traffic and the long-delayed mass transit system will not run until 
1993. Prime sites, like open land near the new Grand Hyatt and 
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Laguna and Cavite provinces have resulted in a near breakthrough 
in decongesting Manila of factory sites. 

Investment stance of property-holders has been mostly on a 
hold-mode, with the sa that the phenomenal rocketing of real 
estate prices — from 29,200 (US$327) nv in 1987 to P65,000 m? in 
1989 in the Ayala, Makati business district for instance — would be 
repeated from the start of next yor. 

Despite the condominium in the past three years, there 
has still been some scarcity for office space and condominiums. 
This is partly due to the business practice here of “pre-selling” con- 
dominium units before the start of construction. While this is a situ- 
ation ideal for those buying units for residential use or investments 
(since pre-selling prices are offered at steep discounts), companies 
or businesses demand the use of the units in a short period of time. 
^^. A mirror of sorts for the Philippine property market is consti- 
tuted by several real estate firms which were listed in the stock- 

market in the past two years. Money realised through equities have 
to a great extent shielded these firms, which would have keeled 
over if they had relied on loan financing. 

Because of the country’s economic troubles though, market 
prices for nearly all big property firms have drifted downwards — 

«for Robinsons Land Corp., from 29.82 in 1989 to P2.14 at the start 

of this year, and from P4.6 to P1.14 for Ayala Property Ventures. 

In February, though, market prices started inching up — for Robin- 
sons to P2.7 and for Ayala Property to P1.42. 

Optimists here point out that the stockmarket's recovery in the 
past several weeks telegraphs the macroeconomic situation nine to 
12 months later, which in the case of the property stocks would 
mean a surge in real estate prices after a year in the doldrums. 

‘Much of the speculative fever in 1988 and 1989 — due allegedly 
to Hongkong and Taiwan punters going into the market heavily — 
has subsided. Property in the country has proved again to be 
an ideal investment: its value consistently keeps in step with infla- 
tion during bad times, while resulting in windfall profits in boom 
years. " 























SOUTH KOREA 


Bursting at 
the seams 


By Mark Clifford in Seoul 


eal estate has long been a safe haven fork investors lar 2 
Rz in land-starved Korea, a truism that we 
demonstrated when one of the biggest scandals i 
decade hit the press in February. The so-called Suso affa 
to nine arrests, including those of five congressmen; thy 
tions of two ministers and the mayor of Seoul; and a st : 
the ruling Democratic Liberal Party. The incident, howe 
brought into the open the huge scale of profits in the Sout 
hothouse real-estate market. 
At the heart of the Suso episoc 
chairman of the Hanbo group, a. iddle sizi | 
win approval to develop a 4,0 -unit apartment cori 
greenbelt area named Suso on the southem edge of Seoul. He 
backing from members of the 26 housing cooperatives : wW 





commerical and residential property have continued: to: dimb: 

past year. Land prices in Seoul rose more than 30% for the second 

consecutive year, according to government statistics, though that __ 

probably overstates actual land price inflation because of a change es 

in assessment procedures. » 
The rate of increase has slowed in recent months, however, and 

the volume of transactions is declining, indicating that the market — 








World Trade Centre, are blocked even outside rush hours. 

The failure of city planning in Taiwan to keep up with develop- 
ment is at the root of many of its problems. Land holders can buy 
and sell land without any commitment to develop it. They can halt 
work indefinitely. Pre-selling of unfinished units is rampant. In the 
heydays before 1989 it was common for speculators to reserve 50% 
of the space on buildings that existed only on paper. 

The result is that Taipei has developed haphazardly. The land 
around the World Trade Centre is partly reserved for a civic centre 
and city government buildings, but much of the surrounding land 
is held by a few private individuals and probably won't be de- 
veloped for three to five years, according to some analysts. 

Changing the rules to encourage more city planning will be a 
slow process. Foreign banks and consultants have been operating 
in the property business here only for the last five years. Taiwan's 
property regulation is still bound to old traditions. Farm land has 
ony recently been released targeted for development. - 

On the positive side, sale of housing and office space to end- 
users is continuing, and some analysts figure investors may return 
now that the Gulf War is over. 

- Taiwan's property market is much more resilient than the stock- 
market. Compared to the bourse, the property business is gov- 
emed by an odd sense of restraint. Most big players are well pro- 
i | — for instance, able to delay construction projects if the 
val of the property suddenly falls. The losers in the recent slump 
hav pero individual speculators and small construction firms. 

“The losers in Taiwan are eid not as many as we initially 
ght,” s says Alexander Lam, and general manager of 
ang Wootton in Taipei. Ded notes that while a few banks 
ping speculators buy units on 90% credit, most major in- 
vestors were getting about 50%. For this. group, the primary goal 
wa investment security. Not surprisingly, Lam notes, there have 
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been very few loan recalls on the larger deals. E 
The plight of the small etic is different. Most of them are i 

now yoked with an enormous debts. If they invested at the 19 

peak and borrowed 80-90% of the money on a NTS 600.00 0 o 3 

ping project, they are poy: in big trouble. 3 
Prices for residential properties have more or r less hit b 

Citibank, the dominate foreign | bank i ential prope 

ing, is offering 75-80% financing on aco loans ina bi 

new Dune Loans from local bar mh ks an al iso beeinni 




















the a market could sag jeerioaf 510% i in some fees 
overall it will not get much lower. He notes that most buying 
vity is still among end-users and there is a lot more of ther 
a year ago. 

The average price for central plas housing was NI 
per ping in 1990, 7% lower than 1989. Altogether half of the 
ministrative regions in Jupe City recorded price falls from 1989 
1990 ranging from 2-16% 7 

Living in one of Taipei’ s suburbs is still about half as expensi 
as living in the city and from 1989 to 1990 most suburban hou 
prices recorded decreases of between 5% and 30% per ping. 

Despite these falls in prices, housing remains expensive 
down-payments on suburban flats are high compared to 
salaries. Liu said more and more young couples are movin 
their cramped homes, where as many as eight people 
to go out on their own to suburban areas. But they do 
the family. Typically, they borrow from the rest of th 
make the down-payment. A medium-range 20 ping f 
NT$200,000 per ping would require a down-payment of 
NT$1.5 million. 









a afer fo four years of : spec- 





E To date, dd the new Sibi have had no apparent 
impact on prices. While the new construction is likely to dampen 
"prices, especially in smaller and mid-sized units, surging demand 
makes it unlikely that the government's crash-building programme 
will result in any long-term oversupply. A generation of ageing 
post-Korea War baby boomers are eager to buy their apartments or 
trade up to a larger one. Another source of demand for new apart- 
ments are the hundreds of thousands of people in Seoul who con- 
tinue to live in substandard housing built during the 1950s or 
960s. The population of Seoul proper surpassed 10 million in late 
1989. The metropolitan area is home to about 17 million people, or 
more than one-third of South Korea’s population. 
. With the stockmaket depressed, the penchant for Koreans to 
put their savings into land will also continue to drive up prices. The 
most expensive residential area continues to be in Apkujong-dong, 
the nouveaux riche area on the south bank of the Han River. 
Apartments in the better complexes there cost Won 10-15 million 
(U5$13,700-20,600) per pyong (each pyong being equivalent to 3.3 
mm?) — putting the cost of even a modest apartment around 
-= US$500,000. Large apartments in the district, which boast the best 
-... schools in the country cost over US$1 million. A 53-pyong apart- 
| ment in the Hyundai complex in Apkujong-dong now sells for 
about Won 600 million, compared with Won 200 million in 1987. 
The Mokdong complex, a huge development in southwestern 















(he only guide 


eal estate prices in China's evolving property markets are 
rising rapidly due to limited supply and comparatively low 
|o AK W prices. Nevertheless, though demand for residential and 
|... commerical units appears high, private developers are reluctant to 
commit themselves in a large way because the market is still at a 
primitive and experimental level. 
- Property trading really started when China relaxed its land 
ownership laws four years ago. Although the Chinese Govern- 
ment has improved the system over the years, it is still not com- 
lete, analysts say. In a move to open up the market further, the 
ernment introduced further laws last year allowing foreign 
vership and development of large tracts of land. But the market 
' whole still lacks a comprehensive legal framework, qualified 
onnel and reliable market information. There are no national 
ortgage laws, though the Guangdong provincial capital of Can- 
ton and the Shenzhen Special Economic Zone (SEZ) in southern 
China have formulated mortgage guidelines for local use. 
. "The property market cannot develop if there is no mortgage 
w," said Hongkong property consultant Francis Lau, of Raine, 
Horne and Lau. He expects, however, that China will introduce 
the legislation this year. 
. So far, trading activity is largely concentrated in Guangdong 
province particularly in the Shenzhen and Zhuhai SEZs and Can- 
n, as well as in neighbouring Fujian province in the Xiamen SEZ 
| Fuzhou city. While no meaningful comparison of prices can be 
made between China and neighbouring countries, investors from 
Hongkong and Taiwan are, nevertheless, attracted by the com- 
‘paratively low prices of real estate on the mainland. 

























partme: 
lion a year ago to Won 200 million now. 
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Seoul during the 19 0: 


The government is building five new towns in suba 
outside of Seoul, reversing the long-standing policy of tryi ngt toi x po 
courage growth in the capital area. The largest new town, in Pun- 
dang, will have 86,000 units. The first flats will be available for oc- 
cupancy this September and full occupancy is scheduled for 1995. 
Other new towns are Ilsan (57,000 units); Pyongchon (41,000 
units); Sanbon (41,000 units); and Chungdong (41,000 units). 

*ntial market also holds for much of the 
office market. Prices are high and vacancies scarce. “Generally the 
vacancy situation is not very good if you want quality,” says a for- 
eign banker whose firm is moving to a new building. A survey 
found monthly effective cost per pyong rose from Won 65,277 in 
1990 to Won 71,426 currently. ie 

There are waiting lists for space at all tt he major buildings. While 
a handful of new first-class commercial space is under construction, 
a property glut remains extremely unlikely. 

Despite rents that are pricey by international standards, even 
the new buildings remain far from international standards of de- 
sign and construction. Even the newset buildings do not have com- 
puter floors, with Korean firms still preferring to stick to the tried- 

and-true method of taping computer cable to the floor. The Korean 
practice of demanding rent payable in full in advance, or of huge 
refundable deposits, complicates rentals for foreign firms and indi- 
viduals. (Foreigners generally cannot buy property in Korea.) m 














In Shenzhen, the most active of China's property markets, 
prices for residential-commercial units in the secondary market last 
year rose by 40-5076 to an average HK$500-600 (US$64-76) a f£. In 
prime locations, such as the areas close to the Hongkong-Shenzhen 
railway station, flats went for as high as HK$700 a ft?. This is still 
low when compared with units on the Hongkong side of the bor- 
der, which went for an average HK$1,600-1,700 a ft? last year at 
pre-sale prices, analysts say. Private units in Shenzhen are also pre- 
sold in the Hongkong fashion. 

With new supply highly limited, the 3-4,000 residential-com- 
mercial units offered during pre-sales in Shenzhen over the past six 
months were snapped up in a matter of one to two days, observed 
Y. F. Kwan, of Tian An China Investments, a Hongkong-listed 
company which has accumulated a large land bank of 25 million ft? 
in China over the past four years. 

Most of the buyers in Shenzhen are buying for their own use, 
which probably accounts for the low vacancy rate in the residential- 
commercial sector, observes Kwan. The buyers are mainly enter- 
prises, which need the apartments for their staff, or Hongkong re- 
sidents with relatives on the mainland, he says. Since there are as 
yet no comprehensive market studies on supply and demand in 
the SEZs, property developers find that they have to do their own 
research and rely on their gut instincts more than in capitalist mar- 
kets. 

Evidence of falling vacancy rates in ready-built industrial units 
in Shenzhen over the past year would point to more new opera- 
tions being set up across the border and this, in tum, would indi- 
cate more demand for housing and office space. Unofficial esti- 
mates indicate that available factory space, including those built by 
rural enterprises, has dropped from 6.4 million ft? early last year to 
just over 1 million f? now, an analyst said. Prices of factory floor 
space hovered around HK$150-160 a ft? last year, unchanged from 
a year ago. 

The property market in Xiamen is smaller and caters largely to 
Taiwanese investors. Even so, prices have risen — though less 
steeply than in Shenzhen — by 20-30% in the residential-commer- 
cial sector. Office and apartment space is now reckoned to be in the 
region of HK$300-400 a ft? on average. Industrial space is, however, 
worth more than in Shenzhen, due to limited supply. nd 
space is estimated to be selling at HK$180-200 a ft^. 
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ECONOMIES 


Thai junta puts post-coup economic policy in experienced hands 


Veterans on parade 


By Paul Handley in Bangkok 


he appointment of respected busi- 

nessman Anand Panyarachun as 

Thai prime minister and his sub- 

sequent cabinet selections have 
given the Thai business world reason for 
optimism following the 23 February coup 
that ousted the government of Chatichai 
Choonhavan. 

Initial hopes are that the new set of 
technocrat economic managers Anand ap- 
pointed will be relatively free from interfer- 
ence by the junta’s military leaders. At the 
same time, new post-Gulf War economic 
projections that indicate another bright year 
for the Thai economy will make it easier for 
the junta to refrain from micro-manage- 
ment of economic and social affairs. 

The cabinet leaves a strongly positive 
impression: the list of ministers reads like 
a Who’s Who of the most respected indi- 
viduals in Thailand’s industry and bureau- 
cracy. Most were associated with the hey- 
day of Chatichai’s predecessor, Prem Tin- 
sulanond. 

According to Thai businessmen and 
bankers, the high-powered line-up sug- 
gests that Anand will be able to make head- 
way in straightening out long-term eco- 
nomic problems. Many of the new minis- 
ters had been highly critical during 
Chatichai's term of the subversion of eco- 
nomic policy to politicians’ greed. 

Anand, coming from the executive 
chairmanship of industrial conglomerate 
Saha Union, is a strong supporter of long- 
term economic and industrial planning, 
and appreciates the need to upgrade man- 
power services and infrastructure through- 
out the country. In an interview in January, 
he told the REVIEW he favours taking the 
painful measures needed to restructure the 
Thai business environment, including, for 
instance, the implementation of a value- 
added tax and the removal of protective im- 
port duties. 

Still, analysts are cautious about the fu- 
ture of relations between the military and 
the civilian caretakers who will run the 
country until elections based on a revised 
constitution are held in six to 14 months' 
time. The strong-willed independence of 
Anand and much of his economic cabinet 
could backfire. 

On the one hand, the junta is cautious 
and not completely comfortable around 
economic policy. The economic ministers, 


on the other hand, are men in a rush; 
in past administrations, some have shown 
little patience with politicians who have 
interfered in matters under their con- 
trol. 

Leading the economic cabinet is Deputy 
Prime Minister Snoh Unakul, a former cen- 
tral-bank governor and, under Prem, sec- 
retary-general of the National Economic 
and Social Development Board (NESDB), the 
state planning agency. Snoh was forced 
to resign from the latter job early in Chati- 
chai's term for opposing projects favoured 
by corrupt politicians. 

Two former finance ministers, season- 
ed bureaucrat Suthi Singhasaneh and 
macro-economist Virabongsa Ramangkura, 
returned as finance minister and deputy, 
respectively. The Agriculture Ministry 
has been returned to former Prem min- 
ister Arnat Arbhabirama, with NESDB 
deputy secretary-general Kosit Panpiemras 
and Avja Taulananda, a respected execu- 
tive with the Charoen 
Pokphand agribusiness 
group, serving as his 
deputies. 

Sippanondha Ketu- 
dat, president of the 
National Petrochemical 
Corp., is the new indus- 
try minister. His deputy 
is Vira Susangkarakan, 
former industry perma- 
nent secretary. Former 
Siam Cement executive 
vice-president ^ Amaret 
Silaon was appointed 
commerce minister. 

At the all-important 
Ministry of Transport 
and Communications, 


former central-bank gov- KERSA 
Anand: relatively 


ernor Nukul Prachuab- 
moh was made minister, 
with a retired career civil servant and two 
representatives from the army as his de- 
puties. 

This technocrat cabinet has gone a long 
way towards assuaging foreign investors. 
Many were shocked by the coup, having 
been repeatedly told by Thais that the era of 
military takeovers had passed. Initially 
negative reactions turned to guarded confi- 
dence as the new cabinet took office. For- 
eign bankers have been impressed at the 
peaceful nature of the coup, the stability of 
the economy and the absence of any indica- 
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hand. 


tion that the military intends to intervene 
in day-to-day commercial and industrial 
decisions on behalf of any constituency. 

A delegation from the IMF, which with 
the World Bank is to hold its annual meet- 
ing in Bangkok in October, reportedly left 
Thailand encouraged that the conference 
will go ahead without problems. Foreign 
institutional investors who know Thailand 
well are also optimistic. Despite some hesi- 
tation immediately following the coup, the 
Bangkok stockmarket has rallied, helped 
by the activities of local speculators. Foreign 
investors who bailed out on news of the 
military takeover are now expected to ease 
back into the market. 

This optimism could be further buoyed 
by new economic projections from govern- 
ment economists. With the fall in oil prices 
worldwide and an expected slow re- 
surgence of tourism and trade following the 
Gulf War, the Thai economy is expected to 
grow 9% this year, according to these latest 

forecasts. This is consid- 
: erably faster than the 6.5- 

7.5% growth rates pre- 
dicted earlier, and fol- 
lows growth estimated at 
1076 in 1990. 

Inflation is now fore- 
cast to be only 6%, rather 
than 8% as projected in 
December. And the 
government's trade and 
current-account deficits 
are not expected to be 
large, though some eco- 
nomists are uneasy at 
the possibility that the 
overall  balance-of-pay- 
ments will also show a 
deficit. 

This rosier economic 
picture should enable 
the interim government 
to focus on long-term planning rather than 
have to worry about coping with the conse- 
quences of the sharp slowdown predicted 
earlier. Slowing inflation also makes it less 
likely that the junta will be tempted into 
populist moves such as imposing price con- 
trols. 

In the short time since it assumed 
power, the junta’s economic record has 
been mixed. Immediately after the coup, it 
announced tax cuts, in the form of in- 
creased allowances for individuals, and a 3- 
8% reduction in retail fuel prices. Given the 
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economic overheating of the past three 
years, analysts view both actions as un- 
necessary for the business environment 
and inflationary — but not so damaging as 
to be worth worrying about. 

(The fuel-price cut, and a further one 
promised, sharply contradicted established 
policy set by an independent national 
energy committee.) 

In coming months, the government will 
be pressed to increase some transport 
prices, especially for the urban bus system. 
The state-owned Bangkok bus network is a 
heavy loss-maker, and the Finance Ministry 
is pushing for reforms. But observers ex- 
pect the junta to be extremely cautious 
about taking such unpopular action as rais- 
ing fares. 

Like the Chatichai administration, the 
junta has made several state- 
ments urging industry to help 
restrain consumer prices, 
but whether these will be ac- 
companied by any enforce- 
ment action is unknown. Un- 
derscoring these populist 
noises, the junta also an- 
nounced it would move to find 
a speedy solution to Bangkok's 
traffic problems. Observers 
noted that the junta appeared 
to have learned few lessons 
from the rash promises of ear- 
lier leaders. 

On the other hand, the mili- 
tary leadership has left the cen- 
tral bank and Finance Ministry 
in complete control of fiscal and 
monetary issues. The central 
bank allowed the money mar- 
ket substantial liquidity during 
the first, rocky week of the new 
government. Economists say 
interest rates were softening 
anyway with the end of the 
Gulf War. 

Indications are that any 
projects and contracts award- 
ed by the previous govern- 
ment will remain in place. “National and 
government commitments will be hon- 
oured,” Snoh said in an interview with the 


| Publi 


So far as immediate problems are con- 
cerned, the permanent secretary of trans- 
port and communications was allowed to 
move to resolve a deadlock over landing- 
rights negotiations with the US. With a 
1 April deadline quickly approaching, and 
US carriers threatening to halt all their in- 
coming flights, the Transport and Com- 
munications Ministry is adopting a more 
accommodating stance. The Chatichai gov- 
ernment had sought to force a 25% cut in 
incoming US passenger flights. This posi- 
tion now seems to have been dropped. 

The challenge for Anand's caretaker ad- 
ministration will be how much it can ac- 
complish in the short period before new na- 
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tional elections are called. Snoh said the 
first priority will be to expedite problems 
that have been piling up in the bureau- 
cracy. 

Infrastructure is the prime problem, but 
Snoh added that there are also major legal 
issues to be resolved. Under the previous 
government, parliament rarely devoted 
time to removing Thailand's archaic legal 
barriers to development. Another govern- 
ment economic adviser said: "We will get 
the approvals very quickly . . . to clear the 
systems." 

Alluding to the corruption that triggered 
the coup, Snoh said the new government 
must establish transparency in economic 
management. “We have to find ways to 
prevent future abuses. Government agree- 
ments with the private sector should be 
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made public knowledge.” 

Moreover, greater attention had to be 
given to long-term rural development pro- 
jects and institutionalised protection of the 
environment. For rural areas, Snoh 
suggested a need for decentralisation of de- 
cision-making and funding for develop- 
ment. “At least we can lay down the foun- 
dations,” he said. 

Investigations of corruption in the pre- 
vious government are not expected to hold 
up important infrastructure projects. Three 
major schemes, together worth US$10 bil- 
lion and all tentatively awarded under 
Chatichai, are likely to go ahead without in- 
terference. 

The first of these is a US$6 billion tele- 
phone-installation concession awarded in 
principle to the Charoen Pokphand group. 
The project’s bankers were hoping to sign 
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the final contract by the middle of March. 

Junta approval has also apparently been 
given to the US$3 billion Hopewell mass 
transit project and Lavalin International's 
US$2 billion urban Skytrain system, both 
aimed at addressing Bangkok's transport 
problems. Both companies have been en- 
couraged to go ahead with work on final 
proposals. 

Similarly, Shinawatra Computer, the 
top beneficiary of the previous govern- 
ment's privatisation of telecommunications 
services, is expected to retain all of its li- 
cences. Shinawatra will probably also re- 
main the company chosen to supply the 
state with its own communications satellite 

in a deal worth up to US$100 million. | 

However, other projects which have not 
been put out to tender — for instance, the 
plan for a second international 
airport for Bangkok — could 
become a source of tension be- 
tween the junta and the civilian 
leadership. Suspicions that the 
military would like to extend its 
control over such big-ticket pro- 
jects were reinforced by an ini- 
tial move to appoint three 
senior military men to head the 
Transport and Communica- 
tions Ministry. The military 
abandoned the idea when it 
realised it would have created 
the wrong impression. As the 
bureaucracy handling Thai- 
land’s most lucrative projects, 
the ministry had been the one 
most subject to political ma- 
noeuvring under Chatichai. 

The military's presence 
could hinder the privatisation 
of two of the largest state enter- 
prises, the electricity monopoly 
Egat and flag carrier Thai Air- 
ways International. Air-force 
commander Air Chief Marshal 
Kaset Rojananin, one of the 
deputy leaders of the junta, has 
been chairman of Thai Airways 
for the past two years — a period when 
outside interference has created much tur- 
moil within the company. 

Yet Thai Airways is still proceeding, at 
least in form, towards privatisation. Gov- 
ernment advisers say that with the politi- 
cians out of the picture, there will now only 
be two factions — the military and the 
technocrats — vying over airline policy. 

The military's role in Egat, which is 
fighting pressure to allow private invest- 
ment in power plants, is less obvious. The 
army maintains good relations with both 
the management and staff. Chatichai's gov- 
ernment was overthrown only a week after 
it took moves to force Egat into submission. 
With the agency's labour union backing 
the fight against privatisation, it seems less 
likely now that the military will allow the 
issue to be stirred up again. * 
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Seabed cables to boost Asia’s telecoms capacity 


Bed-time chats 


By Michael Westlake in Hongkong 


he development of fibre-optic cable 
technology is leading to a resur- 
gence in the usefulness of sub- 
marine cables and a shift away from a re- 
liance on satellite links for certain types of 
data transmission. With international tele- 
communications traffic growing at up to 
25% a year in parts of Asia, submarine 
cable and satellite capacity is being added at 
a huge rate to cope with the flow of data 
among banks, stockbroking houses and air- 
lines, as well as a surge in voice traffic. 
Satellites are ideal for multi-destina- 
tion traffic, and are also used heavily for 
point-to-point signals over long distances, 
such as from Hongkong to Europe. But as 
more countries in Asia switch to digital- 
telecommunications technology,  fibre- 
optic cables offer greater capa- 
city and faster response over 


short-to-medium distances 
and even for long routes across 
the Pacific for high-speed 
data. 


There are 15 cable systems 
either being implemented or 
planned for the Asia-Pacific 
region. When all have come 
to fruition, various groupings 
of  telecommunications au- 
thorities and private companies 
will have spent about US$3.5 
billion on fibre-optic cables be- 
neath the sea between 1989 and 
1995. 

Some of the existing, 
analogue-system — copper-wire 
cables will be salvaged for their 
scrap value. But many will be 
left in place to add to reserve capacity in 
case of breakdowns. 

Fibre-optic cables typically can carry 
more than 30 times the amount of traffic 
sustained by the older type. As a result, the 
new technology's unit cost per circuit is 
lower. This should enable tariffs to be low- 
ered in time, attracting still more business. 

Of the 15 systems, nine cross-sections of 
the Pacific or the Tasman to link Australia, 
New Zealand, the US, Canada, Guam, 
Japan, Taiwan and the Philippines. Three 
of them involve Guam as a connecting hub, 
while four use Hawaii (including one 
which uses both places). Four are already in 
use. The total cost of these nine systems is 
estimated at US$2.6 billion. 

Another long cable, Sea-Me-We 2, will 
connect Singapore and Jakarta in Southeast 


Asia with the Middle East and Western 
Europe by 1994. Two other Asia-Europe ca- 
bles are also being considered because of 
fears that a Trans-Siberian fibre link may 
not happen because of problems in the 
Soviet Union. 

Of the rest, two already link Hongkong 
with Japan, South Korea and Taiwan, with 
a Hongkong-Philippines cable due to en- 
ter service in mid-1993. But the most com- 
plex of the systems in Asia will be 
the Aspac link connecting Malaysia, Sin- 
gapore, Hongkong, Taiwan and Japan. 
Costing US$310 million, the system is due 
to enter service in mid-1993. There is also 
an Asean system being set up in stages at a 
cost of US$320 million, with completion of 
all links connecting the grouping's six 
member states due in early 1993. 

The contracts to set up the systems are 


Optical fibre submarine cable network 





going to a relatively small group of com- 
panies with the requisite expertise. In the 
Hongkong-Japan-South Korea system, for 
instance, the Hongkong-Japan portion was 
set up by Japan's Fujitsu, while the Japan- 
South Korea segment was installed by AT&T 
of the US. The Hontai 2 system between 
Hongkong and Taiwan was installed by 
Britain's STC, and two sections of the Asean 
system were installed by Japan's NEC. 

Telecommunications-equipment supply 
and operation represents a growing portion 
of many of these and other companies' rev- 
enues. OECD figures show that AT&T, for 
instance, generated 3276 of its overall rev- 
enues from equipment sales in 1988, while 
NEC and Fujitsu received 26% and 16% re- 
spectively. 


Other major manufacturers of fibre- 
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optic cables and associated equipment are 
France’s Submarcom, Japan’s Occ and 
Simplex Wire & Cable of the US. 

Also to benefit are the three major sub- 
marine cable maintenance and repair com- 
panies that operate cable-ships in the re- 
gion. These are Cable & Wireless (Marine) 
for Southeast Asia and the Indian Ocean, 
Japan’s Kokusai Cable Ship for the north- 
em Pacific and Transoceanic Cable Ship of 
the US for the western Pacific. 

Ownership of these cable systems va- 
ries, with different groups putting up 
money in return for capacity that they can 
then either use themselves as carriers or sell 
or lease off to other organisations. Usually, 
members of the group comprise the tele- 
communications operator at each end of 
the link, plus other operators or high-vol- 
ume corporate users which need transit 
capacity along the particular cable’s route. 

Each group is more like a formal 
partnership than a limited company in that 
no revenue is involved for use of the cable. 
Each cable is in effect a collection of differ- 
ent companies' capital equipment used at 
different times and at different capacities in- 
dependently of each other. 

There is no fixed rate of return for in- 
vestment in any one cable, but 
each company makes its own 
private calculation. Major fac- 
tors are a design life of 25 years 
and time to cost-recovery of at 
least 10 years. 

The companies within each 
grouping, often usually rivals in 
other aspects of business, also 
cooperate by setting up mutual 
aid and restoration agreements 
in case of breakdowns. This is 
to ensure that in case of a prob- 
lem, there will be alternate 
pathways available for all par- 
ties' signals. 

Apart from national tele- 
communications authorities, 
Britain's Cable & Wireless is a 
name frequently appearing 
in such groupings, either in 
its own right or through subsidiaries 
Mercury Communications in Britain or 
Hongkong Telecommunications Interna- 
tional. 

Other names are beginning to appear as 
the former “club” of cable owners and 
operators is enlarged by liberalisation and 
attractive business prospects. Among the 
newcomers to the Asian region's cable sys- 
tems are France Telecom International in 
the Sea-Me-We 2 grouping; Nynex Corp. of 
the US, which is part of a group consid- 
ering a cable which would roughly parallel 
Sea-Me-We 2; and US Sprint Communica- 
tions, one of the nine Aspac partners. 

Some of the consortiums being formed 
are extremely complex. The cable linking 
Hongkong, Japan and South Korea that 
came on line last year involves 27 partners, 
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while the cable connecting Guam, the 
Philippines and Taiwan, operational since 
1989, has 23 participating companies. 

As the governments of the US and 
Europe have increasingly liberalised tele- 
communications policy, the traditional oper- 
ators who had clubbed together to set up 
cables have been forced to become more 
aggressive in competing with new entrants, 
particularly by boosting capacity. The prize 
sought by the partners is operation of hub- 
bing centres in various parts of the world, 
picking up fees for transit traffic where it 
passes through shore equipment and hav- 
ing enough extra capacity to lease or sell it 
for big profits to other operators. 

In that sense, sub-oceanic cable sys- 
tems are no longer viewed as semi-public 
utilities. Rather, they are lucrative toll- 
roads, whose very creation generates more 
traffic and thus more revenue. 

The cables comprise hair-thin glass 
"fibres, along which signals are sent as 
ypulses of laser-generated light. Voice trans- 
(missions are broken up into digital “pac- 
kets" at one end, travel along the fibre via 
ssub-sea booster units to maintain signal 
sstrength and are re-assembled at the desti- 
nation for the final leg to the recipient's tele- 
phone. Data, being digital anyway, is easier 
Ko process but travels along the fibre in the 
"same way. 

During the past 10 years, optical fibres 
mand the associated equipment have pro- 

sed from sending 45 million bits of data 
second (Mb/s) to today's figure of 560 

/s. Also, bandwidth, the capacity to 
carry simultaneous signals, has expanded 
dramatically. 

For the past 20 years or so, satellites 
Ihave been the way to go in terms of adding 

capacity because of severely limited band- 
»width on analogue cables. But in 1989, the 
Kirst submarine cable went into operation 
“or trans-Atlantic traffic, the same year that 

he Pacific's first such cable started work. 

So successful have these early cables 
»een that there are plans for another nine 
vrans-Atlantic cables by 1995, though the 
trans-Pacific network is not expected to see 
such dramatic growth because of widely 
differing time-zones at each end. Even so, 
he prospect is for a flood of new capacity in 
xhe market in the next few years. The result 
Should be a sharpening of price competi- 
ion between competing partnerships. 

Ultimately, cables may take traffic away 
Tom satellites or slow the growth of the 
“standard telecommunications market that 
satellites have enjoyed until now. But this 
nerely opens up opportunities for satellite 
operators in such fields as maritime and 
aeronautical communications and satellite 
-»roadcasting. The variety of communica- 
"ions services offered is likely to grow 

apidly as operators of all systems seek to 
»»cupy capacity to cover their costs, with 
Whe result that consumers should benefit 
rom falling prices. = 
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INVISIBLE HAND 


Hit and run 


To accuse the Hongkong administration of a failure of nerve and intellect is nothing 
new. But any observer needing evidence that the main goal of most administrators 
is to muddle through until whatever comes first, their retirement or 1997, need look 
no further than the budget for 1991-92. This budget, unveiled on 6 March, was the 
fifth and last to be presented by outgoing Financial Secretary Sir Piers Jacobs. 

For the past several years, Jacobs has been telling his annual audience that Hong- 
kong needs a broader taxation base, preferably in the form of a low but all-embrac- 
ing sales tax. Not only has he not introduced any such tax — wisely in the opinion 
of most people — but he has succeeded in narrowing the tax base. 

Yet the day after detailing his budget for the year beginning on 1 April, the finan- 
cial secretary claimed a "political victory" on the subject of the sales tax, which he 
said could be introduced in two years' time. By then, of course, he will be long 
gone. A sales tax, he said, would also be dependent on factors such as inflation — 
a curious basis for determining the tax system. 

For now, Jacobs' "broadening" of the tax base consists of: raising the airport de- 
parture tax to HK$150 (US$19.2), now the highest in the world and thus a deterrent 
to tourism while in no way reflecting the scarcity value of airport capacity, and 
doubling the already regressive tax on tobacco to raise an additional HK$1.9 billion. 

His only genuinely revenue broadening measure was a long overdue revision of 
rateable values, a form of property tax. Plans were mentioned to staunch the 
haemorrhaging of revenue from corporate profits caused by fancy offshore schemes, 
but no specific measures were announced. Profits-tax losses are increasing the bur- 
den on the salaried middle class who can neither corporatise their incomes nor 

enjoy the tax-exempt 
perks of vil servants 
The salaries tax has 
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HK$ billion 1989' 1990" 1990! 1991" also increased as lower 
General revenue 74.3 84.5 83.1 967 income relief has failed 








General expenditure 52.2 65.2 63.1 73.5 










to keep up with dou- 










Capital works reserve fund ble-digit inflation. 
EN — 7 si AB Pressed to abolish 
. Expenditure 1.8 208 189 257 or slash stamp duty on 






share transactions to 
help Hongkong com- 
pete with duty-free 
stockmarkets such as 


Capital investment fund 
Income - tz 28 2.3 
Expenditure - 4.1 6.3 3.5 


Loan funds (net expenditure) 22 04 08 738 
Surplus 9.3 0.7 0.1 1.3 


“Forecast fOut-turn 
Note: Fiscal years begin 1 April 



















the kind of classic 
non-decision beloved 

of the knighthood- 
earning administrative class: he reduced the levy from 0.6% to 0.5%. 

Another Jacobs curiosity was his announcement of the government's intention to 
issue short-term bonds for funding capital works projects. There is little doubt that 
the government, either directly or through a public corporation, will have to borrow 
to finance its airport and other major projects. But short-term bonds struck the mar- 
ket as a curious way to finance long-term projects. 

Hongkong is undoubtedly facing potential fiscal problems. Medium-range fore- 
casts for the operating surplus are almost stationary at around HK$20 billion a year, 
while net capital expenditure (net of capital revenue) will rise to HK$28 billion in 
1994-95 from HK$13 billion in 1990-91, leaving a cumulative deficit of HK$15 billion. 

In one respect, these figures, which include only a portion of the airport cost, are 
conservative. They imply recurrent expenditure growing at around 15% a year, with 
net capital expenditure increasing by 35% in the next two years before flattening 
out. These figures are projections and are unlikely to prove realistic. In the case of 
recurrent spending, in fact, they underline how free Jacobs has been with his spend- 
ing, which has been growing much faster than nominal GDP. Reversal of the trend 
will be the first task of his successor. B Philip Bowring 


Source: Hongkong Government 
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m resident Enterprises, Taiwan's 
! leading food-processing group, 
“has staked US$335 million on the 
E. “proposition that Taiwanese and 
i means - — each, in their way, among 
e most finicky of eaters — pa at 











b in x Eebauiry, vice-chairman Kao Ching- 
uan, the company’s driving force, persuad- 
ed. a consortium of 18 international banks to 
ver this improbable bet to the tune of a 
J$$130 million syndicated loan. Next, he 
expects institutional investors to serve up 
7 additional US$70 million or more in the 
form of a convertible Eurobond. 

Kaos hunches have proved worth back- 
: ing in the past. He has propelled President 
- to market leadership in nouveau riche 
|... Taiwan on the strength of one homely in- 
: | a |" that, as people get richer, they eat 


A Other competitors, did Wei Chuan 
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Tawar's instant noodles are not all that 
|. President vice-chairman Kao Ching-yuan 
. is counting on foreigners to digest: over- 
-| seas investors will be expected to swal- 

Us low a sizeable wad of the company's 


! European and Japanese banks, at 
least, appear to have the appetite for such 
1nitment, provided the credit is gar- 
nished with sufficient extra basis points 
-above the London interbank-offered rate. 
A An 18-bank syndicate in February signed 
. à five-year credit package worth US$130 

million to President. 
The loan is repayable in five instal- 
ments starting in 1993. But Kao hopes to 
have paid back nearly half the credit long 
| before then, using the proceeds from a 
| convertible Eurobond for which Presi- 
|.. dent has already received approval from 
|. Taiwan's central bank. 

Such a strategy would shave two or 
three percentage points from the com- 

panya all-in cost of funds, a crucial mar- 
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! 'aiwan: S — group looks to US to maintain sales growth 


ecipe for success 


and Ve Wong, latched on to the same idea. 
But by being nimbler with his expansion 
and diversification, Kao has overtaken 
them from behind. For more than two dec- 
ades, President has introduced in dazzling 
succession one new product line after 
another to keep ahead of the island's 
briskly rising standard of living. 

The product of an elementary school 
education in Japanese-occupied Taiwan, 
Kao rose from a lowly apprenticeship in his 
wealthy in-laws’ textile business. The fam- 
ily capitalised him to set up President in the 
1960s, starting with such basics as flour, 
edible oils and animal feeds. Now, at the 
age of 61, Kao has parlayed that business 
into a full range of 600 well-established food 
lines — everything from kitchen staples to 
convenience foods and fancy imported de- 
licacies — as well as an unrivalled retail net- 
work and an impressive roster of foreign 
joint-venture partners and agency relation- 
ships. 

In 1989, consolidated group revenue 
was NT$25 billion (US$1 billion). That is 


Bound to the banks 


gin for President's financial health. But 
opinion is divided, both inside the com- 
pany and in financial circles, on whether 
investors are any longer willing to pay a 
premium for a crack at Taiwanese equity. 

The loan syndication neatly supplants 
a bridge financing of US$135 million that 
President used to cover the August 1990 
takeover of US-based Wyndham Baking. 
At the same time, President used its in- 
ternal resources to inject another US$50 
million worth of equity into its new US 
subsidiary and assumed some US$150 
million worth of the company's outstand- 
ing debt. 

Not everyone in the banking com- 
munity was equally enamoured of the 
President syndication. US institutions 
gave the opportunity a wide berth, mind- 
ful of the headaches some of the top 
US banks encountered in 1986 when 
President's corporate cousins in the 
Tainan Gang defaulted on bank cre- 
dits. 






















enough to make President probably the 
biggest private industrial group in southem 
Taiwan, a region that prides itself on its 
probity and Confucian work ethic. 

But the company is at last having to face 
up to another basic truism about food: at 
some point, enough is enough. There is a 
limit to how much further President can 
grow in Taiwan, Kao concedes — at least if 
it wants to maintain its breakneck sales 
growth. Macroeconomic factors: point to 
eventual market saturation. — ^. 

The country’s exported growth sprint 

is grinding to a crawl. Its No. 1 trading part- 
ner, the US, is stridently demanding freer 
access to Taiwan consumers. That bodes 
stiffer international competition for home- 
grown consumer giants like President. 

Nor is the island as attractive anymore 
as a manufacturing base. The cost of land 
and labour is becoming unviably expen- 
sive. So are raw materials sourced through 
Taiwan's state-dominated procurement 
agencies. 

To survive this confluence of cost pres- 
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Nevertheless, the syndication was 
oversubscribed by nearly two-thirds from 
its original amount of US$80 million. 
Lead managers Standard Chartered Asia 
urged President to borrow more and 
postpone the other intended component 
of the bridge-loan refinancing, a US$70 
million convertible bond, until "condi- 
tions turned more favourable." 

Bankers argued that investors may 
have little enthusiasm for equity-linked 
Taiwanese instruments after the 6076 
plunge of the Taiwan Stock Exchange 
(TSE) from its early-1990 peak. Nor will in- 
vestors have been encouraged by the de- 
bacle arising out of the first — and, so far, 
only — Taiwan convertible issue. Paper- 
maker Yuen Foong Yu floated US$100 
million worth of securities in 1989, whose 
current value is roughly half that level at 
prevailing prices. | 

In February, President's board voted 
down the equity-linked bond. Kao, who 
argued against the decision, sees the in- 
creased loan syndication as stop-gap. The 
vice-chairman, who has been assured by 
advisers Yamaichi Securities of Japan that 
US$70 million is a manageable sum, 
hopes to go ahead with the convertible 
bond ee as soon as possible. 
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sures, President is looking overseas. Fol- 
lowing the well-worn trail of other Taiwan 
business groups, Kao has led two batches 
of President executives on exploratory mis- 
sions to China in the past six months. 
Toeholds have been established in In- 
donesia, Thailand and the Philippines. 

With typical audacity, though, Presi- 
dent's first major offshore plunge has been 
a good deal farther afield. In June 1990, the 
company paid US$335 million for the third- 
largest cookie maker in the US, Atlanta- 
based Wyndham Biscuits. 

From President's standpoint, the deal 
offered access to cheap US 
sugar and shortening supplies, 
as well as an eight-plant manu- 
facturing base in the low-wage 
southeastern part of the coun- 
try. But for Kao, Wyndham's 
chief charm was its marketing 
network. 

It is, he gloats, impeccably 
grassroots. What is more, it is 
largely off the balance sheet. 
More than a third of Wynd- 
ham's products move on deli- 
very vans with on-board computers for in- 
ventory control, most of which run along 
operator-owned franchise routes. Another 
25% is peddled in annual door-to-door 
fund-raising sales by legions of American 
Girl Scouts. 

Not for Wyndham, the "gourmet" 
branded cookies of the yuppified 1980s, 
with their correspondingly high promo- 


Besides, the TSE "correction" should 
reassure foreign investors that the stock- 
market has matured after its speculative 
dementia, though the pricing of Presi- 
dent's bond will have to reflect the new 
sobriety. And Taiwan has made a start 
on a legal framework for foreigners to 
hold TSE equity — now a crucial pre-con- 
dition for a Euro-convertible, but one 
which was missing in the days of the 
Yuen Foong Yu issue. 

For foreign investors, there could 
hardly be a sector more basic to the eco- 
nomy than food. Then, too, the Wyn- 
dham tie-in provides a reassuringly 
American sub-plot, not to mention a 
source of US dollar cash flow. 

Still, cash flow — of whatever de- 
nomination — is what worries some in- 
dustry analysts about the Wyndham ac- 
quisition. As a result of the takeover, Pre- 
sident's debt-equity ratio is projected to 
rise to 70% from less than 40% currently. 

Debt service, including interest and 
principal repayments on the new credit 
as well as on pre-existing debt, will rise 
from barely a third of projected operating 
profits this year to fully three-quarters by 
1994. For the next three years, interest 
payments on the syndicated credit alone 
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tional budgets. Instead, the company con- 
centrates on the recession-proof bottom 
end of the market, where cost-conscious 
shoppers and retailers buy from familiar, 
neighbourhood distributors. 

This marketing approach, Kao believes, 
is the ideal channel for introducing Taiwan 
products to the US, rather than going 
head-to-head with name brands at the 
national level. To coordinate this demarche, 
President has installed George K. Liu 
as Wyndham's vice-chairman. A 30- 
year veteran of US conglomerate General 
Foods, Liu rose to head the outfit's Asian 


profit profile 
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operations before being poached by Kao. 

The Tainan-born Liu is the only new 
face introduced by President into Wynd- 
ham's executive suite. "We like these 
[Wyndham] people," explains President's 
international finance division manager, Ted 
Tu. "We're comfortable with them. They're 
southerners like us: up-front, old-school." 

Not everyone in the Taipei brokerage 


will outweigh Wyndham's entire pro- 
jected attributable profits. 

A convertible issue is likely to offer 
only limited relief in current market con- 
ditions. Based on profit projections for 
the next few years, President would have 
to issue nearly US$100 million worth of 
bonds at a coupon of under 2% to keep 
its financial ratios on an even keel. Ac- 
cording to bankers, a more realistic target 
is less than US$75 million at nearly dou- 
ble the coupon. 

President's directors must have been 
pondering these sums when they de- 
cided to accept, for the time being, the in- 
creased loan syndication. Whether their 
costly waiting game pays off depends 
upon conditions over which they have 
little influence. 

But one relevant factor that may not 
be entirely beyond their control is Presi- 
dent's share price. Brokers estimate that 
barely a third of the company's scrip 
floats free. Another 10% is believed to be 
in the hands of the Hou family of Tainan 
Gang fame, while managing director 
Ping C. Wu is on record as having 16%. 

Of the rest of the equity, another 16% 
is held by a shadowy Liberian company, 
Shei Chyeh, on behalf of nearly a dozen 
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fraternity shares in this warm glow of 
southern comfort. The acquisition trans- 
forms President from a company with 98% 
of its sales domestically generated, to one 
that derives nearly a quarter of its income 
from overseas. 

Wyndham's operating profit margin of 
12% looks anaemic next to President's 
robust 29%. Even assuming a steady 8-996 
sales growth in the next five years, Presi- 
dent's operating profit margin is expected 
to decline to 14-16%, according to calcula- 
tions presented to the banks involved in the 
loan syndication. 

Whatever its effect on Presi- 
dent's financial position, the ac- 
quisition has done wonders for 
Wyndham's. Before the take- 
over, the US company showed 
liabilities of US$271 million 
against net worth of US$30 mil- 
lion. After the merger, it was 
US$205 million against US$176 

The story of how Wyndham 
came to require such a bail-out 
is a parable of the takeover- 
happy 1980s. Founded in 1985 as a vehicle 
for acquisitions, it was sucked into a finan- 
cial vortex with its leveraged buy-out of 
another US biscuit maker. 

The acquisition left Wyndham so highly 
geared that it became a takeover target it- 
self. Potential buyers soon materialised 
from Asia and the US. President won out in 
the bidding, according to one of the also- 


i 
lidated | 


top President managers, including Kao 
and the company's president, Jason C. S. 
Lin. The offshore holding company was 
partly designed — at the suggestion of 
President's internationally ised au- 
ditors, Price Waterhouse — to be eligible 
for the 20% preferential capital gains tax 
rate offered to investors registered off- 
shore, compared with 40% paid by 
domestic investors. 

The tax element of the Shei Chyeh set- 
up has incurred the wrath of Taiwan's 
moralistic new finance minister, Wang 
Chien-hsuan. But according to a Presi- 
dent insider, bundling these manage- 
ment stakes together in a holding com- 
pany has the additional virtue of “mak- 
ing sure nobody breaks ranks." 

It is unlikely that there will be any 
early shift towards a more free-floating 
pattern of shareholding. Dividends have 
come in the form of scrip each year since 
the company went public in 1987, a prac- 
tice all the likelier to continue now that 
President is pressed for cash. 

Bonus issues would do little to alter 
the pattern of shareholding. Neither 
would a Eurobond conversion to the type 
of circumscribed equity likely to be of- 
fered to foreigners. w Lincoln Kaye 
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rans, by the simple expedient of pitching its 
offer higher than the competition; higher, 
indeed, than the target may have war- 
ranted. 

Kao is unfazed by such considera- 
tions, an index of what one close acolyte in 
the company calls his "generalship." The 
stocky, soldierly vice-chairman even bears 
an uncanny resemblance to Taiwan's law- 
and-order prime minister, Gen. Hau Pei 
tsun (minus the premiers distinctively 
luxuriant eyebrows). 

“When the boss says ‘kill,’ we unques- 
tioningly go out and ‘kill’ — metaphori- 
cally, of course,” the acolyte explains. 
“When he makes up his mind to go after 
something, he commits to it completely. 
If it means overpaying a little up front, 
that just gives us all the more to shoot 
for.” 

This strategy, coupled with Kao's per- 
sonal charisma and a perseverance to see 
ventures through to their turnaround, has 
paid off for President more 
often than not. The classic 
example is its wholly owned 
7-Eleven convenience-store 
subsidiary, which lost money 
for seven years before turn- 
ing into President's richest 
cash cow and a crucial show- 
case for the group's food pro- 
ducts. 

Under licence from South- 
land Corp. of the US (recently 
taken over by Ito-Yokado of 
Japan), the Taiwan chain now 
comprises 590 choice locations 
across the island, making it the 
third most extensive 7-Eleven 
network in the world after North America 
and Japan. It is more than 10 times bigger 
than its nearest Taiwan rival convenience 
store chain. 

As they expanded, Taiwan's 7-Eleven 
stores evolved into something the Ameri- 
can originators of the concept could not 
have imagined. Apart from food and bever- 
age lines, Taiwan 7-Eleven provides fax and 
courier services — useful facilities in an is- 
land where every other adult appears to be 
running his own business. Back in the hey- 
day of Taiwan's stockmarket boom, there 
was even talk of installing stock-data termi- 
nals in the stores since the group has its 
own brokerage. 

And if, as expected, President or one of 
its corporate cousins is awarded one of the 
10 banking licences to be issued in Taiwan's 
long-promised financial liberalisation, au- 
tomatic-teller machines at the convenience- 
store outlets could provide banking-as-you- 
shop services. In 1990, revenue at the 7-Ele- 
ven subsidiary was 8076 of the parent com- 
pany's; profits already rival — and, in the 
next few years, seem likely to surpass — 
those of the parent. 

Nor is 7-Eleven the only spectacular suc- 
cess story in President's portfolio of 27 re- 
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lated companies. Others, though smaller in 
scale, are equally booming. The gap be- 
tween consolidated revenue and that of the 
parent company grows steadily wider. 

A few subsidiaries have had troubled 
histories. Hi-tech ventures such as Mospec 
Semiconductor, Tainic Technology and 
Sigma Computer have yet to earn their 
keep. The lesson has been learned, though. 
President now sticks to its known special- 
ties of food processing and retailing in its 
acquisitions and joint ventures. 

Where foreign partners are involved — 
Kentucky Fried Chicken, PepsiCo, Frito- 
Lay, Maxwell House or Kikkoman Soy 
Sauce, for instance — the investment can 
be justified as a ploy in anticipation of the 
inevitable opening of the Taiwan market 
under pressure from US trade negotiators. 
“He [Kao] is like a go master,” comments 
an admiring merchant banker. “He neu- 
tralises potential competitors by surround- 
ing and absorbing them." 


Projected income vs debt service 
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Foreign joint-venture partners are not 
exactly unwilling victims of Kao's engulf- 
ment. Indeed, they seek him out, per- 
suaded by the group’s reputation for pro- 
fessionalism in joint-venture dealings and 
its unrivalled access to market share in luc- 
rative Taiwan. Foreign food-processing and 
retailing companies interested in forming 
Taiwan ventures “come to us first,” Kao 
boasts. “We pick and choose.” 

He is still picking and choosing new 
ones. President has plunged NT$200 mil- 
lion into a supermarket joint venture with 
Tokyu of Japan. Last year, it linked up with 
Carrefour of France and has opened the 
first two of a planned chain of hypermar- 
kets in Taiwan. 

Although President is entering late into 
these sectors of retailing as opposed to its 
early entry into neighbourhood conveni- 
ence stores, the group’s 7-Eleven experi- 
ence enables it to draw on invaluable reser- 
voirs of expertise in store-siting, promotion 
and market positioning. And its all-impor- 
tant product-distribution network is already 
largely in place. 

That leaves President covered in all 
three tiers of food retailing — convenience 
stores, supermarkets and hypermarkets. In 
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a food market nearing saturation point, the 
company can only survive on the strength 
of its distribution channels. President's 
evolution from a production-based to a re- 
tail-led group looks inevitable, at least in 
the medium term. 

For the longer term, Kao's eye is already 
wandering to the mainland, an arena that 
could offer both a cost-effective production 
base and a potentially vast retail market. 
^With President's skill at product-develop- 
ment for Chinese tastes, couldn't you just 
see them as a sort of Procter & Gamble of 
the Chinese world," gushes a food-indus- 
try analyst at a Taipei brokerage. 

President executives are more cautious. 
They are looking first at rebasing activities 
such as animal feeds, stock raising and salt- 
water fish farming, the sectors most vulner- 
able to lower trade barriers, rising land 
values and environmental concerns. 

The Chinese Government wants to con- 
fine President to an intermediary value- 
added niche of processed food 
production. In this limited role, 
a President operation would 
buy its raw materials from state- 
owned suppliers, pay wages to 
mainland workers and sell its 
product for hard currency tc 
Taiwanese customers. 

Neither China nor Presi 
dent, Kao believes, would be 
well served by such restricted 
ventures. With years of re 
search and development (or 
which the company routinely 
spends more than 8% of after. 
tax profits), President has de 
veloped expertise in upstream 
as well as downstream, phases of produc 
tion. By establishing its own mainlanc 
sources for inputs, the company couk 
minimise its costs and transfer vita 
technologies to China. 

By the same token, Kao believes, allow 
ing President to sell part of its China-madi 
production on the mainland would provid: 
the necessary scale economies to make thi 
ventures viable. China's customers coul 
buy a locally made product of the highes 
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quality instead of hankering after costly im 


ports. 
The immediate benefits of such substitu 


tion are likely to come in agricultural inte 
mediates. But even in consumer produc 
— fried chicken, tea eggs, cola drinks, ir 
stant noodles — Kao says China could fin 
itself swamped by a tide of consumer de 
mand that is rising faster than many of hi 
cadre hosts realise. 

"China now is where Taiwan was 2 
years ago, when we started President," h 
says. "Incomes are about to take off." An 
Kao knows from experience that a sma 
entrepreneur can never lose by satisfyin 
current demand while betting on rising e 
pectations. It is liking having your cake an 
eating it. 
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President group espouses homely virtues 


Leader of the Gang 


By Lincoin Kaye in Tainan 


n Taipei, companies half the size of 

President Enterprises sprout gaudy 

new downtown high-rise headquarter 
blocks. But on the outskirts of the sleepy 
southern city of Tainan, President is still 
run from a stubby little building dwarfed by 
the surrounding grain elevators, flour mills 
and noodle plants. Inside, the desks are 
arranged in rows, without partitions. Even 
the sartorial tone is unassuming: men 
mostly in white cotton shirts with socks to 
match, women in sensible shoes and 
pleated skirts. 

On each desk is a copy of the company 
magazine and an in- 
spirational tome of 
essays by Taiwan 
business leaders, in- 
cluding President 
chairman Wu Hsiou- 
chi and vice-chair- 
man Kao Ching- 
yuan. Framed on the 
walls, in vigorous 
calligraphy, are mot- 
toes extolling the 
fundamental tenets 
the company holds 
dear: customer ser- 
vice, market sensiti- 
vity, uncompromis- 
ing quality stand- 
ards, inventory con- 
trol. In other words, 
solid shopkeeper 
values. 

The "Tainan Gang," of which President 
is an offshoot, began as a shop selling tex- 
tiles back in Japanese-occupied Taiwan. 
Old-timers in Tainan — the pre-20th cen- 
tury capital of the island, which still prides 
itself as a cultural hub for Taiwan's Hok- 
kien-speaking majority — well remember 
the large, fashionable store and the Wu and 
Hou families that ran it. 

They were “North Gate” families, 
people from the impoverished salt-panning 
districts between the northern perimeter of 
the city and the sea. When they came into 
town to run a business, they were as clan- 
nish as they were diligent. Kao's career 
path was typical: a distant in-law of the 
Wus, he started out as a teenage apprentice 
in the textile shop. 

He grew up along with the family busi- 
ness in the political and economic flux of 
post-war Taiwan, as the group made the 
transition from straight retailing to a string 
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of agency relationships for US and Japanese 
mills. Next, it went into manufacturing on 
its own chalk. Tainan Spinning Co. became 
the “flagship.” 

Not that the family companies ever for- 
mally associated, hence the appellation 
"Gang" instead of conglomerate. Neverthe- 
less, the loose grouping of interlocking 
shareholdings and bloodlines eventually 
came to include some 20-odd firms, mainly 
in the fields of textiles and construction. 

Kao, by his late 30s, had risen to the 
level of production manager for Tainan 
Spinning, invaluable experience, he says, 
for learning how to match complex, drawn- 
out manufacturing processes to volatile 
market demand. By 1967, he had earned 
enough credibility within the company to 
approach patriarch Wu Hsiou-chi with a 
plan. 

The country had just been through a 
sudden flour shortage, with attendant 
hoarding and blackmarket price rises. 
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Blame fell on the state-monopolised flour 
mills, prompting the government to open 
up the sector to private investment. Kao 
persuaded Wu to launch President Enter- 
prises with a bankroll big enough to pre- 
empt potential competitors. "We got in 
there first, with the biggest and best plant," 
he relates. 

From this product-focused beginning to 
the 17-division, 6,000-employee company it 
is today, President grew by a process of in- 
dustrial integration, vertically and horizon- 
tally, eventually supplanting Tainan Spin- 
ning as the leader of the Tainan Gang. Kao 
soon figured out a market for just about 
every usable product of his flour mills. 

The flour by-products went to make ani- 
mal feed; the flour itself was turned into 
noodles. Each of these lines acquired divi- 
sion status, and animal feeds soon spun off 
separate divisions for fish feed, livestock 
and dairy products. Next came an edible 
oils division, followed by a unit for other 
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soyabean products such as soya milk and 
soya sauce. 

This proliferation of products soon 
necessitated a packaging division, then à 
vending machine division. But it was 
hardly enough for Kao to put cans on the 
grocery shelves: he had to provide the 
shelves, too. In 1979, President launched a 
convenience-store division that haemor- 
rhaged money for seven years before arriv- 
ing at its present, seemingly invincible com- 
bination of prime neighbourhood shop 
sites, vigorous promotion and synergistic 
spectrum of services. 

The group now numbers 22 affiliated or 
related companies in its fold, including 13 
foreign joint ventures. They account for a 
rapidly increasing proportion of group rev- 
enues. Since bowing out as president of the 
firm 1989, Kao — in his new title of vice- 
chairman — has intensified his concentra- 
tion on the expansion and strategic posi- 
tioning of the group. 

The day-to-day running of the mother 
company is left to its new president, Jason 
C. S. Lin, 47, another extended clan relative 
of the Tainan Gang. Lin is a trained en- 
gineer, as befits a new-generation Tainan 
Gang chieftain. This does not prevent him 
from relying on the astronomical predic- 
tions of the Chinese farmers’ almanac in 
major business decision, insiders relate. 

The personality difference 
between Kao and Lin is as 
marked as their education 
gap. In contrast to the effu- 
sive, impulsive vice-chair- 
man, Lin is said to favour a 
more numerate, considered 
management style. He is dis- 
creet to the point of being al- 
most reclusive. 

Still. a low-profile might 
be a canny survival tactic in 
Taiwan's turbulent political 
currents, though the Presi- 
dent group has long come not to expect any 
favours from the central government. 

During the 1960s and 1970s, the group 
had a hard time winning its share of loan 
capital from government-controlled domes- 
tic banks. As southerners from the Hokkien 
hub, they were somewhat "out of the loop" 
in Taipei. Then, too, one of the Gang pat- 
riarchs, publisher Wu San-lien, irritated of- 
ficialdom with the critical line of his Indepen- 
dence Evening Post. 

Kao has done what he can to mend 
fences, even serving on the central commit- 
tee of the ruling Kuomintang (KMT). But ob- 
servers hint that President's recent run-in 
with Finance Minister Wang Chien-hsuan 
over a tax-friendly offshore holding com- 
pany might be connected to a KMr internal 
struggle. Taiwan-born President Lee Teng- 
hui, a reformist, is vying for control of policy- 
making power with the hardline main- 
lander premier, ex-general Hau Pei-tsun, 
who is the finance minister's patron. m 
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Shanghai investors await more listings 


Stock in trades 


By Elizabeth Cheng in Shanghai 


hanghai authorities are expected to 
S approve the issue of more shares in 

the city's embryonic securities mar- 
ket this year. Up to a dozen companies may 
be added to the list of eight already traded 
on the Shanghai Securities Exchange, ac- 
cording to officials. The new issues could 
raise market capitalisation five-fold to Rmb 
6.5 billion (US$1.25 billion). 

Although the bulk of the Shanghai stock 
exchange's turnover is in bonds, brokers 
believe company shares ultimately hold the 
greater attraction for investors. Currently, 
share trading is constrained by a small sup- 
ply of stocks and exchange rules that limit 
daily price fluctuations to no more than 
0.5%. This rule could be changed at any 
time, exchange officials say, since any share 








increase would bolster trading. 

Listed companies have issued fewer 
than 5 million shares, providing for capitali- 
sation of more than Rmb 1.3 billion. But of- 
ficials say interest in share trading is picking 
up quickly on the stock exchange, which 
opened on 19 December 1990. They say 
share trading accounted for about 20% of 
total turnover of Rmb 520 million on the ex- 
change in January and February, compared 
with about 2-376 last year in the city's infor- 
mal stockmarket. 

Nonetheless, brokers say the share 
prices of most companies are overvalued. 
They point out that the shares of six 
companies traded last year at multiples 
of 30 to 80 times company earnings. Retail 
company Yu Garden Market, however, 
was an exception, with a price-earnings 
ratio of around five. (Little information has 
been released about Feng Huang Chemi- 
cals, a Zhejiang province-based cosmetics 
company that was listed on the stock 


exchange at the end of 1990.) 

Yu Garden owns a chain of shops in 
Shanghai's main tourist district that sells 
commodities from all over China. The com- 
pany, which went public in 1987 with an 
issue of 70,000 shares at Rmb 100 each, is 
25%-owned by state enterprises, 55% by 
private companies and the remainder by in- 
dividual investors. Its share price was Rmb 
550 at end of last year. 

Shanghai Vacuum Electron Device and 
Shanghai Yanzhong Industrial are the hot- 
test stocks in the market, according to bro- 
kers. Shanghai Vacuum is popular with in- 
vestors because it commands 84% of the 
market's total capitalisation, while Yan- 
zhong Industrial is a favourite because it is 
predominantly held by small investors. 

A maker of TV picture tubes and floures- 
cent lamps, Shanghai Vacuum was the first 


state-owned enterprise to be converted into 
a shareholding company when it went 
public in January 1987 with issued share 
capital of Rmb 200 million. About 75% of 
the shares are held by state-owned enter- 
prises, 1% by private companies and the re- 
mainder by individuals. 

Shanghai Vacuum, which operates six 
factories and one research institute, em- 
ploys 15,000 workers. The company also 
has sizeable interests in five electronics 
companies, four of which are in China's 
special economic zones. 

In 1989, Shanghai Vacuum set up a Rmb 
500 million joint venture in Shanghai with 
Novel Technical Development of Hong- 
kong to assemble TVs as well as colour TV 
picture tubes for the domestic market. Pro- 
duction is scheduled to begin this year. The 
joint venture is 75%-owned by Shanghai 
Vacuum. 

Shanghai Vacuumvs after-tax earnings in 
1990 fell 30% from a year earlier to Rmb 60 
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million. Company spokesman Liang Zheng- 
sheng attributed the earnings decline after 
three years of steady growth to a slump in 
consumer demand for black-and-white Tvs. 
More than 70% of the company’s output 
was made up of black-and-white TV picture 
tubes. 

To finance a plan to improve its technol- 
ogy, Liang says Shanghai Vacuum wants to 
issue Rmb100 million of new shares to for- 
eigners. But the People’s Bank of China, 
the central bank, has yet to approve the 
move. Foreign participation in Chinese sec- 
urities is not allowed, but officials at the 
Shanghai stock exchange have indicated 
that this ban could be lifted soon. 

Analysts at Hongkong’s Baring Sec- 
urities say foreign equity participation 
would enable Shanghai Vacuum to enjoy 
the same tax concessions given to joint ven- 
tures. Such tax breaks would bolster earn- 
ings substantially and go a long way to- 
wards alleviating the burden of hiring in 
1989 about 2,400 workers from failed enter- 
prises. 

The employment of the workers, which 
was ordered by Shanghai city officials, ex- 
panded the company’s payroll by Rmb 7 
million a year. 

Yanzhong Industrial, which went public 
in 1985 with Rmb 5 million shares, has also 
been subjected to state interference. Of the 
200 workers on its payroll, half of them 
were forced on the company by the Jing An 
district government — a major shareholder 
— because Yanzhong was in a better posi- 
tion to support them than other enter- 
prises. 

These workers now stay home with full 
wages because there is no work for them at 
the company. Similarly, another 200 work- 
ers who had never worked for the com- 
pany were put on its pension plan at the 
district government's request, according to 
deputy manager Zhang Yiping. 

Yanzhong Industrial must also observe 
obligations to its former parent company, 
Yanzhong Fuying Photocopying Co., even 
though the two companies have been sepa- 
rate entities since 1987. Yanzhong Fuying 
is also sometimes influenced by the district 
government. 

The dose links are reinforced by the 
close personal ties that top executives have 
with the parent company. For example, 
Yanzhong Industrial's president, Zhou Xin- 
rong, is a former general manager of Yan- 
zhong Fuying. 

The district government also takes liber- 
ties with Yanzhong Industrial. It occupies a 
6,100-m? factory building owned by the 
company without paying rent. "Jing An 
was the original owner of the land and 
could have chosen not to sell to us, so we 
felt we had to lend them our premises 
when they asked for it," Zhang says. 

Yanzhong Industrial's core business is 
the trading of computer equipment, photo- 
copiers and electrical appliances. But it 
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Stuck on the 
sidelines... 


Shanghai's pioneer securities brokerage, 
Shanghai International Securities Co. 
(SISC), is having a difficult time staying 
afloat in the city’s stockmarket. Because 
it is the only securities house not backed 
by a bank or government department, 
SISC has been short-changed by new 
rules and squeezed out of lucrative bond 
issues, according to company execu- 
tives. 

Although sisc's major shareholder is 
Shanghai Investment & Trust Corp., the 
Shanghai municipal government's in- 
vestment arm, the brokerage is still a 
lightweight compared with competitors 
such as Shanghai Shen Yin Securities 
Co., which is owned by Industrial & 
Commercial Bank of China, Shanghai 
Hai Tong Securities and Shanghai 
Finance Securities. SISC president and 
vice-chairman Guan Jinsheng says the 
company's business has dropped off 
sharply since the opening of the Shang- 
hai Securities Exchange three months 
ago. 
While conceding that the Shanghai 

stock exchange will be good for the 
market in the long run, Guan is still 
critical of some guidelines, especially 
a rule that forbids brokerages from 


nas interests in fast food, packaging, glass 
processing, plastics moulding and cosme- 
ics. 

While Yanzhong Industrial has the 
nighest proportion of shares in the free float 
of any company on the Shanghai stock ex- 
hange, up to 91%, the single largest bloc 
of shares is still in the hands of a state 
dank. 

About 9% of the company’s equity is 
1eld by two securities houses owned by In- 
lustrial & Commercial Bank of China, 
-hina's largest state-owned bank. 

In September 1990, Yanzhong Industrial 
aised Rmb 5 million through a rights issue 
xf 100,000 shares. Zhang says proceeds are 
o be used to expand the company's joint- 
renture hamburger operation in Shanghai 
o two outlets, set up a joint-venture toy- 
naking factory with a Hongkong investor, 
mprove the quality of its packing materials 
vith technology from the US, go into the 
"roduction of bank note paper and buy an 
Xffice building in the city. 

Yanzhong Industrial's pre-tax earnings 
n 1990 increased 10.8% from a year earlier 
o Rmb 1.17 million. Major contributors to 
he earning's increase include the com- 
"anys plastic-moulding plant and Yan- 
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direct business in other cities. 

Guan complains that the restriction 
cost SISC its top place in Shanghai's over- 
the-counter market. He says SISC, which 
had a nationwide network and links to 
150 finance companies, lost out to 
brokerages that are indirectly using their 
backers' banking networks. 

Brokers say stock exchange members 
are also pressured into issuing bonds 
through their banks' brokerages. Most 
companies accept this practice to keep 
from jeopardising their credit prospects. 
As a result, SISC's bond-issuing business 
has also suffered, Guan says. This year, 
the brokerage handled only one bond 
issue, compared with 20 last year. 

To a lesser degree, other brokerages 
have also been affected by a formal 
Shanghai stock exchange. Over-the- 
counter trading of stocks has been ban- 
ned, as have bond deals of more than 
Rmb 2,000 (US$383). 

This rule has resulted in an illegal 
over-the-counter business in the city 
that is about one-fifth the size of the al- 
lowed market before the exchange 
opened, brokers say. 

Brokerage earnings have also been 
affected as earnings on price spreads 
have been replaced by fixed charges. 
Whereas brokerages once stood to make 
a commission of 2% or more on the 
spread, they currently are restricted to a 
0.1-0.3% on bonds and 0.5% on stocks. 

m Elizabeth Cheng 


zhong Hamburger, a joint venture with a 

llippine company in which it has a 12% 
stake. 

The company hopes to reduce its per- 
share value to Rmb 10 from Rmb 50 this 
year by issuing new shares as well as intro- 
ducing a second type of shares denomi- 
nated at Rmb 500 each. 

It also plans to issue short-term bonds 
that could eventually be exchanged for 
shares, but this plan has yet to receive ap- 
proval from the central bank. 

Shanghai stock exchange officials indi- 
cate that any measures adopted until 1996 
will be experimental, which means they 
can be modified or discarded. Officials and 
brokers say the increase in shares to the 
market should help broaden the scope for 
investment and enhance trading, but they 
expect the government to move cautiously 
in giving its approval to any further issues. 

Brokers point out that the stock ex- 
change does not have a listed company in 
any strategic sector, such as banking and 
energy, and they do not expect any in the 
foreseeable future. "The government is still 
nervous about allowing individuals sub- 
stantial investments in publicly quoted 
companies," a broker says. a 
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PROJECTS 


l By John McBeth in Manila 
| early three years behind its original 
| two-year schedule, the Asian Deve- 
. N lopment Bank (ADB) has finally 
taken the plunge and begun to occupy its 
“new US$171.4 million Manila headquarters. 
But many of the 1,670 employees are 
hardly in the mood to pop the champagne 
corks, and officials anticipate extended liti- 
gation with the South Korean contractor 
over the costs of the delay. 
The ADB's move to a sprawling nine- 
. storey building in the now fashionable 
Pasig area from its old Roxas Boulevard 
_ home and six satellite offices is scheduled to 
-be completed by 25 March. Although it will 
be the first time in a decade that all the 
|... bank's departments will be under one roof, 
that one large plus seems to be outweighed 
| .by a host of minuses, including 90 critical 
c < defects that remain to be fixed. 
co “We are moving into a building with a 
let wrong with it,” a project officer says, 
».. "and people will be living there among the 
|. problems. Everything that could go wrong 
|... has gone wrong." Among the problems are 
|. apparent defects in the elevators and the 
_ air-conditioning system, a computer-room 
____ floor that may have to be rebuilt and clocks 
D that are running too fast. 
_. Appearances are not deceptive. Sum- 
. . arising comments from senior staff, one 
_ internal memo notes tartly that the building 
is "an odd combination of Gothic, Mogul, 
^. Moorish, Japanese and Korean" architec- 
tural styles. It also says the complex “im- 
-~ parts a mixed feeling of a hotel, a hospital, 
5... a slum and a railway station." 
... Critics complain that the building has 
been designed to impress visitors with its 
ansive lobby and library on the first and 
d floors and luxurious suites on the 
xth and ninth floors. Out of view, how- 
ver, office space for operational depart- 
ments is described as cramped, with sec- 
retaries seated almost shoulder to shoulder. 
js Many of the 600 professional officers 
- find their rooms are too small, too. They 
<o. say their work tables look like ironing 
boards and there is inadequate room for 
documents and storage. They also com- 
plain that the design of the office block, 
-with a typical floor built around two atrium 
“spaces, fails to deliver on its promise of pro- 
viding natural light to the centre of the 
building. 
. Until the staff gets used to it, there is 
likely to be considerable confusion if the 
complex is m to the many un- 






























A AD DB's new base rouses criticism and scorn 


ouse of horrors 


announced power disruptions that have 
become part of life in Manila. Employees 
have been warned that during a blackout, 
the smoke doors between office zones will 
automatically close. At this point, the doors 
can be opened manually, but only after the 
power is restored. 

Outside, ADB environmentalists are un- 
happy about the lack of greenery. And ADB 
sports lovers are also less than ecstatic: they 
say the unlighted tennis courts are too close 
to a major arterial road and players will 
spend most of their time sucking in traffic 
pollution. 

There is a feeling among bank staff 
that they should have been consulted 
more on the layout of the building. But 
getting a consensus would probably have 
been impossible, and the ADB’s well-paid 
employees are unlikely to win much sym- 
pathy for their cause from outsiders who 
perceive them to be among the more pam- 
pered members of Manila’s foreign com- 
munity. 


those from the dius contractor, s Hyandai 
Corp., which stands to incur a loss of 
US$47 million, or its entire share of the 
US$95 million cost of construction. ADB offi- 
cials say they expect the company will seek. 
recompense through arbitration proceed- 
ings, a claim the bank is likely to contest. 

The ADB insists that Hyundai made an 
unrealistic bid for the project and sought to 
squeeze its profit from sub-contractors. 
Hyundai argues that the bank put the job 
up for tender before decisions were made 
on specifications and then kept changing its 
mind during the course of construction. 

Ripples from the move will not only be 
felt in the courts. Although the bulk of the 
ADB's foreign staff already live in housing, 
estates near the Makati business district, 
mostly because of its close proximity to the 
International School, the bank's relocation 
will have a significant impact on businesses 
along Roxas Boulevard all the same. 

The boulevard may run beside the sea 
and afford a view of Manila Bay's spectacu- 
lar sunsets, but the city's centre of gravity 
has shifted inexorably inland, first to: 
Makati in the booming 1960s and now to 
the neighbouring Pasig area. The once-dis- 
tant hills of Antipoli seem all that much 
closer — and the next inviting target for 
real-estate developers. a 








BORROWINGS 


Credit to 
the chaebol 


Acknowledging that South Korea's big 
business groups, or chaebol, are the key 
to putting some zip back into the eco- 
nomy, Seoul is planning to relax con- 
trols on bank lending to the country's 
top 30 companies. 

The change was signalled by Finance 
Minister Chung Young Euy in a speech 
on 6 March. Details of the credit relaxa- 
tion are expected to be published in 
April. 

Banks are currently under instruc- 
tions to restrict their exposure to the 30 
largest groups, with particularly strict 
controls in respect of the top five. Under 
the credit easing, there will be fewer 
restrictions on the top 10 groups, and 
those on the other 20 will be eliminated. 
The relaxation, however, will be tied to 
government efforts to persuade the 
leading chaebol to specialise in one or 
two core businesses. 

Introduced in the mid-1980s, the 
anti-chaebol credit controls have become 


progressively more è tigid and elaborate. 
"There is a feeling that [the] restrictions 
were getting to be too much," says Suh 
Sang Mok, a ruling-party member who 
sits on the National Assembly's finance 
committee. 

While the changes are unlikely to 
represent a fundamental loosening of 
government control, the revision reflects 
worries that the anti-big business po- 
licies of recent years have hobbled the 
manufacturing sector. "This move rep- 
resents a recognition by the government 
that the chaebol are the real means of 
stimulating the Korean economy," says 
a European banker. 

The chaebol take an overwhelming 
portion of bank credit. Last year, the 10 | 
largest groups accounted for 70% of out- — : 
standing bank loans, according to the — 
Ministry of Finance. 

Under a continuing credit-control po- 
licy, South Korean banks must still 
make a percentage of all new loans 
to qualifying small and medium-sized 
industries. A variety of other policy- 
oriented lending programmes that chan- | 
nel funds to agriculture, housing and 
industry will also stay in place. Such 
targeted lending is wing more 


quickly than overall bank credit, which 
also is subject to restraints. 
w Mark Clifford 
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Do some banks 


have a real advantage? 


Most relationships profit from conti- 
nuity. This is especially true in banking. 
Customers are interested in a personal 
banker One they trust. A person that is 
familiar with their business and works effi- 
ciently, giving sounder advice and making 
quicker decisions. 

The experts at UBS tend to see their 


UBS. The bank of experts. 
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work more as a career than just a job. They 
know they'll be working for you on a per- 
manent basis. 

This 1s one of the reasons why UBS is 
Switzerland's leading bank and one of only 


a few AAA banks in the world. 







Union Bank 


& 
URS of Switzerland 






UBS in Asia, Australia and India: Tokyo, Hong Kong, Singapore, Sydney, Taipei, Beijing, Bombay. Head Office: Union Bank of Switzerland, 


Bahnhofstrasse 45, CH-8021 Zurich. 


Shangri-La: 
A Haven of Calm... 
And a Habit of Success. 


B. in the late 1960s, the Shangri-La Hotel Group 
comprised only a few hotels in Fiji, Malaysia and 
Singapore. By 1993, however, the international hotel and 
resort company will feature 24 properties in nine nations 
employing 18,000 people, effectively doubling its present 
room capacity. The group's history is a tale of risks: it's also 
a tale of immense success in one of the most competitive 


of all hotel markets — Asia. 






Directing Shangri-La's rapid expansion since the 
early 1980s has been Randolph Guthrie, now 
managing director and chief operating officer. Says 
Mr. Guthrie: "The Far East is a tremendous growth 
market, with the hospitality industry expanding at 
over 1096 per year. We've always tried to position 
ourselves as business resorts — as a haven of calm 
in a tropical setting, still accessible to the city 
center. Still, in this business growth alone isn't enough; 
we have to appeal to a very broad spectrum of travellers. 
It's really a simple formula and I always try to remember 
that: you try to treat your guests like friends, and if 


you're successful they'll come back to you. 
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The China World 
Trade Centre, 
Beijing, China 


The Portman Shanghai, 
China 


Tanjung Aru Beach Hotel, 
Kota Kinabalu, Sabah, 
Malaysia 


Shangri-La Hotel, 
Beijing, China 


Shangri-La Hotel, 
Bangkok, Thailand 


Kuala Lumpur, 
Malaysia 


Shangri-La Hotel, 


"We have a high repeat business, and while about half of 


our guests come from overseas, we really depend on what 
we call the ‘local specifier’ who makes the bookings, so we 
have to reach these people where they live and work. The 
business traveller is our bread and butter. That's why we 


advertise in the Far Eastern Economic Review. 


“So far,” says Mr. Guthrie, “the risks we've taken have paid 
off. In this business, aside from location, and quality of 
service, it all comes down to effective communication and 
marketing. Which is precisely why we turn to the Far 
Eastern Economic Review. If you're interested in business 


out here, you simply have to read the Review." 
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| China US$215 US$120 Japan* ¥69,000 ¥38,000 Pakistan US$136 US$75 Rest of Asia US$245 US$135 
Guam US$225 US$125 Korea W125,000  W68,700 Philippines P2,500 P1,370 Outside of Asia — US$440 US$240 | 


(* Plus 3% Japan consumption tax) J 
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PROPERTY 


Investment in real estate expected to hit the skids 


Japan's sorry estate 


By Anthony Rowley in Tokyo 


eal estate-related bankruptcies in 
R= have swelled to a steady 


stream, and there are signs that in- 
vestors’ forays into overseas property mar- 
kets are likely to be put into reverse. Few 
sales have been reported from the US$70 
billion portfolio of overseas properties that 
Japanese investors have built since 1985. 
But as the monetary squeeze tightens in 
Japan and as the economic slowdown 
worsens in the US and Europe, where 
some 80% of Japan’s real-estate invest- 
ments are located, the pressure to dispose 
of property assets is likely to be heavy. 

The impact of depressed commercial 
real-estate markets worldwide could be se- 
vere. Japanese investors such as construc- 
tion companies Kumagai Gumi and To- 
bishima Corp., once viewed as saviours of 
distressed property markets, are already 
making distress sales. And as Japanese 
banks try to reduce their real-estate loan as- 
sets and non-bank lenders struggle to re- 
duce their exposure, the incentive to sell 
Overseas properties will increase. 

With vacancy rates in prime commercial 
office blocks running at 20-30% on the US 
east and west coasts and rising rapidly in 
some European centres, Japanese investors 
who bought heavily into this sector of the 
market are seeing their financial returns di- 
minish sharply. 

Since real-estate developer Itoman ran 
into trouble with debt of ¥1.36 trillion 
(US$10 billion) late last year and had to be 
rescued by Sumitomo Bank, a string of real 
estate-related bankruptcies have occurred 
in Japan. The biggest bankruptcy was that 
of Nanatomi, a real-estate company that 
had ¥407 billion of debt. Tobishima, which 
had guaranteed much of Nanatomi's debt, 
subsequently announced plans to sell 
real estate and cut its own debt by ¥163 bil- 
lion. 

In early March, real-estate developer 
Ogisaka went into receivership with some 
¥150 billion of debts. Developer Azabu 
Building, hit hard by softening real-estate 
values coupled with high interest rates in 
Japan, has also gone through a bank-rescue 
operation. 

EIE International, the property-develop- 
ment vehicle of entrepreneur Harunori 
Takahashi, who has extended the com- 
pany's investments across Asia and 
Oceania into the US and Europe, is also dis- 
posing of a substantial part of its US$5 
billion global portfolio. (Only about 8% of 
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Japan’s overseas real-estate investments 
have gone into Asia, mainly to Hongkong 
and Singapore.) 

Meanwhile, the list of companies being 
forced to make distress sales of properties 
is lengthening rapidly. According to Mark 
Brown at broker Barclays de Zoete Wedd, 
Ishihara Construction, Maruko, MDI and 
Minowa Real Estate have begun divesting 
property assets. Japanese companies could 
sell properties in Japan worth ¥660 bil- 
lion. EIE and Kumagai Gumi together 
could be looking to liquidate US$7.5 bil- 
lion of overseas properties in the next five 
years. 

Shuwa Corp. is also believed to be sell- 
ing property overseas on which income 
no longer covers financing charges, says 
Hugh  Canaway at Baring ities 
(Japan). Daikyo, Japan's largest con- 
dominium developer that has invested 
heavily in condominium and resort deve- 
lopment in Australia, is believed by ana- 
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lysts to be considering the disposal of part 
of its overseas property holdings. 

Kumagai Gumi has built a sizeable 
portfolio of commercial properties in the 
US, Europe and Australia. In the US, the 
construction giant has interest in 30 office 
blocks, condominiums and resorts valued 
at about  US$1.7 billion. Kumagai's 
Americas Tower development in New York 
ran into trouble in 1989 when its develop- 
ment partner was alleged to be a front for 
money belonging to former Philippine pre- 
sident Ferdinand Marcos. The project is 
only now being completed. 

Properties for sale in Sydney by 
Kumagai Gumi include the A$1 billion 
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(US$781.3 million) Park Plaza project, an 
A$800 million development on George 
Street and an A$40 million project on King 
Street, Barclays de Zoete Wedd says. 
Hotels in Sydney, Hobart, Melbourne and 
the Sunshine Coast are also on the block, as 
are office blocks in Melbourne. 

Japanese purchases of US real estate 
since the mid-1980s total about US$53 bil- 
lion, according to Mitsui Real Estate, about 
seven times the level of property invest- 
ment in Europe. US real estate looked 
cheap to Japanese investors at the height of 
Japan’s property boom in the late 1980s, 
when the total value of all land stood at 
US$14 trillion. This figure was twice the 
value of all land in the US, which is 25 
times bigger than Japan. A booming US 
economy also promised Japanese investors 
much higher yields than the 2% or less they 
typically enjoyed at home. 

The most high-profile property deal in 
the US was Mitsubishi Estate’s acquisition 
in 1989 of a controlling 57% stake in the 
company that owns New York's Rockefel- 
ler Centre for about US$500 million. Others 
have included Dai-Ichi Life’s purchase of 
two-thirds of the Citicorp Centre in New 
York for around US$670 million, Mitsui 
Real Estate’s acquisition of the Exxon Build- 
ing in Manhattan for about US$600 million 
and Shuwa Corp.’s purchase of Arco Plaza 
in Los Angeles for US$620 million. Also, 
Dai-Ichi Real Estate bought New York’s Tif- 
fany Centre. 

Most of these purchases were made be- 
tween 1986 and 1989, when the annual rate 
of Japanese investment in US real estate 
was running at about US$16 billion a year. 
This investment slowed to about US$13 bil- 
lion in 1990. 

Mitsui Real Estate, whose overseas 
property portfolio is about US$2.2 billion 
and whose holdings include the Figueroa at 
Wilshire Building in Los Angeles in addi- 
tion to the Exxon Building, says its vacancy 
rates in the US are low compared with the 
market average. The company does not 
have any plans to dispose of overseas hold- 
ings. 

Analysts also do not believe Mitsubishi 
Estate, whose US$1.7 billion US portfolio 
includes the Time-Life Building and 55% of 
the McGraw Hill building in New York City 
in addition to the Rockefeller Centre hold- 
ing, is under any immediate pressure to 
sell. But the company has paid sums for its 
US investment well above values implied 
by stockmarket valuations, S. G. Warburg 
Securities says. 

The fact that Japanese buyers generally 
paid what are regarded as high prices — 
sometimes using cheap borrowings or 
stockmarket funds for financing — has left 
them in a position of double-jeopardy. 
Apart from falling occupancy rates in New 
York and London, where recession has 
taken a savage toll on tenants such as 
bankers, brokers, lawyers and accountants, 


61 





BUS TN E'S SAE PAIRS 


~ tne 


the cost of money has risen sharply. This 
is thought to be why some Japanese prop- 
erty companies, including Daikyo and 
Kumagai Gumi, are seeking to refinance 
borrowings with straight and convertible 
bonds. 

Property exposure spreads well beyond 
real-estate and construction companies in 
Japan. Dai-Ichi Life has overseas-property 
assets of about US$2.45 billion. Nippon Life 
has property assets of around US$2.03 bil- 
lion and Sumitomo Life has nearly US$1.47 
billion. 

Long-term credit banks and trust banks 
are also substantial holders of overseas 
property. Analysts say these institutions 
may be compelled to sell some of these as- 
sets to window dress balance-sheets and 


compensate for stockmarket losses. 

Bardays de Zoete Wedd's Brown sug- 
gests that, where possible, overseas assets 
will be sold in preference to those in Japan 
since office-vacancy rates in Tokyo and 
other Japanese cities are below 5%. Also, 
there is more potential for gain in rede- 
veloping Japanese properties held at his- 
toric values. 

Analysts believe Japanese institutions 
that do not have a real-estate subsidiary to 
act through, such as Industrial Bank of 
Japan affiliate Kowa, are placing overseas 
property privately through specialised in- 
vestment banks and brokers. Some may be 
accepting heavy discounts, given the re- 
ported 30-50% drop in New York commer- 
cial property values. 





ECONOMIES 


Hongkong looks unlikely to match past growth 
In the slow lane 








By Philip Bowring i in Hongkong 








s the Hongkong economy settling at a 

much lower level of growth than it has 

historically achieved? If so, what are the 
fiscal consequences? The questions were 
hinted at, but not answered, in official fig- 
ures given in the 1991-92 budget unveiled 
on 6 March by outgoing Financial Secretary 
Sir Piers Jacobs. 

For 1991, Jacobs forecast a recovery in 
GDP growth to a modest but comfortable 
3.596 in real terms. This follows an average 
2.4% in the two preceding years. As- 
suming the government's projection 
proves accurate, it will mean a three- 
year average of less than 376 com- 
pared with an annual average of 
more than 6% in the previous three 
decades. 

This slowdown came after three 
years (1986-88) of double-digit 
growth, which created the capacity 
and manpower constraints that re- 
sulted in two years of double-digit 
inflation. But those constraints are 
still very much with Hongkong. So 
what is going to generate a new era 
of rapid growth? 

The labour force has been vir- 
tually static for three years. The 
population is beginning to age 
and a slow natural growth in the la- 
bour force has been offset by a 
decline in the participation rate due 
to higher real incomes and extended 
educational opportunities. The in- 
flow of workers from China is being 
approximately balanced by emigra- 
tion. 


The local labour shortage has resulted in 
many industries transferring their labour- 
intensive activities to China. With the high- 
er value-added activities staying in Hong- 
kong, overall productivity levels should 
have shown greater gains than 3% a year. 
But temporary stagnation in the high value- 
added financial-services industry has not 
helped, nor has the brain drain or the 
growing inadequacy of Hongkong’s air- 

rt 


A 3% growth rate, translating into 
per-capita income gains of around 2.5%, 
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Whether the sell-off of overseas prop- 
erties becomes a landslide depends upon 
the pace of economic recovery in the 
US and Europe in the aftermath of the 
Gulf War and on how soon the Bank of 
Japan relaxes its grip on interest rates and 
credit. 

Analysts say those companies that sur- 
vive beyond this year will probably make ii 
through the slump and then sit on depress- 
ed land and property for several years unti 
markets recover. But this leaves question 
marks about hundreds of highly geared Ja- 
panese companies that have played the 
real-estate market agressively at home and 
abroad, as well as about scores of smal 
banks and non-bank lenders to the Prop 
erty sector. 


may be acceptable to Hongkong people, 
especially if the alternative is the furthe: 
crowding of the territory with an influx o! 
unskilled workers. The problem is that the 
government has built its medium-range 
budget and capital spending forecast: 
around an assumed "trend" growth rate 
of 5%. That may have been the trend 
of the past; it is not the trend of the fu- 
ture. 

The fear of Hongkong people is that tc 
meet its own GDP expectations and to take 
the pressure off wages — as well as to bow 
to demands from Peking — the govern 
ment could open the door to more main 
land migration. 

As for the shorter term, the governmen 
sees 1991 in a modestly optimistic light. It: 
forecast of 3.5% growth assumes domesti 
demand rising slightly faster than exports 
resulting in a visible trade surplus o 
HK$14 billion (US$1.8 billion), from HK$: 
billion, but still equivalent to onl 
2% of exports. Net income from ser 
vices is predicted to rise to HK$3 
billion from HK$35 billion. The mai: 
stimulus for domestic demand i 
coming from the public sector 
largely as a result of a sharp rise i1 
capital spending. Private consump 
tion growth is set to slow. 

After two years of marginal de 
cine, domestic exports are forecas 
to record 2% growth, led by a 12” 
rise in sales to China, where domes 
tic demand has been growing stead 
ily. The government, however, i 
pessimistic about the US market, ex 
pecting an 8% decline in sales. 

It is not dear how the US re 
cession and new restraints oi 
Chinese products in the US ma 
affect the territory's exports t 
China of semi-processed good 
which are eventually destined fo 
overseas. Meanwhile, Germany 
Japan and other Asian market 
should offset most of the US weak 
ness. 1 
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POLICIES 


Whoever runs India, asset sales cannot be avoided 


Facing the inevit 


By Sucheta Dalal in Bombay 


hichever party emerges from 
W India’s current political paralysis 

to form a new government, the 
partial sale of several profitable public-sec- 
tor companies is almost certain to be high 
on the economic agenda. Without such a 
package, the World Bank and the IMF are 
likely to hold up a raft of new loans to New 
Delhi, which is under heavy pressure to 
trim an escalating budget deficit. 

On 4 March — the day before the resig- 
nation of prime minister Chandra Shekhar 
— Finance Minister Yashwant Sinha an- 
nounced that New Delhi planned to sell 
20% of the equity of selected public-sector 
firms to raise Rs 25 billion (US$1.32 billion). 
An interim budget containing the privatisa- 
tion proposal was passed on 11 March. 
Representatives from the World Bank and 
the IMF are tentatively set to meet with In- 
dian officials in June, when the government 
will be expected to detail how it will cut 
spending or raise new taxes. 

Unable politically to curtail state-sector 
losses or raise taxes, New Delhi's last re- 
maining source of increased income are the 





BANKING 


Goodwill for 
president 


President George Bush's choice of finan- 
cer Lewis Preston as the next World 
Bank president is being welcomed by 
top Asian financial officials, particularly 
in Japan, where the former chairman of 
Morgan Guaranty Trust and parent J. P. 
Morgan and Co. is held in high regard. 
Since the World Bank raises a consider- 
able portion of its funds in Japan, this 
will be a definite plus for the multilateral 
institution. 

Preston will replace outgoing presi- 
dent Barber Conable for a five-year term 
beginning in September. Asian financial 
officials say Preston represents the right 
mix between insistence on sound bank- 
ing and responsiveness to the special 
needs of developing countries. Many 
Asian officials are also relieved that Bush 
did not choose US Undersecretary of 
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Yashwant Sinha: public-sector sell-off. 


assets of public-sector firms. Further, more 
than US$3 billion in new loans from the 
two international financial institutions, and 
billions more in credits already in the aid 
pipeline, are in doubt if India fails to pro- 
ceed with privatisation. 

New Delhi, however, has no intention 
of surrendering ultimate control of these 
firms, but instead plans to sell just enough 
equity to relieve the pressure on the fiscal 


Treasury David Mulford, who they be- 
lieve would have promoted short-term 
US economic and diplomatic objectives. 
In contrast to Conable, previously a 
US politician, Preston comes to the post 
as a known quantity in Asian financial 
cirdes, especially in Japan. Although the 
Morgan group under Preston fought 
intense battles with Japan's powerful 
Ministry of Finance (MOF) when it was 
expanding into merchant banking and 
securities trading in Japan, MOF officials 
respect the group (Morgan Guaranty is 
the only major US bank maintaining a 
triple-A rating) and its former chairman. 
Preston also earned credit in Asia for 
Morgan's limited debt-relief scheme for 
Mexico several years ago, before the cur- 
rent "Brady Plan" was introduced in 
1989. Morgan's plan was tougher on 
Mexico than a competing proposal from 
then American Express chairman James 
Robinson, particularly in its emphasis 
on the voluntary participation of creditor 
banks. This was welcomed by Asian cri- 
tics of easy debt-relief, which they said 
penalised Asian countries with good 
debt-repayment records. 
E Susumu Awanohara 
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1991 budget, which comes into force on 1 
April. Nor has a comprehensive privatisa- 
tion policy been crafted, out of fear that 
such a programme would fall prey to the 
same political pressures that scuppered 
former prime minister Rajiv Gandhi's de- 
tailed privatisation scheme in 1985. India's 
parliament is largely opposed to selling state 
assets to the private sector. 

New Delhi plans to eva- 
luate proposals on a case-by- 
case basis in the hope that 
individual privatisation offers 
will build support among in- 
vestors and divide opposi- 
tion forces in parliament. In- 
deed, the only regulatory 
procedure for privatisation 
outlined by the Finance 
Ministry is that public-sector 
shares must first be sold to 
government-owned mutual 
funds, which in turn are ex- 
pected to offer the shares to 
private investors. 

The government could 
raise approximately Rs 44 
billion by selling 24% of its equity in 37 pro- 
fitable corporations, according to the Con- 
federation of Engineering Industry, one of 
India’s most powerful business lobbies. By 
way of comparison, India’s budget deficit 
for fiscal 1991 is estimated at more than Rs 
100 billion. 

Moreover, the market value of these 
firms does not reflect the true value of their 
real-estate holdings, which have not been 
revalued for several decades. A banker says 
the government intends to revalue the as- 
sets of state-owned firms before offering 
them to private investors. 

The model for the privatisation push will 
likely be the two term-lending institutions 
that have already tested private investor in- 
terest. Industrial Credit & Investment Corp. 
of India (ICICI) raised its private-sector hold- 
ings in February to 27% from 2.8% after an 
offering of 4.1 million shares to the public. 
Shipping Credit & Investment Corp. of 
India (SCICI) offered 30% of its equity to pri- 
vate investors in the same month in a Rs 
250 million offer. 

The partial privatisation of Icici and 
SCICI, however, was easy as they were 
formed under the Companies Act of 1956, 
which allows firms simply to petition the 
Finance Ministry for permission to list new 
scrip. In contrast, Industrial Development 
Bank of India (IDBI) and Industrial Finance 
Corp. of India (IFCI), the next two likely can- 
didates for privatisation, were set up under 
their own statutes, which must be amend- 
ed individually by parliament before the 
two institutions can sell shares to private in- 
vestors. 

Sources say that in case of IDBI, a struc- 
tural change that would segregate the 
bank's lending and refinancing functions 
is under discussion that presumably would 
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allow the Finance Ministry to sanction an 
offering. In addition, amendments to both 
banks' statutes are also under study, though 
opposition in parliament is likely to be 
fierce. 

The head of another term-lending in- 
stitution says the privatisation of commer- 
cial banks will begin shortly. State Bank of 
India (SBI), the nation's largest bank, is tip- 
ped to be the first on the blocks. Reserve 
Bank of India, the central bank, currently 
owns 97% of SBI, with the other 3% already 
owned by private investors. India's other 
nationalised banks are 100%-owned by the 
government. 

Among the top companies likely to be 
privatised are Indian Petrochemicals Corp. 
Ltd. (IPCL) and Computer Maintenance 
Corp. (CMC); Air India and Indian Airlines; 
Hotel Corp. of India (HCI), a subsidiary of 
Air India; Indian Oil and Bharat Petroleum; 
and Maruti Udyog, the government's au- 
tomobile-manufacturing joint venture with 
Suzuk. 

IPCL is a highly rated public-sector firm 
with a paid-up equity base of Rs 18.6 billion 
in fiscal 1990 and assets totalling Rs 21.4 bil- 
lion. The company runs a small naphtha 
cracker and is about to commission a Rs 30 
billion natural-gas cracker in Gujarat, a 
prosperous state on the west coast. Com- 
pany chairman Hasmukh Shah confirmed 
that equity would be sold to finance the 
petrochemical complex, but he refused to 
give further details. 


s a first step towards inviting non- 
A government equity, IPCL has signed 


a joint-venture agreement with Gen- 
eral Electrics Plastics of the Netherlands to 
make engineering plastics. Foreigners can 
only become shareholders in Indian firms 
through joint-venture agreements or 
through government-sanctioned overseas 
unit trusts; public-sector companies will not 
be open to direct foreign portfolio invest- 
ment. 

CMC has received Indian cabinet ap- 
proval to place some of its shares with the 
public, according to N. Vittal, secretary of 
the Department of Electronics. The details 
are being worked out between CMC officials 
and department officials. The Chandra 
Shekhar government had planned to disin- 
vest 76% of its holding in HCI, with Citibank 
working out the details. 

The privatisation of profitable units is 
designed to tantalise investors, but the 
tough job will be selling the nation's 
money-guzzling monoliths, which are sad- 
dled with surplus labour and mounds of 
debt. Chandra Shekhar's priority was to 
privatise financially troubled power com- 
panies: any offer could be made more 
palatable by a review of tariff subsidies. 
Each Indian state has an electricity board re- 
sponsible for the generation and distribu- 
tion of power. These boards accumulated 
losses of Rs 120 billion in fiscal 1990. m 
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CHINA 


Spectre of inflation 


hina will pay dearly this year 

for the government's past pump- 

priming of the economy. Explo- 

sive credit growth in 1990 allowed 
Peking to meet its industrial-output targets 
for the year, but the spectre of renewed 
inflationary pressures looms large over an 
economy plagued by inefficiency, large 
stockpiles of unwanted goods and depress- 
ed consumer demand. 

Peking released an estimated Rmb 250- 
290 billion (US$48-56 billion) of new credit 
into the economy last year, up a record 25- 
30% compared with credit growth of 10- 
15% in 1989. Most of the funds went to en- 
sure that loss-sustaining state enterprises 
could continue to operate, but they also en- 
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abled the government to reach its 6% target 
for industrial growth. The cost, however, 
will likely be a return to double-digit infla- 
tion this year, up from an estimated 5% for 
1990. 

Despite massive credits for the state sec- 
tor, industrial growth was fuelled largely by 
collectively owned rural enterprises, which 
enjoyed 12.5% year-on-year growth in out- 
put, and foreign joint ventures, which had 
42.8% growth in production. State enter- 
prises had only a 2.9% year-on-year in- 
crease in production last year, with nearly 
one-third of them registering losses total- 
ling Rmb 28 billion, double that of 1989. 

Industrial-output growth by region was 
just as skewed. The thriving coastal pro- 
vinces of Guangdong, Jiangsu, Fujian, 
Hainan and Shandong, with economies dri- 
ven largely by non-state enterprises, regis- 
tered industrial growth rates of between 
9.3% and 16.9% last year. Provinces domi- 
nated by state-owned enterprises saw their 
industrial production rise by just 0.6%. 

The jump in industrial output was par- 
ticularly high in the fourth quarter, 14.2%, 
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up from 3% in the first nine months of the 
year. Industrial output in January soared 
23.7% from a year earlier. 

The State Statistical Bureau (SSB) expects 
that year-on-year industrial growth will 
continue to average at least 1076 through 
March. The government's targets for 1991 
include a 4.5% jump in GNP growth, up 
from 4.4% in 1990; a 6% rise in industrial 
output; and a 3.5% increase in agricultural 
production, down from 5% a year earlier. 

To achieve these targets, the SSB expects 
the credit supply to grow by at least 10% 
this year. Indeed, with little hope of tackl- 
ing fundamental problems of chronic eco- 
nomic inefficiency and mounting stockpiles 
of goods, credit-induced economic growth 
appears to be the only alter- 
native left to the nation’s 
economic planners. 

Keeping inflation in 
check has been a govern- 
ment priority since 1988, 
when runaway inflation of 
30-40% in some cities 
sparked widespread panic. 
But for Peking, rising urban 
unemployment now threat- 
ens even greater social insta- 
bility. 

Government support for 
lumbering state-owned in- 
dustrial enterprises is the di- 
rect result of official urban- 
unemployment levels of 
more than 3% and unofficial estimates of 
more than 576, or upwards of 7 million job- 
less. Many of these factories, which employ 
more than 100 million workers, or roughly 
70% of the country's total urban workforce, 
would be forced to close if the government 
cuts back on credit. 

The heavy losses incurred by state enter- 
prises are cutting into the central govern- 
ment's tax receipts, which in 1990 fell 18.5% 
from a year earlier to Rmb 127 billion. This 
put added pressure on the government's 
deficit of almost Rmb 37 billion, excluding 
proceeds from bond sales and other debt 
instruments, which are counted by the gov- 
ernment as revenue. 

The government is hoping that depress- 
ed consumer demand will pick up on the 
back of year-on-year urban and rural in- 
come growth of 8.6% and 1.8% in 1990. 
There are signs of a slight recovery in retail 
sales, which reached Rmb 825.5 billion in 
1990, up 1.976 from the previous year, but 
the increase in sales was primarily for basic 
necessities such as foodstuffs. 

B Tai Ming Cheung 
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Hawke announces package 


of Australian tariff cuts 


> Australian Prime Minister Bob Hawke 
on 12 March unveiled market-opening 
measures aimed at making the Australian 
economy more competitive. General 
import tariffs will be cut from 15% to 5% 
by 1996, tariffs on cars will fall from 35% in 
1992 to 15% by 2000 and tariffs in the 
sensitive textile, clothing and footwear 
industries will be slashed by two-thirds, to 
25%, by the same date. Preferential tariffs 
for Hongkong, Taiwan, Singapore and 
South Korea will be phased out from 1992. 
The tariff cuts were accompanied by tax 
and other measures also designed to 
stimulate the economy. However, the 
package did not address deep-seated 
problems — in ports, transport and the 
union-dominated labour market — that 
have undermined previous restructuring 
efforts. 


Tokai, Sanwa Credit 

announce merger plan 

9 Tokai Bank, seventh-biggest of Japan's 
one-dozen city banks, announced a 
merger with Sanwa Credit Association, in 
what may be the first of several moves by 
major banks to absorb small credit 
associations overstretched by real-estate 
lending. Tokai plans to issue new shares in 
exchange for Sanwa Credit's capital, 
shaping the deal more as a takeover than a 
merger. The plan requires government 
approval. 


Indonesian tin miner 
to halve workforce 


> Indonesian state-owned tin company 
Tambang Timah announced it will halve 
its 24,000-strong workforce because of 
heavy losses. Timah president Kuntoro 
Mangkusubroto said 12,000 workers 
would be asked to stay at home while the 
firm tries to find new jobs for them. He 
also said the company would have to 
spend US$180 million in the next five years 
to rehabilitate its production facilities. 
Timah will move its head office from 
Jakarta to near its mining site in South 
Sumatra. 


Cheung Kong re-establishes 
interest in Kumagai unit 

> Only six weeks after it dumped a 13.8% 
stake in Kumagai Gumi (Hongkong), Li 
Ka-shing's Cheung Kong Holdings has 
re-established its interest in the 
construction company. Cheung Kong 
swapped a property portfolio worth about 
HK$13 million (US$1.7 million) in annual 
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rentals for HK$170.5 million of bonds 
convertible into Kumagai Gumi stock. The 
conversion terms appear favourable to 
Cheung Kong. The bonds carry annual 
interest of 6.5%, and they are convertible 
in June 1994 into 32.48 million Kumagai 
Gumi shares (1076 of the company's 
enlarged capital) at HK$5.25 a share. The 
shares were suspended on Hongkong’s 
stock exchange, pending the 
announcement, at HK$5 a share. 


Earnings decline among 

South Korean state firms 

P Profits at South Korea's 24 state-owned 
companies dropped 13% last year, despite 
a 1576 rise in revenues. The declines were 
led by a 7876 drop in earnings at Korea 
Development Bank, from Won 53.2 billion 
(US$73.5 million) to Won 11.5 billion. 
Earnings at the state electricity monopoly, 
Korea Electric Power Co., dropped from 
Won 766.1 billion to Won 605.8 billion. 
Total turnover at the 24 companies was 
Won 16.8 trillion, with net income of Won 
1.6 trillion. The figures exclude state-owned 
Pohang Iron & Steel Co. 






Business indicators 
World ship orders fall - 
Gross tonnes (million) | 






| | Asian shipbuilders: 

| | Total order book, 31 Dec. 1990 
Million 4th-gtr 

gross tonnes % change 


China 1.1 
Taiwan 0.8 
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Wellington to borrow 
to fund rising deficit 


> New Zealand's finance minister, Ruth 
Richardson, announced a NZ$750 million 
(US$449 million) increase in government 
borrowing to fund a budget deficit now 
projected at NZ$1.4 billion for the year to 
June 1991. The predicted deficit is double 
the December forecast of NZ$691 million. 
Lower-than-expected corporate tax 
revenues and rising welfare spending have 
caused the rise. The underlying deficit is 
even worse, as the proceeds of sales of 
forest cutting rights are being counted as 
current income. The government's cash 
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surplus after sales of assets (including 
Telecom Corp.) is now projected at NZ$1.5 
billion, down from NZ$2.3 billion in 
December. 


Ex-Ka Wah Bank director 
admits conspiracy, theft 

> A former director of Hongkong's Ka 
Wah Bank, Low Chang Hian, pleaded 
guilty on 6 March in a Hongkong 
magistracy to conspiring to defraud the 
bank and to stealing HK$4 million 
(US$512,800) of bank funds in 1984. He 
will be sentenced later. Low had originally 
faced about 80 charges relating to loans 
totalling hundreds of millions of Hongkong 
dollars made by Ka Wah to 20 companies 
and individuals in Hongkong and 
Malaysia. Many of these charges were 
consolidated into the single conspiracy 
count to which he pleaded guilty. Several 
outstanding charges of false accounting 
have been adjourned indefinitely. Low is 
assisting a Hongkong investigation of 
other former Ka Wah Bank directors, 
including his brother Low Chun Song, the 
former chairman, who is now residing in 
Taiwan. 


Manila gets relief 
from IMF, Japanese loans 


> New loans released by the IMF and the 
Japan Export-Import Bank boosted the 
Philippines' gross international reserves to 
US$2.3 billion, a three-year high, at the 
end of February. The rise was a 33% 
increase from January's level and brought 
reserves to the equivalent of 1.9 months of 
imports. Together with a drastic slowdown 
in imports because of a 9% import levy 
introduced in February, the healthier 
reserves have helped quell peso 
speculation on the US dollar. Blackmarket 
rates have remained close to the official 
rate of P28:US$1. 


Meralco to raise funds 

through sale of stock 

> Philippine power monopoly Manila 
Electric Co. (Meralco) plans to sell 25.5 
million of its shares through the 
stockmarket by June. The stock will 
comprise 7.5 million unissued shares and 
18 million shares pledged to the 
Development Bank of the Philippines. 
Meralco chairman Ramon Garcia said the 
move will take advantage of the upsurge in 
the stockmarket to raise finance for the 
firm's P10 billion (US$356 million) 
expansion programme. The stocks to be 
sold will not include any of 35 million 
Meralco shares that are still subject to a 
sequestration order. 
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Previous 3months Year USS1 Spot Previous 3 months Year 
Last sale to 11 Mar. Latest week ago ago 11 Mar. Worth ratet weekt agot agot 
Gold London (2) 366.15 365.75 374.05 400.25 Australia dollar 1.3016 1.2878 1.3026 1.3199 
Copper New York (3) Bangladesh* taka 35.55 35.55 35.65 33.50 
Current delivery (Mar.) 111.80 113.70 110.15 — 121.50 Britain pound 0.5407 0.5268 0.5139 0.6204 
May delivery 109.85 Brunei dollar 1.75425 1.737 1.7125 1.8748 
Aluminium London (7) Burma* kyat 5.96 5.96 5.90 6.65 
Current delivery (Mar.) 1,540.00 1,550.00 1,545.00 1,505.00 Canada dollar 1.1563 1.1556 1.1571 1.1783 
Tin Kuala Lumpur (1) 14.89 14.97 15.19 1681 ODS siek 3.9965 5.21 5.0015 5.785 
Cotton New York (3) l Germany mark 1.5795 1.5336 1.4727 1.7131 
' Hongkong dollar 7.795 7.7925 7.802 7.813 
. : 74. 72.45 
Juy dalvery ar $335 i5 3 inda — rupee 19.0476 19.0241 18.0522 17.0648 
Kalai Linou t) Indonesia rupiah 1,926.00 1,923.00 1,889.00 1,821.00 
Current delivery (Apr.) 229.50 226.50 241.50 231.00 Cay ca T 198.25 195.69 132.05 152.68 
: Macau pataca 8.05 8.05 8.05 8.05 
June delivery 230.50 
Malaysia dollar 2.738 2.7275 2.696 2.707 
Palm Oil Kuala Lumpur (4) New Zealand dollar 1.6708 1.6717 1.6545 1.6975 
June delivery 99-0 Papua N.G. kina 0.9506 0.9452 0.9501 0.968 
Sugar New York (3) Philippines peso 28.125 28.125 27.944 22.85 
Current delivery (May) 9.30 9.18 9.60 15.75 Singapore dollar 1.75425 1.737 1.7125 1.8748 
ek deny | VM South Korea won 724.80 724.20 71550 69840 
Pepper Singapore (9) Sri Lanka rupee 40.39 40.37 39.918 39.78 
Sarawak Asta blk 10095 270.00 277.50 295.00 360.00 Switzerland franc 1.3712 1.3365 1.261 1.526 
Wheat Chicago (5) Taiwan NT dollar 27.2845 27.202 27.15 26.35 
Current delivery (Mar.) 275.40 269.00 253.00 383.40 Thailand baht 25.43 25.32 25.155 25.90 
Eure | pom Communist countries: China US$-Rmb 5.2221 HK$-Rmb 0.66995 
Maize Chicago (6) Soviet Union US$=Rouble 0.5637 Laos US$=Kip 700.00 
Current delivery (Mar.) 247.60 244.00 226.00 243.20 Vietnam US$=Dong 7,350.00 Cambodia US$=Riel 600.00 
mote OND Other: SDR1=US$1.39244 ECU1-US$1.3044 S$-M$1.563 
E fob Bangkok (7) 338.00 338.00 265.00 305.00 "Official rate TMiddle rate Source: Telerate for spot rates, Deak for official rates 
Soyabeans Chicago (5) A 1 
Current delivery (Mar.) 600.20 586.60 595.00 587.40 Currency deposit and bond yields 
i 40 
canti a Eurocurrency and Asian currency unit deposit rates (%)t 
Cocoa — New York (7) 1 3 6 12 10 year govt 
May delivery 1,183.00 
Coffee New York (3) US$ 6.4375 6.4375 6.50 6.875 8.06 
Current delivery (Mar.) 91.45 90.60 88.50 110.00 Sterling 12.75 12.3125 12.875 11.50 10.12 
May delivery 93.25 Yen 8.4375 8.0625 7.6875 7.375 6.68 
Petroleum Swiss Fr. 8.25 8.1875 7.9375 7.75 — 
Sumatran light Tokyo (10) 17.50 18.30 27.10 20.00 Dm 8.875 8.9375 8.9375 8.9375 8.33 
Brent London (10) 19.00 19.43 26.93 18.90 A$ 11.375 10.9375 10.875 10.9375 11.46 
c$ 9.25 9.25 9.50 9.5625 9.50 
(1) M$ a kg (2) US$ an oz (3) US¢ alb (4) M$ a tonne (5) US¢ a 60 Ib bushel ECU 9.1875 9.1875 9.1875 9.1875 923 


(6) US¢ a 56 Ib bushel (7) US$ a tonne (8) PSS1, Mc akg (9) S$ a 100 kg (10) US$ a barrel 


(11) BWD, Chittagong/Mongla, US$ atonne ^ Source: Telerate, International Jute Organisation Offered rate Source: Telerate, Salomon Brothers 





Economic indicators, selected Asian countries 


Australia China Hongkong India indonesia Japan Malaysia 
Economic Growth % (real) (1) 
1990 -0.5 5 2.3 4(4) 6 5.2 6.5 
1991 2 6 3-4 3.5-4(4) 5 3.8 8 
international Reserves (5) 
Latest US$16.26b (Dec) US$26.67b (Oct) n.a. US$1.52b (Dec) US$7.46b (Dec) US$78.50b (Dec) US$9.09b (Sept) 
Year earlier US$13.42b US$15.95b n.a. US$3.86b US$5.45b US$83.96b US$6.83b 
Trade Balance (total merchandise) 
Latest 3 months +US$0.18b (Nov-Jan) +US$3.40b (Nov-Jan)  -US$0.56b (Nov-Jan) —-US$1.72b (Aug-Oct) +US$1.32b(8) (Oct-Dec) ^ «US$8.65b (Nov-Jan) +US$0.01b (Sept-Nov) 
Previous 3 months -US$0.19b +US$2.95b +US$0.68b -US$0.80b +US$0.52b +US$13.63b -US$0.05b 
Year earlier -US$0.83b +US$0.22b +US$1.11b -US$0.87b +US$1.84b +US$10.07b +US$0.33b 
Exports (7) 
Latest 3 months US$10.01b US$18.79b US$23.04b US$4.31b US$8.03b(8) US$75.76b US$8.31b 
% change previous 3 months +2.3 +13.8 +0.9 -0.4 +23.3 +1.2 +14.2 
% change year earlier +9.9 +29.6 +25.2 +12.6 +34.0 +16.1 +24.1 
Imports (7) 
Latest 3 months US$9.83b US$15.38b US$23.60b US$6.03b US$6.71b(8) US$67.12b US$8.30b 
% change previous 3 months -1.4 +13.5 +6.6 +17.6 +11.9 +9.6 +13.3 
% change year earlier -1.2 +7.8 +36.5 +28.4 +61.4 +21.6 +30.4 
Consumer Prices 
Base Jul 80-Jun 81=100 Dec 1989=100 Oct 84-Sept 85-100(2) 1982-100 Apr 88-Mar 89-100 1985-100 1980-100 
Latest 3 months index average 214.5 (Oct-Dec) 104.3(11) (Dec) 148.5 (Nov-Jan) 199.7 (Nov-Jan) 116.8 (Oct-Dec) 109.0 (Nov-Jan) 139.8 (Oct-Dec) 
% change previous 3 months 22.7 n.a. «2.5 $4.0 41.8 10.9 +2.0 
% change year earlier +6.9 +4.3 +11.0 +14.1 +9.9 +4.2 +3.6 
Money Supply (3) 
Latest A$204.48b(9) (Dec) ^ Rmb1,361.28b (Jul-Sept) HK$552.06b (Jan) Rs2.61t(9) (Feb) Rps80.70t (Nov) ¥502.21t (Dec) M$82.67b (Oct) 
% change previous month 41.8 +7.9(10) +2.3 +1.8 +2.9 0 +2.8 
% change year earlier +12.0 +29.9 +16.1 +16.5 +46.5 +8.5 +28.9 


(1) Official and other estimates of GDP (GNP in Japan) (2) Consumer Price Index A (3) M2 or currency plus bank deposits (4) To March (5) IMF definition of reserves minus gold except for Singapore (6) fob (7) cif 
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ERN Tokyo climbs on US dollar strength u a a New York drops BENE Hongkong, 
Straits bourses fall to profit-taking a a = post-coup surge continues in Bangkok a a a Seoul, 
Manila markets rise on hopes of economic recovery in week ending 12 March aa. 
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Average dail Average daily "I Average daily Composite Index, . 
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*Market capitalisation-weighted index of nine Asian bourses excluding Japan, published by Asian Markets Monitor, a Review newsletter, 1 Jan. 1990=100 


Philippines Singapore South Korea Taiwan Thailand Prime interbank Interbank interbank 
11 Mar. lending 1 month} 3 monthst 6 monthst 
5-7 8.3 8-9 5.2 10 i 
1525 56 637 " ane Australia 15.50 11.625 11.375 11.25 
Britain 13.00 12.5625 12.125 11.75 
US$0.93b (Dec) US$27.90b (Oct) US$14.79b (Dec) US$72.44b (Dec) US$13.31b (Dec) 
US$1.42b US$19.41b US$15.21b US$73.22b US$9.52b Hongkong 9.50 7.25 7.125 7.0625 
USSii (Sept Nov) -USS185b (OctDec) — -USS267b (Dec-Feb) +US$1.60b (Dec-Feb) ^ -US$2.76b (Oct-Dec) Oe: OR), | AADO, y a 
-US$0.97b -US$1.71b -US$2.35b +US$4.01b -US$2.25b oii ds 
-US$0.75b -US$1.02b -US$0.67b +US$2.22b -US$1.76b | 
"*8.25 8.5625 8.1875 8.8125 
US$2.11b US$15.94b US$16.50b US$16.60b US$6.44b 
+3.4 +20.4 -5.3 -7.1 +4.4 Malaysia 7.25 6.60 6.90 7.20 
+6.8 +30.0 +11.2 +8.3 +24.7 
New Zealand 14.90 12.03 12.03 12.10 
US$3.26b US$17.79b EAD 17b US$14.99b US$9.20b 
48.1 419.4 482 493 Philippines 24.00 20.5625 18.4375 20.3125 
+19.6 +33.9 6 +14.4 +32.9 Singapore 7.00 6.50 6.4375 6.4375 
1978-100 Sept87-Aug88-100 1985-100 1986-100 1986-100 South Korea 141595 — — = pe 
527.8 (Oct-Dec) 108.1 (Oct-Dec) 134.6 (Nov-Jan) 111.8 (Nov-Jan) 122.1 (Oct-Dec) 
+5.0 41.5 +1.2 -2.1 42.5 Taiwan 10.00 T = afi 
+13.1 +3.7 +9.7 +4.3 +6.5 
Thailand 15.50 15.50 16.00 — 
P288.12b(9) (Nov 1.21b (No Won69.45t (J NT$6.23t N 
DOE ce LEID (Noy) A EP sicud a E paint us 900 65625 65625 6.625 
+27.8 +17.4 +17.4 +9.8 Me 0 


(8) Including petroleum (9) M3 (10) % change over past 3 months (11) One month 
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Source: Official statistics 
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"Longterm **Shortterm ttMonetary Stabilisation Bond (1 year) 
TOffered rate Source: Telerate and Review Data 


67 






























he epitaph for Oei Hong Leong's 
corporate career in Singapore may 
well read: “You can beat the Ja- 
a panese in Singapore but you can't 
- beat them in Japan.” Largely as a result of 
.Oei's poorly timed equity and property in- 
.vestments in Japan, United Industrial 
“orp. (UIC) on 12 March reported an after- 
tax loss of $$7 million (US$4.02 million) for 
he year to 31 December 1990. 

- The Singapore stockmarket was stun- 
; ned: it had grown accustomed to impres- 
ive gains by UIC, particularly the windfalls 
the company reaped from flogging Singa- 
5 pore-based assets to the Japanese at inflated 
prices. This time, however, the balance 
“sheet contained a provision for losses of 
. $88.80 million in Japan alone. 

* ^ Oei, who left the company in Decem- 
ber, had transformed UIC from a humble 
_ detergent company to a property giant in a 
series of shrewd acquisitions and asset sales 
capped by last year's takeover of Singapore 
Land, a company with nearly twice UIC's 
market capitalisation. The takeover saddled 
uc with about 5$1.2 Saami in debt at group 


Foray of folly 


another S$11.6 million for the collapse in 
value of its Japanese property assets. 

It now seems clear that part of the 
reason for Oei's mysterious December de- 
parture from UIC — when he sold 17.876 of 
his 22.5% stake in the company to Indone- 
sian tycoon Liem Sioe Liong — was due to 
one last kamikaze raid on the Tokyo market 
with borrowed money after the onset of the 
Gulf crisis. 

Japan brought bad luck to Oei at the 
personal level. In December, he purchased 
a bundle of equity warrants in Japanese 
paper maker Honshu only to see them ex- 
pire worthless at the end of February when 
they failed to reach their strike price. His 
losses will probably never be known as the 
transaction was a private one. 

u N. Balakrishnan 


it was the rarest of opportunities — to ob- 
serve a Scottish banker announcing a 
slump in profits. In the event, Hongkong 
Bank chairman William Purves handled the 
contingency with only a slight dimming of 
his high-wattage command. 

Nevertheless, the 1990 results an- 
nounced on 12 March were unreservedly 


= awful. Profits were down 35% over the pre- 





















 §$266 million through a one-for-four rights 
-issue with warrants, which was announced 
ong with the dismal 1990 earnings. 
At least one Japanese firm based in Sin- 
apore might be enjoying any discomfort 
Dei is experiencing. In 1989, he made a pre- 
ax profit of 5$314 million by selling UlC's 
Paragon property on Singapore's classy Or- 
hard Road to the Japanese retail chain 
jgo. UIC had held the property for less 
an a year. Sogo, which overpaid for Para- 
on even in those bullish times, must be 
rueing its investment during the current 
downturn in the retail market. 
But UiC's luck — and Oei's — changed 
. dramatically in 1989-90 when he started 
| buying shares in Japanese banks, as well as 
| property in Tokyo's expensive embassy 
. area. UIC now has reported provisions of 
. $$77.2 million for losses in value of 
shares in unnamed Japanese: janks, ‘and 







vious year to HK$3.1 billion (US$397 mil- 
lion). A comparison with Hongkong Bank's 
61%-owned subsidiary Hang Seng Bank 
shows just how bad things have become. 

In 1990, Hang Seng posted profits of 
HK$2.2 billion, after minorities and tax. 
Purely in terms of its domestic banking 
market, Hongkong Bank has about three 
times more assets than Hang Seng, and 
about two-and-a-half times more deposits. 
Assuming a comparable level of efficiency, 
the parent should be making more than 
HK$6 billion in public profits purely from 
its Hongkong banking operation. 

So where has the money gone? All the 
usual suspects were there, knocking 
chunks off the bottom line. In descending 
order of liability, they were: Marine Mid- 
land (US$295.6 million), the Hongkong 
Bank of Australia (US$212 million), James 
Capel (US$56.2 million). 

For the most part, the bullet has been 
bitten. The Hongkong Bank of Australia 
has been shrunk, James Capel in its present 
form is not long of this world, and the US 
bank’s exposure to dodgy Brazilian debt 
has been cut by some US$500 million. 
These problems are unlikely to return to 
damage the Bank's results next year. 

The big question mark remains over 
Marine Midland. Abysmal as its result are, 
it is not actually underperforming the rest 
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of the US banking system. Although the 
bank’s daily operations are now under the 
close supervision of long-term Hongkong 
Bank men, the extent of next year's 
traumas depends less on the performance 
of those executives than that of the US 
economy. The lesson with Marine Mid- 
land, and Midland Bank for that matter, 
seems to be, to misquote Groucho Marx: 
never buy a bank that would have you as 
its owner. a Michael Taylor 


The Great Jardine Hunt has ended with Jar- 
dine Matheson having to apologise for hav- 
ing breached Hongkong rules by using a 
London-based offshoot, Connaught Invest- 
ors, to buy its own shares. The terrible loss 
of face for the Keswick family, the hong’s 
owners, has been enough to satisfy Hong- 
kong Stock Exchange (HKSE) chief executive 
Francis Yuen, who has closed the file. 

But it left the Securities and Futures 
Commission (SFC) speechless with rage at 
being denied the chance to give the 
offshore Scots a public flogging. In reality, it 
seems a lot of fuss about very little, and 
shocking only to SFC missionaries who be- 
lieve their own mothers to be virgins. 

Connaught is only obliged to sell seven 
million of the 22 million Jardine Matheson 
shares it bought. It was technically in 
breach of the letter of the rules only when 
Jardine Matheson’s stake in Jardine 
Strategic Holdings, which holds 45% of 
Connaught, edged over 5076. As the stake 
is now under the 50% threshold, Con- 
naught could legitimately sell the shares 
one day, as it has promised, and buy them 
back the next. It is unlikely to do so, having 
already tumed a good profit. 

As to whether buy-backs of this sort 
breach the spirit of the rules, there is little 
doubt they do. But so commonplace is this 
practice among Hongkong companies that 
it is hard to see why anyone other than thé 
SFC — which was already deeply entangled 
with Jardines on other listing matters — 
should have become unduly worked up. 
It is also plain that the only reason the 
Connaught issue came to light was the 
disclosure requirements not of Hong- 
kong but of the London exchange, which 
Jardines would like to be its primary 
exchange. 

In the end, Jardine Matheson and the 
SFC both seem to have been hoist with their 
own petards. Meanwhile, other groups 
continue to deal furiously in their own 
shares, one way or another, to the delight 
of then HKSE, which needs the business. 

i u Philip Bowing 
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CLASSIFIED ADVERTISEMENTS 








Courses 





Amsterdam University 






Fam a pone entirely yath hom ne. . Priv ginni c 
| offers 2 istance- Amon degree pro 


Post-graduate Programmes International Relations Executive 


_ These nine-month programmes (September 1991 - June 1992) include intensive 
. courses in international legal, economic and political relations; law and economics 
e elated to the EC; and professional skills and French courses. 











; previ DS betanin ao 
| tutor provides one-ig-onen 
| n are highly skied nrafessicnais smin 
| inthe field. No residence red ined 

| Doctorate’ programmes available. 
| Neil Gibson & Company, 

| Dept FERA, PO Box 3, Sudbury. Sulok, 
j England. Fax: «44/787 278478 


pu The« courses are designed to prepare post-graduates in law, economics and political 
-.. SCiences for positions in corporations and national and international 
-= administrations. Also tailor-made courses for specific groups are available. 


Lecturers of Amsterdam University, prominent officials and leading EC experts 
. form the teaching staff. 

Medium of instruction: English. 

Admission fee Dfl. 12.000,- (approx. $ 6.000), lodging not included. 






For QUALIT’ f 
response... 


Hove ise i in this 


For further information: 
ASEDIR, Oudezijds Achterburgwal 237, 1012 DL Amsterdam, 
The Netherlands, telephone 31.20 - 525 2966, fax: 31.20 - 525 2086. 





Appointment 








HIGH GMAT SCORES 
| Get the best MBA you can. 
| * UNITED NATIONS UNIVERSITY 
* Small classes * Great teachers FIRST DIRECTOR OF THE INTERNATIONAL INSTITUTE FOR 


* Guaranteed results SOFTWARE TECHNOLOGY (UNUIIST), MACAU 


* Proven techniques | 
The International Institute for Software T echnology (UNUIHST), [Hd 
| 


The Princeton Review Hong Kong's 
6-week course for the June 15 GMAT will raise 
your score (average increase 80 points). 


to be established in Macau, is a research and training centre of the 
United Nations University concerned with the application of advanced 
computer software technology to the needs of developing countries. 
Specifically, the Institute shall carry out research on software techno 


Call 559-8045 for information. logy relevant to the needs of developing countries; award fellowships | 
for research and advanced training in software technology and man- 
agement of software projects, especially for young scientists and | 

x technologists; disseminate knowledge of the technical, organizational, | 
COPYRIGHT REP | and management aspects of producing software; carry out specific pro- | 





H jects involving software development, training and related services, 
The combined efforts of the Far Eastern Economic Renew S and organize conferences, seminars, workshops and panels. 
large and highly skilled editorial team have made it the premier | 
source of information for those who do business, or have an in- The Director shall be responsible for the direction, organization, | 
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RESEARCH 


AND 


INNOVATION 


The mind’s eye 


wenty years ago, brain research 

was confined to crude measure- 

ments of electrical nerve pulses 

and the dissection of laboratory 
specimens. Treatments for neurological dis- 
eases, which strike about one in six people, 
were largely out of reach. Today, however, 
new technologies are revolutionising neuro- 
science. 

By recording the functions of nervous 
systems, physicians say they expect to im- 
prove cures for brain disorders. In the past 
five years, US biotechnology companies 
have invested more than US$250 million in 
research and development for brain drugs. 

Not to be outdone, Japan’s Ministry of 
International Trade and Industry (Miti) 
plans to develop a brain-sensor system 
through Superconducting Sensor Labora- 
tory, a research consortium. Superconduc- 
tors lose all resistance to the flow of electri- 
city, and if undisturbed, electricity could 
theoretically circulate in a loop of supercon- 
ducting material forever. Superconducting 
sensors measure minute fluctuations in this 
electrical flow. 

The Miti sensor system will be built 
around superconducting quantum interfer- 
ence devices (Squids), which are loops of 
low-temperature superconducting material 
that register changes in electromagnetic 
fields with extraordinary precision. Com- 
pared with the traditional brainwave sen- 
sor, the electroencephalograph, they repre- 
sent a 1,000-fold improvement. 

By placing Squids monitoring channels 
around a subject’s head, researchers can 
plot the locations of tiny magnetic fields 
generated by electrical nerve pulses. Physi- 
cians can find tumours, blood clots, areas 
damaged by multiple sclerosis and Parkin- 
son’s disease, and perhaps soon, human 
thoughts. They could also locate the precise 
point of origin of epileptic seizures, making 
helpful surgical procedures more safe. 
Squids systems may also improve heart 
monitoring. 

The current generation of Squids sys- 
tems, which employ 37 monitoring chan- 
nels, can pinpoint neural activity to be- 
tween five and 12 mm. The Japanese pro- 
ject is far more ambitious. Through the de- 
velopment of a 200-channel device, Miti 
hopes to narrow the range to 1 mm. 

According to Hisashi Kado, a Miti scien- 
tist who is leading the project, his group 
has already developed a two-channel 
Squids system. His team will engineer a 
more complex version during the next two 
years. 

The challenge, Kado believes, lies in the 
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vast amount of data that will be generated. 
With available software and computers, he 
says it could take months — and perhaps 
even years — to sort through the static 
noise that ultra-fine sensors will pick up. 

At this rate, Squids systems may never 
provide a coherent picture of brain activity. 
In addition, the devices could price them- 
selves out of the market. Current Squids 
systems cost about US$3 million, a heavy 
burden even for wealthy laboratories. 

Given these uncertainties, why have 10 
Japanese corporations en- 
thusiastically joined the 
project? The answer is that 
the Squids device is an 
inexpensive vehicle for 
them to develop the 
technologies involved. 
Also, Miti will pick up 7076 
of the total US$45 million 
bill for the six-year project. 
In addition, the project 
will spur a variety of com- 
panies to invest in the com- 
mercialisation of supercon- 
ducting materials, a Miti 
priority. 

Each participating com- 
pany will contribute to the 
cluster of technologies to 
be developed, spreading 
financial risks. Daikin In- 
dustries, for example, 
wants to develop a liquid 
helium refrigerator that 
will cool Squids sensors to 
4 degrees above absolute 
zero. Hitachi will work 
on parallel processing: 
software. Both of these 
projects could be useful for 
other superconducting de- 
vices under development. 

Meanwhile, Sumitomo 
Electric Industries is de- 
veloping a magnetic shield 
to block static noise, the 


only component that is a surgery. 
high-temperature super- 

conductor. Mitis choice of this new 
technology, which is primitive and not 
cost-effective, illustrates its policy of 
“technological extensibility.” 


While the success of the Miti system 
does not depend on Sumitomo's shield, the 
low-level application encourages the com- 
pany to experiment with new materials. 
Kado says, “it guarantees a market share 
[to Sumitomo].” Each incremental improve- 
ment of Sumitomo’s high-temperature 
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Using Squids: an epileptic 
child’s brain before and after 


superconducting technology can be incor- 
porated into the shield, gradually extend- 
ing its capacity. 

Shimizu Corp. will help develop con- 
ventional magnetic shields as a hedge. The 
company may later cooperate with consor- 
tium members to invent a non-destructive 
building inspector. Rather than punching 
holes in walls to find structural faults, the 
modified Squids sensor would detect the 
distorted magnetic fields of rusted girders. 

Other members of the consortium may 
develop additional appli- 
z cations. "Im a natural 

teacher," Kado says. "But 
[these] electronics firms 
will take the  Squids 
technology to their own 
labs." 

Submarine locations, 
for example, might be de- 
termined with far greater 
accuracy than today's 
acoustic methods. And by 
monitoring fluctuations in 
the Earth's magnetic field, 
Squids systems might en- 
able officials to predict the 
precise sites where earth- 
quake epicentres or vol- 
canic activity will strike. 

The Miti project is a 
sign of Japan's emerging 
role in the development of 
high technology. In the 
past, Miti usually targeted 
the development of generic 
technologies that a wide 
range of industries needed. 

While the project may 
generate commerical spin- 
offs, applications from 
the Squids system are lim- 
ited. According to Gerald 
Hane, a researcher at Har- 
vard University of the US 
who specialises in super- 
conductor commercialisa- 
tion policies, "the system 
is a highly capital-inten- 
sive device intended for very specific 
scientific markets. This makes it very 
If successful, the Squids system will 
make a major contribution to brain re- 
search, diagnostic medicine and such fields 
as Earth physics. But it could easily become 
a commercial failure. This is the price that 
Japan must be prepared to pay as it moves 
to the frontiers of science and technology. 

m Robert Crawforc 
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LETTERS 


. . . And now for Kashmir 

Finally Kuwait is liberated and has regain- 
ed its independence. Truth and justice have 
prevailed. The UN resolution was carried 
out when the whole universe has con- 
demned the Iraqi occupation of Kuwait. 


| Now it is time for the UN to honour its re- 


solution about the basic human rights of 
self-determination of the people of Kashmir 
who are the victims of Indian occupation of 


| their land. 





AEROLEASING FAR EAST PTE LTD 


The world body is morally obliged to 
ask one of its members, India, to fulfil its 
pledge of a free and fair plebiscite under 
UN supervision in Indian-occupied Kash- 
mir. UN Resolutions No. 47, 51 and 91 re- 
garding Kashmir have been waiting for ac- 


| tion for the past 40 years. 


Houston, Texas MASOOD-UL-HASSAN 


In regard to the article Pax Americana [7 
Mar.] by Michael Vatikiotis, Salamat Ali 


| and Hamish McDonald, the biggest moti- 


vation for the US' military participation in 


_ the Middle East is the desire not to make 


the mistakes that it made in the past. 
American isolationism throughout the 
1930s allowed for the unchecked rise of 


| Imperialistic Japan and Germany. This 


isolationist tendency, which still exists 
today as evident from the recent US peace 
movement, prevented her leaders from 
proactively acting against tyranny. 

I am dismayed to read that many peo- 
ple living in Southeast Asia were against 
participation by the US in the fight to lib- 
erate Kuwait, while they themselves are 
beneficiaries of the spillage of US, Bri- 
tish, Australian, Canadian, Indian and 
Chinese blood during World War II. The 
term "Pax Americana" is not an appro- 


| priate term, since the US does not domi- 


nate the world. Unlike the Pax Romana, 
the US relies heavily on its allies for mili- 
tary, technological, and political support 
and cooperation. Yes, the US exercises 


| huge amounts of influence, but world 
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peace and stability require much in terms of 
transnational cooperation. Instead, I hope 
that with the apparent end of the war in the 
Middle East, that there is a new beginning, 
a time of global harmony called the “Pax 
United Nations.” 

New York PAUL PETER JOHNSON 





Lessons from the Philippines 

Today I came across a REVIEW story of 6 
March 1986 about President Aquino, and 
I was struck by the similarity between 
Aquino and Aung San Suu Kyi. The only 
difference is that Burma’s armed forces are 
still afraid of their SLORC leaders and dare 
not openly show their preference, though 
the general election of May 1990 showed 
that the 90% of the population are with her. 
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in Philipr amy leaders have 
the courage to stand up for what they think 
is right. Perhaps in Burma they are so well 
fed by the SLORC that they no longer want 
to give up their power and money. 
Bangkok ‘THE SYMPATHISER' 


—————M—————————————— M ————————————————'——— AN 


Opposition tales 
TRAVELLER'S TALES [7 Mar.] stepped deep by 
casting Lee. Kuan Yew and Deng Xiaoping 
as sharing an " . . . unprincipled [i.e. prag- 
1 ] conception. of power and ideas on 
' the opposition should be treated." 
isense and d garbage! The ' areas! 







upon itself since libera- 







üngapore, meanwhile, glows as a 
' for free trade, job opportunities, 
h-quality living — for all its citizens — 
and a place were life is respected and pro- 
'tected. Its not perfect but it's not bad! 

. Most Singaporeans would prefer the 
"sterile, dull and authoritarian community" 
: developed under Lee to what might have 
‘been under the brutal, corrupt leadership, 
frequently seen in its neighbours. This kind 
of drivel (unfortunately a mmon nowadays 
in TRAVELLER'S TALES ght interest self- 







styled Asian hands who continue to study 
the "colonies" from afar. i aa do 
not agree. 

Surabaya T. JOSEPH 
Where are the jobs? 


Your report Sabah gameplan [7 Mar.] says 
that “being Umno members, Sabahans for 
the first time theoretically have a chance of 
becoming prime minister [of Malaysia]." 


Umno president Mahathir made the same 


remark when he addressed the Usno con- 
gress on 21 February in Kota Kinabalu. One 
has to be the president of Umno in order to 
become the prime minister. But right now, 
even Sabah Umno is being headed by a 
West Malaysian, and almost all the fed- 
eral departments in Sabah are headed by 
West Malaysians. Worse still, federal de- 
partments in Sabah recruit clerical staff 
from West Malaysia when hundreds of 
Sabah youths remain jobless. 

Let us hope that Umno will not resort to 
undemocratic tactics to topple the present 
‘Sabah state government which was voted 
into office last July by an overwhelming 


‘TRUE SABAHAN' 






m STORY, 21 Feb.], there 
j and the author has neg- 





the context in which they were given. 


Hiebert reports that "Laos is dragging its 
feet" with regard to the Pa Mong project. 
This is untrue. The "Lao officials" inter- 
viewed may have presented the develop- 
ment of tributary projects as their im- 
mediate priority, but this does not exclude 
Laos' support for proceeding at this time 
with mainstream work which is of crucial 


importance in the long term. Tributary de- : 
velopment is not an alternative — but 


would complement mainstream develop- 


ment. During the Mekong Committee's re- : 
cent sessions, Laos (along with Thailand | 
and Vietnam) confirmed its support for | 


studies on mainstream development. 


Cambodia did not “opt out of the com- — 
mittee” nor was it cra, following 
" The problems | 

751 ade it impossible | 
for the Cambodian representative to attend — 


Vietnam’s invasion in 197 
in Cambodia after 1975 





meetings. 


The proposed elevation of the Low Pa | 
Mong under study is 210 m above mean — 
sea level, not a terrifying dam of 210 m in | 


height. 


lance of views on which to base decisions. 


His main concem is that resettlement has | 
to be given careful attention before im- — 


plementation of the Low Pa Mong project. 
Recent interviews with Thai farmers 
suggest many want to opt out of back- 
breaking labour and a poor, undernourish- 
ed and unprotected existence at the whim 
of nature. Many people who might have to 


be resettled as a result of dam construction | 


will take advantage of new income earning 


potential elsewhere. Thailand has one of | 
the most highly mobile labour forces in the : 


world. 


The committee’s executive agent’s open 
and frank discussion of the priorities has | : 
had the overall effect of generating move- 


ment away from the seeming impasse of the 


past. The mainstream development con- . 
cept has been thrust back to the forefront of. | 
the attention of the member countries and - 


endorsed by the donor community. 


To sum up, while we appreciate the at- - 
tention you brought to the Mekong re- - 
sources, there is an overwhelming sense | 
RAY. F. ORAM | 
Mekong Committee Secretariat | 


that you missed the boat. 
Bangkok 


W- Hiebert replies: The views of Laos on | 
mainsteam projects were based on interviews — 
with Lao officials in January. Skoglund's remarks — 
specifically related to the Low Pa Mong. Oram is — 
wrong about the history of Cambodia's non-par- — 


ticipation after 1975. 
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In quoting the committee's senior en- - 
vironmentalist Erik Skoglund, Hiebert's | 
comments mislead. First, the comments are | 
made about the High Pa Mong and not the — 
revised Low Pa Mong. As an environmen- - 
tal scientist, Skoglund can be expected to | 
express views that appear to counter tech- - 
nical or economic arguments. A dynamic | 
exchange of views helps to generate a ba- | 
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local fishermen for US$54 million in 
compensation. The Indonesian Embassy 
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advisers to the government 20 


Pakistan : Senate Election 

Claims by Prime Minister Nawaz Sharif 
that the capture of 24 Senate seats bodes 
well for the Islamic Democratic Alliance 
fail to stand up to scrutiny 21 


Narcotics : China-Burma Link 

The Burmese Government's efforts to 
neutralise former rebels who had formed 
the fighting arm of the now-defunct 
Communist Party of Burma have spawned 
a new generation of warlords along the 
country's border with China's Yunnan 
province. Although transformed into de 
facto militias by Rangoon, many of these 
armed bands have been actively 
encouraged by Burma's ruling military 
junta to enter into the narcotics trade. 
Special contributor Bertil Linter traces the 
origins of this new narco-aristocracy, 
Rangoon’s role and the impact of the 
drugs trade on Yunnan 22 


Arts and Society 


Japan : Traditions Fade 

Small shops on traditional market streets 
in Kyoto retreat before the pressure from 
developers of supermarket chains 30 


China: Music 

Cui Jian, the Bob Dylan of China, has 
released a second album that has slipped 
by China’s otherwise vigilant 

censors 30 


in Seoul has been lobbying the Foreign 
Ministry for the release of the crew and an 
out-of-court settlement. The Foreign 
Ministry’s quiet pressure on the port 
officials and the prosecutor have been of 
no avail. In the authoritarian days of the 
past, a phone call from the presidential 
office could have solved the problem. 


Endangered Species 


The US$1 billion Panda car project in 
China’s Guangdong province has been 
stalled by the weak international market 
for motor vehicles, sources close to the 
project say. US-based Panda Motor Corp. 
(PMC), which has its roots in South Korea, 
temporarily halted construction work at 
its Huizhou plant earlier this month, 
according to the source, Some US$106 
million has already been spent to 
complete the steel frame for the assembly 
plant of the wholly owned venture. PMC's 
treasurer is Pak Bo Hi, chief aide of the 
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controls the nation’ S cinema market 


Vietnam : ‘Industry p 

À Vietnamese computer company is 
finding markets in France, German 
and the Soviet Union 48. 


Malaysia-Japan : Economic Relati 
Malaysians bridle at Japan’ s dom 
presence in their economic life e 
though the government in Kua 
has adopted Japan asits econor 
The embrace has been lucrative, 
many grim: "n that: she 







Unification Church founder, the Rev. Sun 
Myung Moon. 


Faulty Connections 


Agents of Thailand’s 
ruling military junta 
are investigating 
possibly dubious 
connections between 
certain members of 
former prime 
minister Chatichai 
Choonhavan’s team 
of young advisers 
and “a foreign 
embassy in Bangkok,” according to 
military sources. The investigation began 
after military agents found allegedly 
incriminating documents in Phitsanuloke 
House, the Bangkok building used by the 
advisers as their office during the 
Chatichai administration. The military 
leadership was highly critical of the 
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a mployees are subject to work conditions 
t would be intolerable in Japan, while 


motion Pali rata for Malaysian 


m geile E on the state-ovned airline, placing 
SE in 1 doubt its privatisation plan 54 


= : Th ai and : Banking 


Bank of A el the ys 
E st ^ has p 


cause against the film conglomera | that 7 | n con e it — Na 


influence the adviser group had over the 


former prime minister, and most of 
the team are already banned from 
leaving Thailand without the junta's 
permission, 


$ Attractive Model 


Senior Thai Government economists are 
sharply critical of the new projected 
growth figures announced by the 
National Economic and Social 


Development Board (NESDB) on 11 March. 


The NESDB cited an upturn in the global 
economy and lower oil prices which 
would lead to more Thai exports and 
boost the country’s GDP growth 

for 1991 from 7% to 9%. The board's 
critics say even a strong resurgence in 
exports would not send growth that high, 
and argue any increase in the rate of 
economic expansion will come from 
domestic consumption. "The NESDB is 
using modelling, not the real situation," 
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Philippines : Banking 
The World Bank i is } 
to break up the ban 
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Traveller's Taies 29 


said one economist. The Bank of E 
Thailand, the central. bank, also revised its 
din forecast to 8.5% 





Einoitons are s running high in Hanoi. 
Vestis a dash | in Sofia on Hd "Mi geh c 
edel guest eters in vi 
least one Vietnamese was killed and fx 
others seriously injured. Vietn uré 
Foreign Ministry sent a protest note tothe 
jie lobia ee buts some 
















4,000 Vietnamese workers i in 
whose contracts have expirec 
a halt as a result of the Gulf cr 
unemployed Vietnamese have tu 
smuggling to survive, which has res 
in numerous conflicts with the Bulge ; 
authorities. 








By Rodney Tasker in Bangkok 


eeping up the hectic political pace 
since their 23 February bloodless 
| coup against the elected Chati- 
um chai Choonhavan government, 
| Thailand's military rulers have appointed a 
national assembly and vowed to crack state 
enterprise unions — the country's most 
. powerful labour movement. 
. While many political analysts groaned 
"over the composition of the assembly, a 
transparent exercise to form an interim 
legislature prepared to do the military's bid- 
ding, there was more popular support for 
-the coming clash with the unions — widely 
. Viewed as a pampered elite with the power 
to make life difficult for ordinary Thais. 
e When the National Peacekeeping Coun- 
| adl (NPC) — the military junta’s self-imposed 
title — announced the creation of the new 
assembly on 15 March, the relatively up- 
beat political mood that had greeted the for- 
-. mation of an interim government compris- 
... ing capable technocrats, businessmen and 
_... bureaucrats the previous week turned sour. 
. . The main task of the assembly will be to ap- 
-point a committee to draft a new constitu- 
X. tion, which then has to be passed by the 
full assembly before elections and the pur- 
^... ported restoration of civilian-led democracy 
by April 1992 at the latest. 
But the nature of the 292-member as- 



























- cobbling together a constitution with which 
they apparently want to overturn the pre- 
vious political system. Junta leader Su- 
preme Commander Gen. Sunthom Kong- 
sompong and his powerful deputy, Army 
ommander Gen. Suchinda Kraprayoon, 
isted the assembly would have to in- 
de a substantial number of military offi- 
5 for public order and national security 
reasons. 

— Few observers were therefore surprised 
¿when the list of members included 149 
-serving or former military personnel 
eight of them retired senior officers — who 
formed an effective majority in the assem- 
bly. The names of the military appointees 
read like a compendium of senior ranks of 
. the country’s armed forces, and included 

 Suchinda, fellow NPC deputy leader and 
: Air Force Commander Air Chief Marshal 
. Kaset Rojananin, all the regional army and 
most division commanders, with a solitary 
colonel as the lowest ranking officer. 








THAILAND 


Junta unveils new assembly, prepares to tackle unions 


eady and waiting 


Further, there were few figures likely to 
stand in the way of the military among 
the assembly's civilian appointees. They in- 
dude 36 businessmen — mainly bankers, 
brokers, industrialists and traders — many 
of them identified as having close links 
with the military, while others have shown 
little previous interest in public affairs. 
In addition, 39 senior serving or retired 
bureaucrats, 12 somewhat undistinguished 
former MPs — including former military 
strongman Narong Kittikachorn — five 
journalists known to enjoy good relations 
with the military and four labour leaders 
have been appointed to the assembly. 

“This doesn’t seem like a step towards 
returning power of self-government to the 
ee the English-language daily news- 

r The Nation commented in an edito- 
Fal, ‘On the contrary, it looks like a return 
to the sorry past when those in power 
could impose their will on the country and 





ministers intent on recovering their election’ 
expenditure and making money for politi- 
cal and personal gain. 

The plan came under fire from an un- 
usual quarter. Former army commander 
Chaovalit Yongchaiyut, once a deputy 
prime minister in Chatichai’s government 
and now leader of his own New Aspiration 
Party (NAP), wrote a letter t Sunthorn stat- 
ing his strong opposition to changi 

system and denying MPs executive pow- 
ers. In his usual cryptic language; Chaovalit 
asked the junta to seriously think abe 
“the public expectation of how [it] will exe 
cise its power and when it should return 
power to the people.” 

Chaovalit is known to be on good terms 
with his old military comrades in the 
NPC, particularly with Sunthorn who was 
his classmate at Chulachomklao Military 
Academy. It was surprising, therefore, that 
he should be seen to be distancing himself 















its people through legitimacy in a legisla- 
ture under their firm political control.” 
The military's will appears to be focused 
on banishing the previous political system 
which, while democratic, was open to wide 
abuse through vote-buying, promoting vest- 
ed interests and corruption. The generals 
have indicated they want the constitution 
to usher in a separation of powers between 
the executive and legislature, forcing MPs 
to give up their parliamentary seats if they 
join the cabinet. This — with a modified 
voting system — they believe will help 
eliminate vote-buying and exploitation by 
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from them. One answer may have lain in 
Chaovalit's call for the NPC to scrap the Po- 


litical Party Act, which would "promote 


democracy rather than disrupt it." 
Chaovalit’s aides say the former army 
chief has been embarrassed by the NPC de- 
cision to leave political parties intact while 
curbing political activity, as this could be 
seen as favouring his party at the expense 
of others. His NAP has a clean record — 
having not yet taken part in an election — 
and Chaovalit apparently eventually wants 
to be elected prime minister through his 
own merits and does not want the NAP to 
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have an image of being ‘fostered by the mi- 
litary. So his warning to the junta may well 
have been more a tactical exercise than a re- 
flection of any falling out with the generals. 

The NPC's intention to remove legal rec- 
ognition for state enterprise unions under 
the Labour Relations Act was clearly one of 
the junta's more immediate items on its po- 
litical agenda. The more than 200,000 state 
enterprise workers, who handle electricity, 
water, communications, ports and public 
utilities in general, are grouped under 61 
unions which comprise the most cohesive 
and powerful labour force in the country. 
Since they were given the legal right to hold 
“extraordinary meetings" — effectively 
strikes — and carry out other industrial ac- 
tion in 1977, successive governments have 
proposed curbing their powers but have 
shied away for political reasons. 

The junta has no such compunction. 
"We aren't going to budge this time," 
Suchinda told a group of Thai journalists on 
15 March, after his colleague Kaset had in- 
advertently outlined the military's strategy 
the previous day. The NPC had intended to 
talk to union leaders and move more care- 
fully on the potentially explosive issue be- 
fore disbanding the unions. Suchinda said 
martial law would remain until the NPC had 
successfully removed "this serious obstacle 
to national development." 

Whatever the need for organised labour 
in Thailand as a contribution to the coun- 
try’s growing plurality, state enterprise 
unions have at times proved unpopular 
with Thais. Observers note their members 
not only earn salaries and benefits exceed- 
ing those of civil servants and many far-less 
organised workers in the private sector, but 
have used their strength to disrupt such 
utilities as water supplies and transport ser- 
vices by calling prolonged “extraordinary 
meetings” in recent years. 

The state enterprise unions have suc- 
cessfully resisted government plans to 
privatise, or partly privatise, them. Suchinda 
said the NPC fully supported the stalled 
privatisation programme, though some po- 
litical analysts believe possible manipula- 
tion of the unions by opponents of the re- 
gime may have been uppermost in 
Suchinda’s mind. This is a concern born of 
knowledge, as the military have not been 
averse to exploiting the unions for their 
own political purposes in the past. 

The military leadership, by its very na- 
ture, is obsessed with law and order and 
national security. This preoccupation is 
now heavily laced with concern that politi- 
cal forces opposing the coup may exploit 
pockets of non-military power to stir up 
trouble, such as through sabotage. The 
junta has already announced it will ask 
Thailand’s network of underworld “god- 
fathers” — traditionally allied with politi- 
cians for mutual benefit — to behave, or 
face undefined “special measures" in- 
tended to neutralise them. w 
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Solomon meets Thailand’s Arsa: back to the Asean policy fold. 


CAMBODIA 


US seeks in vain for new momentum towards peace 


Unfinished business 


By Rodney Tasker in Bangkok, 
Susumu Awanohara in Washington and 
Robert Delfs in Peking 


ith the Gulf War over, and the US 
free to return its attention to other 
conflicts in the world, the interna- 
tional effort to bring peace to Cambodia 
was the major topic of discussion during 
US Assistant Secretary of State for East Asia 
and the Pacific Richard Solomon’s recent 
swing through China, Japan, Indonesia 
and finally Thailand. 

When Solomon was in Peking, the first 
leg of his trip, leaders of the three Cambo- 
dian resistance factions held a hastily called 
meeting there almost in his honour; in 
Tokyo the envoy gave Japanese officials a 
somewhat sceptical hearing on their cur- 
rent Cambodian initiative; in Jakarta he was 
told of hopes by the Indonesian and French 
co-chairmen of the Paris International Con- 
ference on Cambodia that all four Cambo- 
dian factions would soon meet in Jakarta 
under the umbrella of their supreme na- 
tional council; and in Bangkok, on the final 
leg of his trip, he sounded out any change 
in Thai policy towards the next-door con- 
flict since the military ousted the govern- 
ment of Chatichai Choonhavan in a 23 Feb- 
ruary coup. 

Overall, Solomon could not have left the 
region with many positive thoughts about 
any new momentum towards a final solu- 
tion of the Cambodian conflict. A stalemate 
still exists between the three resistance fac- 
tions on the one hand, and the regime of 
Phnom Penh Prime Minister Hun Sen on 
the other, over implementing a draft peace 
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proposal by the five permanent members 
of the UN Security Council. 

The three resistance factions — one loyal 
to Prince Norodom Sihanouk, another to 
former prime minister Son Sann, and the 
internationally-condemned Khmer Rouge 
— have readily accepted the proposal, 
which calls for a ceasefire, disarming of the 
four factions and a strong UN presence, in- 
cluding running key ministries, ahead of 
elections in Cambodia. 

But the Hun Sen regime, backed by 
Vietnam, has objected to the dismantling 
of its administration, demobilising of its 
troops (which it fears will deal a trump card 
to the Khmer Rouge) and any substantial 
proposal that may allow the Khmer Rouge 
to return to power. 

The US, in common with most other 
countries apart from China, opposes the 
Khmer Rouge. Washington no longer rec- 
ognises the resistance coalition, including 
the Khmer Rouge, as such, but still pro- 
vides “non-lethal” aid to the:two non-com- 
munist resistance factions amounting to 
US$20 million a year. 

China, on the other hand, still provides 
military supplies to the Khmer Rouge, and 
the two non-communist factions complain 
that they have not received any arms from 
China since September 1990. One theory is 
that the Chinese, who formerly supplied all 
three factions with arms, want the two 
non-communist factions to be beholden to 
the Khmer Rouge when they run out of 
ammunition and other arms. Ammunition 
has certainly changed hands in this fash- 
ion, particularly during recent fight- 
ing in northwestern Cambodia between 
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e ans cooperate militarily with the 
hmer Rouge, they may lose future US 
ipport. There are already moves in Wash- 
igton to cut off any type of aid to the two 
ctions if they are learned to be fighting 
de by side with the Khmer Rouge. 
< In late February, the US administration 
nt to Capitol Hill a Congress-mandated 
port on cooperation between the non- 
mmunists and the Khmer Rouge. The re- 
ort was inconclusive: there had been in- 
stances of low-level tactical cooperation and 
“parallel military activity" between the non- 
communists and the Khmer Rouge, but 
“the evidence available to date does not 
substantiate a judgment that the [non-com- 
munists| and the Khmer Rouge are 
cooperating in strategic planning,” the re- 
rt said. 

. But when legislators begin debating 
Cambodia in early April, critics of the ad- 
‘ministration will use the report to demand 
-US “non-lethal” aid to the non-communist 
factions be cut off. Worried that such US 
aid directly or indirectly helped the Khmer 
Rouge, they have been calling for its cutoff 
. with some success. 

<- While in Bangkok, Solomon. met new 
‘interim Prime Minister Anand Panyara- 
chun and Foreign Minister Arsa Sarasin to 
D change in Thai policy to- 
wards Indochina- following: the overthrow 
of the Chatichai government. Chatichai had 
‘pushed an independent Thai line, estab- 
lishing contacts with the Hun Sen govern- 
nent and the Vietnamese at the expense of 
former cosy relations between Bangkok 
and the resistance. 
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Malaysian Prime Minister Mahathir 
Mohamad's proposal to form a new re- 
gional trade group to be called the East 
Asian Economic Grouping (EAEG) seems 
for the time being to be dividing the re- 
gion rather than bringing it together. This 
. became painfully apparent on 15 March 
< when Malaysia's Minister of Trade, 
~ Rafidah Aziz, and her New Zealand coun- 
terpart Philip Burdon contradicted each 
- other on whether or not New Zealand 

. had been invited to join the grouping. 
M Vr told the REVIEW that he had re- 
mE pected" invitation during 










tives towards "Indochina, such as inviting 
Hun Sen to Bangkok and establishing 
warm relations with Vietnamese leaders. 
Bangkok will now return more to the 
mainstream Indochina policy adopted by 
its Asean partners, which allows trade and 
commercial links with Indochina, while 
maintaining some diplomatic distance to- 
wards Hanoi and Phnom Penh until a com- 
prehensive solution to the Cambodian con- 
flict can be finally agreed on. 

Arsa took pains to explain to Solomon 
Bangkok's modified policy towards the 
Cambodian issue. "We welcome the four 
Cambodian factions on an equal basis and 
we want them to meet," he was quoted as 
telling Solomon. "But we will not play any 
role beyond the UN peace framework." 


ne US concern is that the Thai mili- 
() tary leadership, who now effective- 

ly rule the country, will take a softer 
line towards the Khmer Rouge, who use 
Thai sanctuaries, and be too forthcoming in 
allowing Chinese arms to flow to the fac- 
tion. Thai military chiefs have long been 
closely connected with the resistance war 
effort, and are known to have been angry 
over the Chatichai administration's appar- 
ent leanings towards Hun Sen and the 
Vietnamese. 

The US, in turn, has been concerned 
about the moves by Chatichai and his ad- 
visers to encourage Japan to take a more ac- 
tive part in the Cambodian diplomatic equ- 
ation. Japan — determined to play a posi- 
tive role in the Cambodian settlement, par- 
ticularly after its much-criticised slow re- 
sponse to the Gulf crisis — is among the 
countries sympathetic to Phnom Penh's 


FOREIGN RELATIONS 


Crossed wires 


what had been billed as routine discus- 
sions on bilateral issues. The Malaysian 
Government, later, categorically denied 
that New Zealand had been asked to join. 
The invitation, if given, would mark a de- 
parture from Malaysia's original concept, 
which was for a strictly Asian grouping. It 
would also dramatise the exclusion of the 
US and Australia. 

Members of the New Zealand delega- 
tion said in Tokyo after visiting Kuala 
Lumpur and several other Asean capitals 
that they gained a distinct sense that the 
EAEG plan, though still amorphous, is de- 
signed to free East Asian nations from the 
influence of the US. Malaysia may have 
similar ambitions to wean its neighbours 
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b Solomon h learned that E the : new ' govem- A 
d ment, under the control of the military, 







and disarmament. proc edure in tl 
plan will be exploited by the Khmer | 

The new Japanese initiative, outlined by 
Bangkok-based Japanese envoy Tadashi 
Ikeda when he was in Peking at the same 
time as Solomon, calls for step-by-step 
monitoring of a Cambodian ceasefire, 
punishing of factions who do not cooperate 
in laying down their arms, a special com- 
mission to keep an eye on the Khmer 
Rouge and to nip in the bud any plans they 
have to return to power. 

The anti~Phnom Penh factions, particu- 
larly the Khmer Rouge, have reacted coolly 
to the Japanese initiative, which, in any 
case, has nettled thel US as swell as the four 

































































tempt by Tokyo to modify the dr 
dian peace plan which “the five had 
painstakingly drawn up. "The five do not 
want the Japanese to try to steal a diploma- 
tic march on their efforts at this or any 
stage,” a diplomatic source said. ^ 

China is also sceptical of the Japanse 
initiative because it thinks any attempt to 
address the misgivings of Hanoi and 
Phnom Penh would simply unleash de- 
mands for concessions from the resistance 
factions. Cambodia was the main topic of 
discussion during Solomon's several hours 
of talks in Peking with Assistant Foreign 
Minister Xu Dunxin. 

Xu reiterated Peking’s displeasure that 
Hanoi and Phnom Penh had not moved 
closer towards accepting the provisions of 
the UN plan — despite promises reported- 
ly made at a secret meeting between 
Chinese and Vietnamese leaders in Cheng- 
du last September — but otherwise offered 
no new ideas to jump-start the stalled Carn- 
bodian peace process. u 








away from the Australia-originated Asia 
Pacific Economic Cooperation forum 
(APEC) ~ a loose-knit but nevertheless com- 
peting entity to EAEG for regional loyalties. 
Kuala Lumpur has reportedly been un- 
happy with Australia’ S leadership both of 
APEC and of the so-called Cairns Group of 
Apis ee ting: nations. In addition, 
etween the tw Wo countries have 









serial about a fictitious ‘Southeast Asian 
country bearing some resemblance to 
Malaysia. 

Coolness towards Australia has mani- 
fested itself in the deferral of a number of 
official visits and a Malaysian cabinet deci- 
sion, last October, to. suspend non-essen- 
tial cooperative projects with Australia. - 
Kuala Lumpur, se senior Foreign © Ministry 
officials have not been attending Austra- 
lian functions. At the Australia Day recep- 
tion on 26 January, the Foreign Ministry 
sent. id: its Pind secretar: pero S to 




















+ he Chinese are demonstrating their their 

support for Soviet President Mikhail 

Gorbachov by providing him credits 
valued at US$730 million for the purchase 
of food and consumer goods. Although 
Western diplomats in Peking speculated 
that the loan, announced in the Chinese 
capital on 15 March, was part of a larger 
package involving the sale of Soviet military 
aircraft and other weaponry to the Chinese, 
a member of the Soviet delegation which 












"present the government. 
In To yo, New Zealand officials said it 
7'ould be "very curious" if Malaysia were 
) ul inviting New Zealand to join 
Ye EAEG without extending a similar offer 
> Australia. At the same time they were 
learly intrigued by the Malaysian pro- 
osal. Although Burdon claims that New 
nd will not join a group which does 
include the US he also told the 
EVIEW: "New Zealand is anxious to be a 
art of any East Asian grouping.” 
-Bi = s Tng expression of interest 

















S sown government, which issued a 
mt after the Kuala Lumpur meet- 
si g that New Zealand was still in 









s ysia too appears to be playing 
ully, but there are indica- 






ial Lumpur may be willing to 
) to derable lengths to canvass out- 
le suy port f for § EAEG. z 





negotiated the loan told the REVIEW that, as 
far as he knew, miltary: sales were not dis- 
cussed. 

In fact, an arms deal v was more likely to 
have been negotiated during the earlier 
visit of Soviet Deputy Premier Igor Be- 
lousov, who is also the chairman of the 
State Commission for Military-Industrial 
Affairs. A Radio Moscow commentary in 
Chinese confirmed on 22 February that Be- 
lousov held talks in Peking on cooperation 

ween the two neighbours’ defence in- 
duse K | 

The Soviets do not publish their agree- 
ments on defence, but it is entirely possible, 
the commentary said, that the Soviet Union 
might provide arms to China. From 1982- 
86, when political relations were still ex- 
tremely cool, the Chinese bought arms 
worth US$310 million from the Soviets, al- 
most four times the amount spent on arms 
purchases from the US, according to the US 
Arms Control and Disarmament Agency. 

Last September it was reported from Pe- 











king that the Chinese were preparing to 


buy a dozen SU24 ground attack aircraft, 
and were also interested in acquiring 
MiG29 fighters. The deal was to have been 
signed during an autumn visit by Defence 
Minister Gen. Dmitry Yazov. But Yazov's 
visit has been delayed by international and 
domestic crises. 

The Chinese credit is twice the size of 
the short-term loan extended to Moscow 
last year for purchase of consumer goods. 
The terms of this new loan have not been 
announced. Under new trading arrange- 
ments finalised during Prime Minister Li 
Peng's trip to Moscow in April last year, the 
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to provide the other with goods of 
value each year. 
Soviet deliveries of non Wo 
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the amount is ab ut 50% less. 
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EET we remain ear energi 
early last year the Soviets ag y 


comple plants. There are also: 
governmental contracts for two E 
power stations, for electric transmi 
lines, an integrated pulp and | pape ; 
and flax treating plants. But still- | 
equipment deliveries comprise only 4. 
Soviet exports to Chi 
Clearly, the sale of pe techy 
would bring a needed 1 boost to | 
Soviet exports and decrease press 
trade even more of the country's decre 
stock of raw materials. Due to st 
licensing rules for Soviet exports intre 
in 1989, cross-border trade has in fact be 
cut back. 
But in view of the Soviet 
ease with its strategic pos ition in 
following the dis: olution of the Y 
Pact, there would also be 
reasons for them to cem ent coser 
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South Korea’s local election 
campaign marked by apathy 

P Voter apathy has taken the steam out of 
the campaign for the 26 March local council 
elections, with many candidates pulling 
out of the race before polling day. Officials 
of the Central Election Management 
Committee say at least 606 candidates will 
be elected uncontested, reducing the 
national competition ratio to about 2.3:1, 
much lower than the previously anticipated 
ratio of about four candidates vying for 
each of the 4,304 contested seats. The lack 
of interest stems from growing awareness 
of the local councillors’ limited authority, 
the restrictions placed on campaign 
spending and other stiff electoral rules, 
analysts say. A recent spate of corruption 
scandals involving national level politicians 
has also had a dampening effect on the 
first local elections in three decades. 


Khaleda appointed prime 
minister of Bangladesh 

»> Bangladesh's acting President 
Shahabuddin Ahmed appointed Khaleda 
Zia, chairman of Bangladesh Nationalist 
Party, as the country's new prime minister 
on 19 March. Although Ahmed announced 
two weeks ago that he would form a 
council of ministers to advise him on 
running the government, he was delayed 
largely because of opposition from Awami 
League chief Sheikh Hasina Wajed — 
whose party emerged as the runner-up in 
the 27 February polls. 


US' Asian-Pacific population 
doubles in 1980-90 decade 


> The 1990 US census results recorded 7.27 
million Asian and Pacific Americans, 
accounting for 2.9% of the country's 248.7 
million population. The 1980 census 
showed 3.5 million Asian and Pacific 
Americans, or 1.576 of the total population 
of 226.5 million. California, New York and 
Hawaii were home to 39.1%, 9.5% and 
9.5% respectively of the country’s Asian 
Americans last year, while Asian and 
Pacific Americans combined accounted for 
61.895, 9.6 90, 4.395 and 3.995 of the 
populations of Hawaii, California, 
Washington state and New York. 


US Senate pressure on Tokyo, 
Seoul over Gulf pledges 

»> The US Senate voted 98-1 on 19 March to 
ban arms sales to Japan, South Korea and 
other US allies until they deliver all the 
money promised to help the US pay for 
the Gulf War. Of US$54.5 billion in 
promised assistance, just US$25.6 billion 
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has arrived, senators say. Japan has sent 
US$7.3 billion of a pledged US$10.7 billion 
and South Korea has delivered US$71 
million of a pledged US$385 million. The 
House of Representatives has passed a 
similar bill, so the two chambers will be 
trying to reconcile the two versions. The 
US administration is opposed to such 
legislation. 


India's general election 
campaign gets under way 

> Campaigning has begun for India's 
general elections, which are expected to be 
held between 20-26 May though the 
Election Commission is unlikely to 
announce a precise date before mid-April. 
Congress party leader Rajiv Gandhi 
launched his campaign in Bhopal, Madhya 
Pradesh, on the theme of stability, while 
Janata Dal leader V. P. Singh began in 
Patna, Bihar, stressing equity for less 
privileged classes. Both drew large and 
enthusiastic crowds. In contrast, the 
campaign launch by the Bharatiya Janata 
Party in New Delhi, at which leaders 
promised to build a temple on the 
disputed religious site at Ayodhya by 
October, was sparsely attended. A portent 
of campaign unrest came on 15 March, 
when some supporters of the Bahuan 
Samaj Party, representing so-called 
“untouchables,” broke away from a rally in 
New Delhi and wrecked a memorial to 
Mahatma Gandhi. 
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Thailand, Laos to withdraw 
troops from disputed border 


»> Thailand and Laos agreed to withdraw 
their troops from a disputed border area 
during a visit to Vientiane by Thai Army 
Commander Gen. Suchinda Kraprayoon 
on 11-12 March. The two sides agreed to 
dissolve a joint Thai-Lao border committee 
and replace it with a joint coordinating 
committee that would be responsible for 
promoting bilateral trade and economic 
cooperation, the official Lao newsagency 
reported. The two countries fought a brief 
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but bloody battle in 1988 over Ban Rom 
Klao, near the border of Thailand's 
Phitsanulok province and Laos' Sayaboury 
province. 


Aquino denies Imelda Marcos 
Philippine passport 

»> President Corazon 
Aquino has directed 
the Department of 
Foreign Affairs not to 
issue a passport to 
exiled Imelda 
Marcos, despite 
assurances by 
ranking military 
officers that she 
poses no danger to 
Philippine stability. Speculation about 
Marcos' return mounted after the 
government said it would file criminal 
charges against her to comply with a Swiss 
Supreme Court decision to turn over 
US$350 million she and her late husband, 
former president Ferdinand Marcos, 
deposited in Swiss banks. Although 
congressional leaders also have no 
objection to Marcos' return, the latest 
action indicates Aquino remains adamant 
on the issue. 





T L.X. y 
Marcos. 


Singapore to test electronic 
‘tagging’ on drug offenders 

> Singapore is to try out electronic 
"tagging" of drug offenders on an 
experimental basis later this year, Home 
Minister S. Jayakumar announced in 
parliament on 18 March. The system, 
already in use in the US and some other 
countries, is not intended as a "soft 
option" to imprisonment and will only be 
applied to addicts on the day-release 
scheme, he said. The system is based on 
attaching an electronic monitoring device 
to an offender that will alert supervisors if 
it moves more than a pre-determined 
distance. 


Ousted Thai minister leaves 
country ‘on holiday’ 

> Former Thai deputy prime minister 
Arthit Kamlang-ek left Bangkok for Britain 
on 16 March, one week after his release 
from military custody. Former prime 
minister Chatichai Choonhavan had left 
for London four days earlier en route to 
Switzerland. Both men had been detained 
by the military junta which seized power 
in a 23 February coup and kept in separate 
military custody until their release on 9 
March. Arthit, a former army commander, 
said — like Chatichai — that he was going 
on holiday for an unspecified duration. 
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“No mountain is too big... EPSON’s Challenging Spirit At Its Peak” 


Last October in Hong Kong EPSON’s celebrations reached a cheering 













climax when a series of splendid events was held to mark our 
tenth anniversary. But more than that. Thousands of miles away on 
the other side of the world, EPSON’s cheers also reached the 
At 5,642 meters Mount El'bruz is the highest mountain in Western 
Europe. The name means'place of happiness’ and that’s certainly 
what the Hongkong team felt when they conquered its summit 
in October last year. At EPSON Hong Kong we are delighted 


to have sponsored the team on its successful attempt in our 


anniversary year. It was up to the team member Vernon Tejas 
to bring out EPSON's challenging spirit to become the first man to 
paraglide from the mountain's Eastern summit. 
Congratulations to the team, the first local team to reach the top. 
We're proud to the team's peak achievement. And back here in 
Hong Kong, we at EPSON are proud, too of our commitment 
to serve the territory for over a decade. Now celebrating 
our tenth anniversary upon the peak of El'bruz, EPSON is 
preparing for another new bright decade with Hong Kong. 


New decades of advances. 





m HONG KONG. Epson Hong Kong Ltd. 25th Floor, Harbour Centre, 25 Harbour Road, Wanchai, Hong Kong. Tel: 831 4600. Tix: 65542 EPSCO HX. Fax: 572 5792 li SINGAPORE. Epson Singapore Pte. Ltd. No. 1 Raffles Place 426.00 OUS Centre, Singapore 0104 

Tel: 5330477 (8 lines). Telex: RS 39536 EPSONS lll TAIWAN. Epson Electronics Trading Ltd. 10F, No. 287, Nanking E, Road, Sec 3, Taipei. Taiwan R.O.C. Tel: 02 7177360. Tix: 24444 EPSON TB. lil BANGLADESH. Flora Limited. Dhaka 2, Bangladesh. Tel: 231950 
Tix: 642671 HBP BJ lil INDONESIA. PT Metrodata Epsindo, Jakarta 12920. Tel: 5782010. Tix: 62766 MEDATA IA lil MALAYSIA. Equatron (Malaysia) Sdn. Bhd. Petaling Jaya. Tel: 7558322. Tix: 39840 ETRON MA Ili NEPAL Mercantile Office Systems Kathmandu 
Tal 220774 Tiv- 2282 METRA NP lE PAKISTAN ARM Data Suctame (Put) Ltd Karachi Tal- 215-19.006. Tix: 23431 ARMDS PK Ill PHILIPPINES. U-Bix Corporation. Manila. Tel: 2187501/5. Tix: 23120 UBX PH lI SRI LANKA. Computerlink Data Systems Ltd. Colombe 
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Fact: Forty percent of the world's mobile telephone users talk over cellular 


systems created by Ericsson. 
A leader often moves without being seen. When it comes to the entire scope 


of telecommunications, not simply mobile, who else but Ericsson can guide you 


on the strength of technological leadership? 
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Ericsson Radio Systems AB 
S-164 80 Stockholm, Sweden. E n i C SSO N = 






E Allah wills, we Po make our t 
| vie of Kuwait. another Vietnam," ag 
| mised President Saddam Hussein. “By 
| God, we've kicked the Vietnam syndrome 
“once and for all,” crowed an exultant Presi- 
: dent George Bush when Saddam changed 
Many people have compared the two 
3, first as a puzzle: if America really lost 
| a war in Vietnam after fighting for 13 years, 
| how did the same people win in the Gulf in 
six days? ! 

| The armies. involved were about the 
| ize America had 560,000 in Viet- 
its peak, 525,000 in the Gulf.) The 
enemy, in both cases was a basically ag- 
ricultural dictatorship equipped with cast- 
off modem A by meddling out- 
siders. America headed, in both wars, al- 
liances of varying mixtures of altruism, self- 
| interest, and hope for gratitude. But one 
| war ended in national shame, breast-beat- 
| ing and soul-searching, the other in deliri- 

ous rejoicing. How come? 
First, let us recall what happened in the 

| Gulf: 

... The political aim, if it was merely expel- 
“ling Iraq from Kuwait, was achieved with 
| absurd ease. Geography overwhelmingly 
























favoured the coalition. Allied superiority 
in population was 420:16, in economies 


| 3,600:1, in men in the battle zone 2:1, in 
| weapons (heavy bombers, ground attack 
| aircraft, new fighters, electronics) 4:1. In 
| training and technology, the difference was 
| more like 10:1 and 40:1. If all else failed, the 
Americans held in five carrier battle groups 
| and other nearby reserves some 1,000 nu- 
dear weapons. Saddam could never con- 
| ceivably have won, or even held on to his 
| loot in Kuwait for very long. 
m . The constant invocation of Hitler, the 
i. dr of unverifiable atrocity stories 
| muffled — as they are always intended to 
| do. — the moral problem of war: the inno- 
.cent suffer and the guilty frequently do not. 
| The media, with the honourable exception 
- of Peter Arnett of CNN and his colleagues in 
| Baghdad, were this time safely domesti- 
| cated, confined to official briefings like the 
| "Five O'Clock follies" of Saigon ill-repute 
D 
i 
| 














and guided tours of the better-looking parts 
X the battlefield. 








 Arnett and the others were, of course, 
just as restricted in Iraq. The ease with 
which television reporting with its cumber- 








By Murray Sayle 


some gear and insatiable hunger for some- 
thing to film can be. manipulated was 
exploited to the full, aided by the pathetic, 
ratings-driven eagerness of the networks to 
splash endless official footage and boastful 
military commentary when they could get 
nothing else. 

Casualties on the winning side were 
minimal, barely enough to persuade home 
viewers that something that could be called 
a war rather than a punitive expedition had 
been staged. As Moshe Dayan’s soldier 
daughter, Yael, said about her Six-Day War 
(still going on 23 years later) it was “a hunt 
and not a fight.” The figures 
do, however, recall much 


earlier European victories — 
over primitive, ill-led Muslim PIC | | 
armies, the battle of Omdur- Asian States 
man in 1898 when the future E 

Lord Kitchener routed 50,000 wonder 


followers of the Mahdi at a 
kill ratio of 120:1 (Winston 
Churchill in enthusiastic at- 
tendance) or the even better 
rate achieved by Robert 
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what the cause was, 
The truth was brutally simp 

Americans had. set themselv "ei 
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North to supply. p: 


Clive at Plassey in 1757. the new-style ied by sions 
Even more ominously, | pacifists worried by- 
not only has the loss of one wars to be never-solved moral pr ble 


side's lives been minimised 
close to zero, but the finan- 
cial restraint on war has 
been removed. The new 
system of arm-twisting al- 
lies, combatant and non- 
combatant, to pay for it 
should .give an economy- 
boosting. bonus on the gigantic shipping, 
trucking and demolition job the new style 
of war has ushered in. 

The political spoils, intended or not, 
have also been immense, with Bush now 
more popular than Harry Truman at the 
end of World War II and quiet, decent, 
obscure John Major scoring higher in the 
polls than rather better-known Winston 
Churchill ever did. It was, for the politi- 
cians, a splendid little war indeed, dressed 
up as a triumphant big one. 

Reading this list, a thought leaps from 
the page: this is how, in bitter hindsight, 
the US military wish their war in Vietnam 
might have ended. A fascinating little book, 
On Strategy: a critical analysis of the Vietnam 
War, by Col Harry G. Summers of the US 
army, confirms that the Gulf War was in- 
deed a monstrous (and, in my view, mon- 
strously distorted) image of Vietnam, 
projected on to the sands of the Middle 
East for a triumphant replay. A replay 
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Richard Nixon’s 1973 "peace" 
ment permitted the Americ 
home unmolested, leaving. their 
namese ally to face the North ar 
allies alone and unsur pported by 3 
When Hanoi judged the time ripe 
Soviet-supplied arsenal adequate f 
final offensive in April 1975, not as 
American gun, bomb or UN vo 
raised to stop them. For one trust 
ally, end of story. 

A sad story, especially for the Vi 
ese, North and South, 3 
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ignominious outcome cried out for explana- 
tion. 

How could a just superpower ready to 
"bear any burden" give up on the fight for 
humanity's future? "Defeat," with its air of 
inevitability, sounds better than "geopoli- 
tics," or "a better offer from China" and 
much better than the ugly “sellout.” But it 
makes the US military, the famous army of 
drug-crazed killers, the culprits — instead 
of the vacillating and ill-informed political 
leadership who were really responsible. 
The resulting guilt and shame, the collapse 
of confidence in their armed forces and 
their society, and their baffled inability 
to understand what happened are the 
dreaded "Vietnam syndrome" which, ac- 
cording to Bush, Americans have just 
"kicked" in the Gulf. 

Have they? If the achieving of a modest 
aim by a military colossus will do it, yes, in- 
deed they have. This time the mighty inter- 
national force “won,” the small peasant 
nation "lost," if winning and losing can be 
defined simply in terms of the immediate, 
limited outcome. Then again, America 
^won" its original war in Vietnam with 
one-fiftieth the hoopla when it achieved its 
initial aim of staving off the imminent de- 
feat of its Saigon client by the Vietcong in 
1965-66. 

But, as the old Sino-Japanese proverb 
warns, never rescue a drowning man, or 
you'll be responsible for him for the rest of 
his life. The victories turned out to be only 
in costly battles, and it's the last battle that 
decides the outcome of the war. That one, 
South Vietnam, not the US, lost for keeps. 

The greatest of all writers on war is by 

eneral consent Carl von Clausewitz (1760- 
1831) who is the acknowledged guru of 
Summers. The Prussian general is at his 
subtlest on the connection between war 
and politics, the real root of the American 
debacle in Vietnam, and thus the cause of 
the "syndrome." War, says Clausewitz, is 
not some mysterious aberration in human 
conduct but is simply one way men try to 
settle their differences. 

"War is part of the normal intercourse of 
states . . . it is nothing but [foreign] policy 
conducted by other means. Unless pure 
hatred made all wars a struggle for life and 
death, then policy is the guiding intelli- 
gence and war only the instrument, and 
. the military point of view must be subordi- 
nated to the political, it being well known 
that politics is the only source of war. There 
is no purely military solution to any political 
problem." 

America failed to adjust its military 
means in Vietnam to its real political aim, or 
to see that it faced a basically political prob- 
lem with no permanent military solution (a 
situation very like that of the Middle East 
today). Instead of simply trying to hold the 
line indefinitely in Vietnam, Americans 
were encouraged to believe that some final 
battle against world communism was being 
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waged, that America itself was being de- 
fended against the Vietcong (“if we don't 
fight ‘em in Phu Bai, we'll be fighting ‘em in 
Pasadena”). 

If this were so, the battle could hardly 
have been left to Oriental conscripts and 
their American advisers, especially when 
they were obviously losing. So, in a dazzl- 
ing feat of logistics 2.5 million young 
Americans were rotated through Vietnam, 
the entire regular army plus millions of con- 
scripts. 

Summers does not criticise this profli- 
gate waste of force and money but, instead, 
defends it as a consequence of American 
mass democracy, in which, sadly, he may 
be right. Summers cites with approval his 
colleague, Gen. Fred C. Weyand, explain- 
ing how a rich republic, in which every 
vote and life counts, makes war: “As mili- 
tary professionals we must speak out, we 
must counsel our political leaders and alert 
the American public that there is no such 











Victorious US forces: who pays? 


thing as a splendid little war. There is no 
such thing as a war fought on the cheap. 
War is death and destruction. The Ameri- 
can way of war is particularly violent, 
deadly and dreadful.” 

What role is there for political leadership 
in Weyand's "violent, deadly and dreadful” 
— and dreadfully expensive — style of 
warmaking? The failure of Lyndon Johnson 
in Vietnam, Summers writes, was in not 
declaring war (on whom he does not make 
clear) and in not “stirring up the American 
people in support of the war.” In a demo- 
cracy this means manipulating the media to 
boost enthusiasm for the war. This does 
not lead to political prudence, or to subtle 
judgments. LB/'s error, if it was one, has 
not been repeated by his successor in the 
Gulf. 

From the beginning Bush denounced 
Saddam as another Hitler, supposedly 
equipped with poison gas, biological and 
even nuclear weapons — those most likely 
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to brand their possessor as a monster in 
human form. Bush’s harsh demands for 
unconditional surrender could hardly have 
made a greater contrast with LBJ's patient 
appeals to North Vietnam for a negotiated 
peace. 

But, Americans and Britons seem to be 
chorusing, so what? We won, didn't we? 
If the bruising of a primitive nut with a 
mighty military sledgehammer will cure the 
Vietnam syndrome, or reverse the parallel 
British case of decline syndrome, then this 
may be so. But it seems inconceivable that, 
their limited victory achieved, the partners 
will be content to pack up and leave their 
Arab clients like new South Vietnams to 
their fate. The oil sheikhdoms will have to 
be defended, and to them Iraq's 16 million 
look a mighty host. 

Arab nationalists are not suitable or 
available for the job. It will fall on the world's 
most expensive military manpower, Euro- 
pean and American soldiers standing 
guard on oilwells, crossroads and ammun- 


ition dumps, peering nervously into the | 


darkness. If British Foreign Secretary Doug- 
las Hurd is right in saying the ultimate aim 
was to deter aggression (though the Falk- 
lands victory did not seem to deter Saddam 
to any noticeable extent) then, in a world of 
dissolving empires and rising nationalisms, 
every one with a claim on its neighbour's 
territory, the exercise may have to be re- 
peated again, and... 

Who's going to pay for all this? Al- 
though Japan has, its arm thoroughly 
twisted, already sent its cheque for US$8.7 
billion, the cash-rich Asian states have been 
unimpressed by the flood of propaganda 
pouring out of the allied capitals. It was 
not, after all, aimed at them. Nor does the 
^war is hell" justification of deaths in Iraq 
(150,000 by one count, 50,000 at the most 
optimistic) convince people who need no 
reminding about hellish hi-tech war on the 
receiving end. 

No one in Asia was consulted about the 
decision to go to war or about the military 
means to be used, though the logic of send- 
ing the bill to this region is that much Mid- 
dle East oil comes here. Many Asian states, 
particularly Japan, wonder whether this is 
the last, or the first of the new-style wars to 
be launched on tick by their debtors. 

Meanwhile, sophisticated Western arms 
are again pouring into the hate-riven Mid- 
dle East, on credit — US$1.6 billion worth 
promised to Egypt, US$20 billion split be- 
tween Saudi Arabia, Egypt, Turkey, Israel 
and the United Arab Emirates. Aggession 
may perhaps be at an end. More likely, I 
fear, the patient understanding of complex 
events is out of style. The Gulf War has not 
exorcised Vietnam, only obscured its real 
lessons. We may yet see Son of Vietnam the 
movie parts 3, 4, 5, and who knows how 
many more, in our living-rooms. a 


Murray Sayle is a Tokyo-based journalist. 
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ESENCE OF THE FRAUNHOFER-INSTITUTE 
ES DUISBURG'S HIGH-TECH MENTALITY.” 


ays Prof. Dr. Günter Zimmer, Director of the Fraunhofer-Institute in Duisburg. 
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y Louise do Rosario in Tokyo 


Wy he Social Democratic Party of Japan 
(SDPj), the country's main opposition 
JA. party, is in trouble. It has made seri- 
us policy miscalculations and alienated 
ther opposition parties and many of its 
n sympathisers in recent months. Its 
Ider, more ideological party officials are at 
dds with younger, more pragmatic politi- 
ians as well as with the labour unions who 
rovide organisational support. 
Observers said these problems stem 
m the party’ s chronic inability to com- 
romise, a structural weakness rooted in a 
et of strictly defined ideological principles 
dopted decades ago. Pragmatic leaders in- 
ted reforms in the late 1980s after the 
ty's devastating election defeat in 1986, 
_ but the momentum of change was stopped 
_by the party's success in the next elections. 
-. In the 1989 Upper House elections, the 
SDP] won an unprecedented 73 seats, 
thanks to public anger against the ruling 
- Liberal Democratic Party (LDP) over the in- 
troduction of a controversial 3% consump- 
tion tax. Together with the two other 
opposition parties, the Komei Party and 
the Democratic Socialist Party (DSP), they 
ormed a majority in the Upper House for 
the first time. 
_ The sppj continued with its success in 
the Lower House election the following 
year, while the other two suffered heavy 
defeats. Since then, the two smaller opposi- 
-tion parties have moved closer to the LDP, 
-abandoning the opposition coalition which 
-for a time threatened to break the mould of 
"Japanese politics by ending the LDr's 35- 
-year-old dominance. 
. Critics blame arrogant SDPJ leaders for 
: not doing more to lure the two parties back 
© its camp. The last time the opposition 
ties tried to cooperate was in an attempt 
revise the consumption tax last year. The 
Pj insisted on abolition, while the other 
wo parties merely wanted the tax modified 
o allow, for example, tax exemptions for 
the lower-income groups from where their 
- supporters are drawn. With the opposition 
; split, the LDP fought off this challenge and 
the tax remained unaltered. 
The spP/s inability to change, except 
- superficially, is symbolised by the personal- 
: tye of ‘Takako Doi, party chairman since 1986 
d architect of the 1989 election triumph. 
height of her popularity in 1989, 
ublic anger against the consumption 
vas most intense, Doi was regarded by 
many Japanese as a new force in politics 























and the best candidate to be prime minister. 

Since then, her star has fallen precipi- 
tously along with that of her party. Accord- 
ing to a survey conducted by Asahi Televi- 
sion on 9 February, if Doi were to run in the 
election for governor of Tokyo scheduled 
for next month she would get only 10% of 
the votes, far behind those of rivals. 

The spP}, meanwhile, recorded the low- 
est support rating since 1976, scoring 11.8% 
— a fall of 8.6 percentage points from last 
years rating — according to a survey of 
1,800 people conducted by the NHK state 
broadcasting network in February. In con- 
trast, the LDP enjoyed a support rate of 
56.9%, the highest since 1976 and 5% more 
than last year. 

As a relative newcomer to the inner 
party circles, Doi has never been able to 
exert her authority on her more experi- 
enced male colleagues. She is not backed 
by any faction, a situation resembling that 
of Prime Minister Toshiki Kaifu, who be- 
longs to the smallest LDP faction. Senior 
party officials, such as Tsuruo Yamaguchi, 
party secretary-general and Shigeru Ito, 
head of the party’s policymaking council, 
hold the real reins of power, sources said. 
Like Kaifu, Doi was elected as a com- 
promise over party veterans. 

Doi's fixation on constitutional issues is 
at least partly to blame for the SDP['s failure 
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G t 5i 
overseas dolent. of the Self- lefence — 
Forces (SDF) — by far the most importa Ic 
issue in Japanese politics over the past six 
months. The party stayed aloof last Nov- — 
ember when the LDP, the Komei and the . 
DSP agreed in principle to form an organi- 
sation to take part in international peace- . 
keeping activities following a heated debate - 
on Japan's contribution to the Gulf crisis. 

A spokesman said the sDPj could not . 
bend on the SDF issue because it is a "non- — 
military, democratic and civilian" party. But 
at least five labour unions supporting the - 
party have voiced their discontent publicly - 
over such a decision, criticising it as an | 
"emotional" WEE asad to present day - 
political realities. | 

Despite these criticisms, Doi's contribu- — 
tion to Japanese p politics. is widely recog- 

dically changed the politi- 
cal culture of her party by bringing in a new 
group of academics and professionals to 
broaden the party's support base. Her rise 
araged more women to take 
part in politics. Unfortu nately these new, 
energetic members have not been able to 
integrate themselves into the party machin- 
ery which is still dominated by labour 
unionists, radical academics and others 
with a very different background. 

The so-called "New Wave" group con- 
sisting of MPs elected when the party was 
at the peak of its powers has proved poli- 
tically ineffective, partly because of its size 
(only 30 members) and partly because it 
lacks lobbying expertise and influence on 
the leadership. | 

Kazuo Oikawa, a rightwing socialist 
politician in the Upper House, says the 
party's tendency to take up negative pos- 











Dogma and deadwood 


In a desperate attempt to refurbish its 
tattered image, the ruling Mongolian 
People's Revolutionary Party (MPRP), has 
virtually abandoned its communist ideol- 
ogy, dropped surviving members of the 
old guard and chosen a new leader and 
new members to the all-powerful presi- 
dium at a time when the party is being 


riven by factions and interest groups. 


Replacing Gombojavyn Ochirbat as 
presidium chairman is Budragchaagiyn 
Dash-Yondon, 45, who since last May has 
headed the party committee in the capital, 
Ulan Bator. A former supervisor of the 
party organisations department, Dash- 
Yondon was elected to the party Central 
Control Commission in April and to the 
central committee and its presidium 
barely four months ago. Ochirbat, 62, a 
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one-time trade union leader seen as are- 
former when he took office last March, 
was dumped because he was considered- 
too old and conservative. 

At the party's recently concluded 20th 
congress, the new 99-member central 
committee also elected several new presi- 
dium members including Dandzangiyn | 
Lundaajantsan, deputy in the Great Hural - 
(national assembly) and member of the 
Little Hural (andis legislature); Choyjil- 
surengiyn Purevdor, a deputy prime 
minister; and Budsurengiyn Tumen, a 
senior aide to the president. 

Sacked from the presidium were 
Tseveenjavyn Oold, former chairman of 
the party control committee; Budyn 
Sumyaa, former minister of culture, who 
joined the central committee in 1986; and 








tures results from its ingrained op- 
position mentality. "It's no use just 
talking loudly about socialism all the 
time. We must be more flexible and 
practical, or else we can never seize 
power [from the LDP] and rule.” 

Oikawa said most SDP] politicians 
are aware of the need to do more 
than criticise government policies, 
but find it difficult to do so when 
they are running an election. For 
example, he said, it is easier to call 
for an abolition of the consumption 
tax than to explain to voters that a 
revised one is better. “Socialist politi- 
cians therefore are rightists when 
they are in Tokyo, but transform 
into leftists when they go to [their 
constituencies],” he said. 

This split character deeply di- 
vides the party. While Right-leaning 
socialists dominate in parliament, at 
party headquarters and the grass- 
roots level leftists command more influ- 
ence. Of the 212 socialist MPs, 92 belong to 
the centre-right Research Association for 
Policy Drafting and another 50 are as- 
sociated with other moderate factions. 
But the several hundred full-time party 
officials in Tokyo and in the local chapters 
are more radical and ideological in their 
outlook. 

The SDP/'s latest blunder was the long 
delay in coming up with a candidate for the 
Tokyo gubernatorial elections on 7 April. 
For months, there were many discussions 
and behind-the-scene negotiations. It even 
asked the tiny United Social Democratic 
Party (USDP), a left-of-centre splinter group 
with four Lower House members, to nomi- 
nate a candidate to stand for the socialists. 


Ulan Bator party functionary Oydovyn 
Hongor, who leapt to prominence last 
year. The only surviving link with the past 
is long-serving presidium member Lodon- 
giyn Tudev, 56, the editor of the news- 
paper Unen and other MPRP publications. 

The collapse of popular confidence in 
the MPRP — for 69 years the country’s rul- 
ing and only political party — began in 
early 1990. Amidst a storm of demands for 
multiparty democracy from the newly 
formed non-communist political move- 
ments and insistent calls for socio-eco- 
nomic renewal from within the party, the 
entire politburo led by general secretary 
Jambyn Batmonh resigned last March and 
was replaced by the Ochirbat team. In the 
country’s first multiparty elections last 
July, the MPRP won 84.6% of the seats in 
the Great Hural. 

Although generally not tainted by links 
with the party bureaucrats appointed 
during the “period of stagnation” under 
Yumjaagiyn Tsedenbal — Batmonh’s pre- 
decessor and Mongolian leader for more 
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plunder over candidate for governor. 


With socialist politicians all afraid of los- 
ing to other strong candidates, notably 
incumbent governor Shunichi Suzuki 
and popular ex-NHK director Hisanori 
Isomura, the party backed off. It finally 
named an academic as the party's candi- 
date two weeks before the nomination 
deadline. 

Shoichiro Hatsuoka, director of Postal 
Telegraph and Telephone International, a 
union affiliated with the SDPJ, is "extremely 
disappointed" at the decision. The election 
is the most important one before the 1992 
Upper House polls and will serve as a poli- 
tical barometer, he noted. The last major 
metropolitan election in 1987, in which the 
socialists increased their local assembly 
seats three-fold, marked the first of a series 


than three decades — the MPRP chieftains 


had been under attack for bringing in the 
market economy and other reforms too 
slowly. They were also unable to generate 
the political momentum needed to lead 
the now multiparty government in deal- 
ing with economic difficulties, particularly 
the Rbl 9.5 billion (US$16.9 billion) debt to 
Moscow and the chronic shortage of hard 
currency. 

The MPRF's base in the countryside is 
still largely unchallenged, but inflation, 
power cuts and oil-and-food shortages 
are demonstrating to the politically more 
sophisticated townspeople the bank- 
ruptcy of its policies. In his report to the 
congress, Ochirbat said the Mongolian 
revolution had taken the wrong path with 
the result that "state socialism" had been 
founded by coercion. This original under- 
standing of socialism must now be dis- 
carded in favour of building "democratic 
scientific socialism" under Mongolian 
conditions, he declared. The party pro- 
gramme's earlier references to Marx- 
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ism-Leninism have since been deleted. 


of outstanding victories for the 


arty. 

One much-talked about "solu- 
tion" to the SDPJ's problems is to give 
the party a facelift by merging with 
the UsDP. Satsuki Eda, head of the 
USDP and son of a former Right- 
leaning vice-chairman of the main 
socialist party, believes a merger 
may occur as early as this summer, 

Outsiders speculate that Eda may 
see himself as a future leader of the 
merged party. At the very least the 
merger would probably be marked 
by a change of name designed to 
give the party a more acceptable 
public image. The spPj recently 
added the word "democratic" to the 
English version of its name, though 
its Japanese name — Nihon Shakaito 
(the Japan Socialist Party) — has not 
changed. 

If a merger does not take place, 
the party miay at least get a fresh start under 
a new leader chosen from within its ranks. 
Analysts agree that Doi will probably step 
down at the end of her second three-year 
term as chairman this December. One can- 
didate for the job is Takahiro Yokomichi, a 
former MP and legal adviser to labour 
unions who was elected governor of Hok- 
kaido in 1983. 

Yokomichi is remembered at SDP} head- 
quarters for his acerbic questions to minis- 
ters and officials as a member of the Lower 
House, but at 50 he could still be consi- 
dered too young to take over as party 
leader. In that event either Yamaguchi, 65, 
or Policy Affairs Board Chairman Shigeru 
Ito, 63, could be installed as interim 
leader. E 
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What was once seen as the party's 


monolithic unity is now threatened by 
various factions and interest groups. 
Addressing the congress, Dash-Yondon 
mentioned that two factions in the party 
had disagreed over the pace of reform. It 
is known that the “party renewal” faction 
is headed by Kinayatyn Dzardyhan, a re- 
former who has been agitating for political 
change long before the national demo- 
cracy movement got under way. A 
Kazakh from western Mongolia, he was 
elected vice-chairman of the Little Hural 
last September. 

The “democratic forces” faction has 
called outright for the disbanding of the 
MPRP. Two other main factions are the 
“party radicals” and the “union of party 
and people” faction, though little is 
known of their platforms. Younger party 
members are represented by two groups 
— the “young members” group and the 
“youth and students for the MPRP” move- 
ment. m Alan Sanders 
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wc call from Prime Minister Jim 
| Bolger to President George Bush on 
3.1 March to congratulate him on the 
Gulf War victory would not in normal 
times arouse much interest. But in the 
frosty climate of New Zealand-US security 
relations it was a landmark. 
Bolger came to office last October deter- 
mined to end the six-year defence standoff 
between the two countries caused by the 
former Labour government's refusal to ac- 
cept visits by US warships capable of carry- 
|. ing nuclear weapons, and Washington's 
|; suspension of military assistance to Wel- 
lington and ejection of New Zealand from 
participation in the Anzus (Australia, New 
Zealand and US) treaty council. 
But Bolger is hamstrung by having 
abandoned his National Party's pro-Anzus 
|. position and adopting the nuclear ban in 
_ March last year after the then Labour for- 
|. eign minister Mike Moore partially thawed 
| the freeze on high-level contacts by meet- 
|^ dáng US Secretary of State James Baker. 
.. While the ban remains, the military stand- 
|. Off remains. 
-~ © That was reiterated on 6 March by US 
^. Assistant Secretary of State Richard Solo- 
. mon to a committee of the US Congress. 
_ Solomon said the policy of neither confirm- 
|.» dáng nor denying the presence of nuclear 
«weapons on ships would remain. He re- 
jected a suggested compromise by Con- 
- . gressman Jim Leach that the US join the 
_ South Pacific nuclear-free zone in return for 
New Zealand dropping its anti-nuclear 
~~ legislation. 
. Since Bolger, stung by Labour charges 
that he is preparing to abandon the anti-nu- 
dear stance, continues to say the legislation 
ill not be repealed, the prospects for an 
arly return to an alliance are dim. 
~ But that is what the government wants. 
A pro-Anzus former secretary of defence, 
Denis McLean, has been appointed ambas- 
sador in Washington to replace Tim Fran- 
cis, a pro-nuclear-ban career diplomat. For- 
eign Minister Don McKinnon has stated 
that the "principal objective is to be seen as 
a nation reasserting its bona fides in the 
Western alliance." 
. The Gulf War gave them a chance to 
-demonstrate that. Sending fighter-bombers 
'ould have been "very appropriate for the 
nd of work that was going on," McKin- 
son of a former chief of defence staff, 
ld the REviEW. But it would have been 
too much for the public to live with" after 


































nother small step to heal US security ties 


Bolger s balm 


it had been "very much in a 
peace mode for a long 
time." Instead, the govern- 
ment sent two army medical 
teams and two air force Her- 
cules transport aircraft — a 
total of 112 personnel — 
work with British and US 
troops. 

The rewards came 
swiftly. Cut off from intelli- 
gence sharing with the US 
since 1985, New Zealand 
was admitted to what 
McKinnon described as "a 
level of intelligence which 
we consider quite satisfac- 
tory." The next big reward 
was Bush's acceptance of Bolger's phone 
call. 

But Bolger and McKinnon are moving 





Bolger: moving slowly. 












the absence of any bei alley threat: 
there is no compelling reason for them to 
rush. The trade relationship, which is much 
more immediately important, was little af- 
fected by the military standoff. Both coun- 
tries have similar views on the need to 
liberalise world agricultural 
trade and have been actively 
cooperating in the Gatt ne- 
gotiations and on environ- 
mental issues. 

McKinnon, who favours 
a full return to Anzus and 
resigned as shadow defence 
when the National 
| changed its policy last 
year, told. the REVIEW he 
aimed to set the military 
issue aside and. concentrate 
on getting the political re- 
lationship running smooth- 
ly, with senior ministers ex- 
changing visits and, eventu- 
ally, a White House visit by 
Bolger. “Then maybe in 18 
months or a couple of years you can start 
looking at that security relationship,” he 
said. E 
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AFGHANISTAN 


Worried mujahideen rebels plan spring offenswe 


One last fling 


pprehensive that the US may ir- 
A revocably set its Afghan surrogates 

adrift by the end of the year if there 
is no progress either at the political level 
or on the battlefield, the mujahideen 
have persuaded their foreign supporters 
to let them make one final attempt to 
topple the Kabul regime through military 
means. 

Mujahideen circles are abuzz with re- 
ports of a new offensive in the spring to 
oust President Najibullah’s forces from the 
principal Afghan towns, including Kabul 
and Kandahar. But opinions differ as to 
just who among the policymakers in Is- 
lamabad, Riyadh and Washington is keen 
on this last fling. 

One version is that the mujahideen's 
backers in Pakistan are pressuring rebel 
commander Jalaluddin Haqqani and his 
guerillas for a speedy conclusion to his re- 
cently renewed attack on Khost garrison in 
Paktia province close to the Pakistani bor- 
der. The plan is to follow up with attacks 
on other major towns. 

Although the flow of money and wea- 
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pons to various mujahideen groups has 

been wound down, mujahideen sources 

say that the guerillas of Gulbuddin Hek- 

matyar’s fundamentalist. Hizbe-Islami fac- 

tion have been receiving arms and funds at 

an accelerated pace over the past few 

months, and that the group is in a position 

to wage war at the current low-key level for | 
a decade. 

Even Hekmatyar's critics, such z as y de 
moderate Pir Ahmad Gailani of the Na- 
tional Islamic Front, believe so, partly be- 
cause there has been considerable erosion 
of the Kabul regime's authority following a 
noticeable reluctance in Moscow to main- 
tain indefinitely its ‘expensive lifeline to 
Najibullah. 

However, anti-Hekmatyar- factions of 
the mujahideen are puzzled that Hek- 
matyar and. Haqqani should have the lead 
roles in the proposed. spring offensive, 
though the Hizbe-Islami is probably the 
best organised of the guerilla forces fighting 
Kabul. 

In the first place, Hekmatyar has been 
loudly critical of Pakistan's Inter Services In- 
telligence. as well as the CIA, both principal 
players in the Afghan conflict. Further- 
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nore, Hekmatyar has strongly condemn 
the US role in the Gulf crisis 
he sees as a US-Zionist plot to destroy 
Iraq. 
| And in his recent criticism of the de- 
spatch of 300 mujahideen fighters — 
mostly from the moderate mujahideen 
groups and none from the Hizbe-Islami — 
to join the coalition forces in the Gulf, Hek- 
matyar also took a swipe at the Saudis, 
who have been among his chief benefactors 
over the past 12 years. 

.. Hekmatyar pro-Saddam Hussein stance 
can be explained by Baghdad's long-stand- 
ing patronage of his group and other like- 
minded mujahideen factions. Serving to 
consolidate this link has been the occasional 
fundamentalist mujahideen involvement in 
Iran's internal politics through the supply 
of weapons to Iranian dissidents — which 
led to the closure of some of the mujahi- 
deen offices in Iran during the Iran-lraq 


-- Given the fact that Najibullah has held 
Qut against the mujahideen in the face of all 
predictions of doom following the pullout 
‘of Soviet troops from the country in early 
1989, not all the guerilla groups are optimis- 
tic about the chances of success of the plan- 
ned offensive. 

-. They believe that, at best, it could re- 
sult once again in an alliance between fac- 
tions in the Najibullah administration and 


HONGKONG 


The Hongkong Government has issued 
- |. guidelines to members of the Execu- 
1..tive Council (Exco) on declaration of fi- 
|= nancial assets in order to avoid conflicts 
- of interest. The guidelines are the first to 
“be put into writing in Exco's history, 
though the government claimed that a 
long-standing convention existed under 
which members informed the governor 
any interest relevant to the council's 
-Exco is the colony's highest policy- 
making body and the most exclusive club 
^ jn town. All Exco meetings are held in 
“private and Exco documents are classified 
- as secret. The council is presided over by 
the Governor Sir David Wilson, who ap- 
- points the 15 members, of whom 10 are 
from the private sector. 

Members of the law-making Legisla- 
tive Council (Legco), whose sessions are 
held in public, are already subject to 
. guidelines on declaration of assets. The 
- issue of members’ undeclared assets was 
— taken up by the media last year when 
 Exco and Legco member Maria Tam, 
who heads the government's transport 


and what 











Hekmatyar to Najibullah's former defence 
minister Shahnawaz Tanai in the latter's 
failed coup attempt last March. 

Such an alliance could wreck a guerilla 
line-up already battered by internal ideo- 
logical differences and disillusioned over 
the lack of military success against Najibul- 


seem to be under considerable pres- 

sure, for the CIA is said to have come 
up with a plan to by-pass the Peshawar- 
based Afghan politicians and to hold a 
council of the guerilla commanders operat- 
ing in Afghanistan. 

The politicians argue privately that the 
plan, if successful, would merely create 
warlords all over Afghanistan — a develop- 
ment that would only prolong the misery 
of the Afghan people. 

Some of the politicians argue that if 
there is to be an alternative to the Afghan 
Interim Government (AIG) based in Pesha- 
war, it can emerge only through the con- 
vening in Afghanistan of a council compris- 
ing guerilla commanders, representatives 
of overseas Afghans, top clergy , tribal el- 
ders and representatives of resistance or- 
ganisations. 

The size of such an assembly, number- 


lah 
T hose preparing for the offensive 
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_| Call to come clean 


advisory committee, was found to own 
shares in a taxi company. 

The outcry over Tam's shareholding 
embarrassed the government. But the 
wording of an official release suggests 
that Exco members will still not be sub- 
jected to hard and fast rules on asset dec- 
laration. 

The government says Exco members 
should exercise personal responsibility in 
determining whether they have an in- 
terest in a particular matter under discus- 
sion by the council. Once an Exco mem- 
ber declares an interest it will be up to the 
governor to decide whether he should be 
excluded from relevant meetings of the 
council. 

Under the guidelines, there are two 
categories of interests. "Exclusionary in- 
terests" apply to "significant personal 
pecuniary interests" or interests held 
through a close friend or relative, which 
may be affected by an Exco decision. 
These include company ownership, 
partnership, shareholding, trusteeship 
or being a beneficiary of organisa- 
tions. 
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“no doubt hark back to the support given by 






would render it less vulnerable to mani 
lation by anyone. E 

Gailani, for one, claims that he is in — 
favour of any formula that would ensure 
stability in Afghanistan, even if it were to 
be at the expense of his group. But he 
warns that while no formula could ignore 
the Afghans’ strong Islamic moorings, 
none would work that was based on fanati- 
cism. 

The difficulty the AIG faces is that its 
one-year mandate ended early last year. 
Two of its component groups — including 
Hekmatyar's Hizbe-Islami — have pulled 
out, and for more than a year its Pakistani 
backers have been trying to get it to hold a 
new conference of representatives from 
each of Afghanistan's 216 districts to elect 
an interim government. The AIG has re- 
mained deeply divided over the modalities 
of the plan. 

Aggravating these uncertainties now is 
the planned spring offensive, which — if it 
materialises — must be launched within 
the next few weeks, as the snows begin to 
melt in Afghanistan. 

Najibullah’s latest proposal for a 
dialogue to advance the peace process — 
made last November to a group of moder- 
ate Afghan leaders, including Gailani — 
will have to wait now on the outcome of 
that offensive. s 


Exclusionary interests also cover situa- 
tions where Exco members have person- 
ally, or through an associate, given pro- 
fessional advice or represented a party 
which is likely to be affected by the Exco 
decision. Members with these interests 
“may” be asked by the governor to with- 
draw from the meeting when that issue is 
discussed. 

The second category, “declaratory in- 
terests,” includes membership of advis- 
ory boards or university councils. The 
guidelines said Exco members should 
publish their “declaratory interests" but _ 
“would not usually" be required to with- 
draw from the meeting deliberating upon 
a related matter. a 

The flexibility of the new guidelines 
reflects the fact that conflicts of interest 
are to some extent built into the system 
since the members of both councils in- 
clude businessmen and- professionals 
with broad business connections. Exco's 
present membership includes three direc- 





tors of the Hongkong and Shanghai 
Banking Corp. as well as executives of 
major trading groups. ^ 

The government claimed the personal 
involvement of Exco members in the sub- 
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PAKISTAN 


Prime Minister Sharif still chafing after Senate poll 
The second man 


By Salamat Ali in Islamabad 


ven with allegations that votes were 
Ls for as high as Rs 2 million 

(US$90,700) to Rs 3.5 million, the 
daims by Pakistan Prime Minister Nawaz 
Sharif that the results of the Senate elec- 
tions on 14 March are an endorsement of 
his ruling Islamic Democratic Alliance (IDA) 
coalition are looking cheap. 

The IDA won 24 of the 46 seats being 
contested for the upper house of 87 mem- 
bers, half of whom are elected for six-year 
terms on a rotational basis every three 
years. At least 16 of the 22 non-IDA senators 
elected are from parties that have no ties to 
Sharifs coalition. So, a sizeable potential 
opposition has emerged. 

The worthy senators are elected by the 
people who make up Pakistan's four pro- 
vincial assemblies, each of which sends 19 
representatives. In addition, the directly 
elected lower house of parliament, chooses 
11 senators from the federally administered 
areas — eight for the tribal region 
and three for the capital of Is- 
lamabad. 

The party strengths in each of 
the provincial assemblies are well 
known and the outcome of the legis- 
lators' preferences should be pre- 
dictable, except for occasional up- 
sets when dissident forces exer- 
cise their secret ballot revenge 
against a candidate. 

This time at least three of IDA’s of- 
ficial candidates in Sindh and North- 
West Frontier Province lost the Se- 
nate election and the opposition can- 
didate from Islamabad received far 
more votes than the total turn-out of 
the opposition for the national as- 
sembly. 

Despite the imponderables of 
vote-buying and outbreaks of dis- 
sent, the outcome closely approxi- 
mated party positions in the provincial 
legislatures, except in Sindh where the 
Pakistan People's Party (PPP), due to the ar- 
rests and defections of some of its mem- 
bers, got one seat fewer that it could have 
expected. 

The significance of the recent Senate 
election is that the winners rode on the 
back of their party affiliations rather than as 
individuals and have thus introduced 
party-based politics to the upper house. 
Since the late 1970s martial-law regime of 
late Gen. Zia-ul Haq, senators were chosen 
by partyless legislatures and winners inva- 
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Sharif: growing gulf with Ishaq Khan. 


riably were supporters of the general- 
turned-president. Upon Zia’s death in Au- 
gust 1989, they switched loyalty to Presi- 
dent Ghulam Ishaq Khan, a former loyal 
bureaucrat who had become head of the 
Senate — a position that made him the 
first in line of the succession to the head of 
State. 

The Senate elections clear the way for 
Sharif to reconstitute his cabinet because he 
is under pressure from several aspiring or 
rebellious ministers. Rural Affairs Minister 
Sattar Niazi resigned after a recent quarrel 
with him and the departure of Foreign 
Minister Yakub Khan has caused another 
vacancy. 

In addition to these open slots there is 
also the factor that Sharif's cabinet is tilted a 
little too heavily in favour of Punjab, with 
the other three provinces, especially Sindh, 
inadequately represented. 

Sharif has brought some of his difficul- 
ties on himself. He wanted the chairman of 
the Senate — the person who would be 
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only a heartbeat away from the presidency 
— to be a Sindhi and had set the job up 
for his loyal ally Syed Ghaus Ali Shah. To 
Sharif's mortification, Shah fell victim to po- 
litical machinations. 

A widely perceived and growing gulf 
between Sharif and Ishaq Khan gives added 
importance to the impending cabinet shuf- 
fle. The president and Sharif's cronies have 
repeatedly denied that there are sharp dif- 
ferences between the two, but political ana- 
lysts disagree. 

Sharif first ran into trouble with the pre- 
sident at a party meeting soon after becom- 
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ing prime minister when he all but sup- 
ported the annulment of Zia’s eighth 
amendment of the constitution which gave 
the presidency its supremacy over the 
prime minister. He was warned against a 
repeat of the offence and has since been 
extremely careful. 

But it did not prevent him making his 
next, and far more serious blunder — be- 
coming involved in the army’s inter-service 
rivalry. At a party meeting he ridiculed 
army chief Gen. Mirza Aslam Beg by read- 
ing aloud a letter from Beg commenting on 
the Gulf War situation. 

Sharif seems to be afflicted with the frust- 
rations that dogged his predecessors — the 
desire for real power constrained by a con- 
stitution that has deposited it with the pre- 
sidency. 

It was only within a couple of months of 

his taking over as prime minster that politi- 
cal insiders were forecasting that Sharif 
would move to get rid of Ishaq Khan's ap- 
pointees to the cabinet — Foreign Minister 
Yakub Khan, Defence Adviser I. H. Zaidi 
and Finance Minister Sartaj Aziz. It was 
also known that he would like to replace 
Yakub Khan with Mahboobul Huq. He 
succeeded in convincing the powers that 
be that IDA legislators might not vote for 
Yakub Khan in the Senate elections and 
Yakub Khan subsequently dropped out as 
a candidate. 
n However, his departure was at 
* the expense of Huq, for Sharif was 
told that Huq suffered from the 
same shortcomings as Yakub Khan 
— he was a technocrat, not a politi- 
cian and therefore could not possi- 
bly fare any better in the election. 

Sharifs next target was Zaidi, 
who virtually fills the role of defence 
minister. Despite his reputation as a 
scrupulously honest civil servant, he 
has become ensnared in a scandal 
about a faulty airport runway con- 
struction. 

Nonetheless, Zaidi has resisted 
all pressures from Sharifs side to 
force his resignation and this may 
turn out to be Sharif's first major 
defeat. Yet Sharif is expected to 
attack again soon and this time it 
is expected that Aziz will be in his 
sights. 

However, with the administration under 
the control of the president and the bureau- 
cracy, which was hostile to the PPP govern- 
ment of Benazir Bhutto and is contemptu- 
ous of Sharifs government, taking its cue 
from the president's office, Sharif looks 
doomed to remain frustrated. Furthermore, 
he is acutely aware of the unceremonious 
end of his predecessors and dogged by 
regrets for his earlier tactical mistakes. 
So, while he manoeuvres, Sharif is still 
straining hard to avoid creating an im- 
pression of open confrontation with the 
presidency. * 
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NARCOTICS 1 


Burma’s new drug warlords linked with China’s Yunnan province 


Triangular ties 


By Bertil Lintner in Ruili, Wanting 
and Mangshih, Northwest Yunnan 


hen Japan went to war against 

China in 1937, China’s allies 

began carving a road through 

dense jungles, over precipit- 
ous mountains and across bandit-infested 
wastelands. Eventually, the 1,154-km road 
connected the railhead at Lashio in Burma's 
northeastern Shan state to Kunming, the 
capital of China's Yunnan province. Many 
thousands of tonnes of vital war supplies 
were subsequently sent up the road to 
help Generalissimo Chiang — Kai-shek's 
Chinese forces resist the Japanese in- 
vaders. 

The Burma Road still winds its way 
across mountain ranges and down river 
gorges, but its former military purpose is 
long gone. Today, with the region's fastest 
expanding heroin empire located just 
across the Sino-Burmese frontier from the 
border towns of Ruili, Wanting and Mang- 
shih in northwestern Yunnan, the road 
has become one of the main conduits for 
narcotics leaving the Golden Triangle into 
China and onto the world mar- 
ket. 

The scale of the problem is 
evident in all the Chinese bor- 
der towns. Signs and posters 
outside police stations and civic 
centres warn residents against 
the dangers of drug abuse and 
the accompanying risk of Ac- 
quired Immune Deficiency Syn- 
drome (AIDS) now rampant 
in Mangshih, Ruili, Baoshan, 
Tengchong and Kunming. Ac- 
cording to official figures, Ruili 
alone has more than 100 regis- 
tered AIDS cases, about 20% of 
China's known total, but this 
may represent only a fraction of 
those infected. 

Even in the West, heroin 
usage — especially from Southeast Asia's 
Golden Triangle — seems to have returned 
after being overshadowed by cocaine and 
its cheaper "crack" derivative for several 
years. In 1984, Southeast Asian heroin con- 
stituted 24% of New York's illegal narcotics 
market. Its share grew to 35% in 1985, 70% 
in 1988 and is close to 80% at present. Offi- 
cial US statistics say the Burmese sector of 
the Golden Triangle — where approxi- 
mately 80% of Southeast Asia’s opium is 
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harvested — now produces more than 
2,000 tonnes of raw opium a year, or dou- 
ble the amount in the mid-1980s. Of this, 
1,300 tonnes were available for conversion 
and export, yielding approximately 90-100 
tonnes of the more valuable No. 4 heroin. 

Until a few years ago, nearly all labo- 
ratories — where raw opium is refined 
into No. 4 heroin — were located along 
Burma's southern border with Thailand. 
This is the bailiwick of Chang Chifu, alias 
Khun Sa, and until recently the most 
powerful opium warlord in the Golden 
Triangle. Now, however, he seems to be 
losing ground to a new generation of more 
influential and better-connected warlords in 
Burma's northern Kokang area, adjacent to 
Yunnan. A string of new refineries have 
been established in this region, putting 
them closer to the poppy fields of northern 
Shan state, the potentially enormous Chi- 
nese market and seemingly easier routes to 
the outside world. 

This new heroin empire has emerged in 
the wake of two important political events 
in Burma over the past few years: the rul- 


ing military's brutal crushing of a popular 
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le convoy on the road to China. 


uprising for democracy in 1988 and a 
mutiny in 1989 among the rank-and-file of 
the country's then most powerful insurgent 
group, the Communist Party of Burma 
(CPB). When the Burmese army moved in 
and reasserted power on 18 September 
1988 after weeks of anti-government de- 
monstrations, its main fear was that the 
pro-democracy movement might gain ac- 
cess to arms with which to confront the 
newly installed military regime. 
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“It became imperative for the Burmese 
military to neutralise as many of the border 
insurgencies as possible, especially the then 
powerful CPB,” an analyst said. "And al- 
though there was no linkage between the 
movement for democracy in central Burma 
and the communists in the northeastern 
border mountains, the latter nevertheless 
still had vast quantities of arms and am- 
munition which were supplied to them by 
the Chinese during the decade 1968-78." 

However, a potentially even more dan- 
gerous situation emerged when the hill tribe 
rank-and-file of the CPB, led by their military 
commanders, mutinied against the party's 
ageing Burman Maoist leadership in March- 
April 1989 (REVIEW, 30 Mar. '89; 1 June '89). 
The old leaders and their families fled to 
China while the then 10-12,000-strong, CPB 
army soon split along ethnic lines. 

Units in the northernmost former CPB 
territory, the 101 War Zone in Kachin state 
commanded by Ting Ying, became the 
New Democratic Army. Forces in Mong Ko 
and Kokang — Burma's two most import- 
ant poppy growing areas — were trans- 
formed into the Myanmar National Demo- 
cratic Alliance Army (MNDAA), 
led by Pheung Kya-shin and 
Pheung Kya-fu, the two 
brothers who initiated the 
mutiny in March 1989. Most of 
the CPB's fighters were tribes- 
men from the Wa Hills south of 
Kokang. After the CPB disinte- 
grated, they joined forces with 
some  non-communist Was 
from the Thai border and be- 
came the United Wa States 
Army. This group is headed by 
Chao Ngi Lai, a Wa chieftain 
and one of the few non-Bur- 
mans to have been admitted 
into the CPP's top leadership. In 
the east, north of Kengtung 
and near the border with 
Laos, units in former 815 War 
Zone became the Burma (Eastern Shan 
State) National Democratic Army led by 
Pheung Kya-shin's son-in-law, Lin Ming 
Xian. 

For political reasons, only a handful of 
Burmese pro-democracy activists from the 
towns had taken refuge in CPB-controlled 
territory after the 1988 crackdown, though 
more than 8,000 dissidents moved to areas 
held by ethnic Mon, Karen and Kachin re- 
bels in other border areas. However, a link- 
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Traveller’s Tales 


ast week we had some fun with 

some Chinese-made rejuvenating 

capsules which are evidently po- 

pular among the thinning ranks of 
the leadership in Peking. Further evidence 
of the Chinese obsession with ageing 
comes in the form of an anti-senility cream 
manufactured by the Tianjin No. 2 House- 
hold Chemicals Factory, which, according 
to its publicity hand-out, is “a specialised 
cosmetics producer in Tianjin designated 
by the Ministry of Light Industry.” The 
cream, or body lotion, “can stimulate the 
formation of a super-protective membrane 
on the surface of the skin to keep its mois- 
ture content so as to protect the skin from 
cold wind, ultra-violet light and germs 
[helping to] prevent dehydrating signs of 
ageing.” The product, however, is being 
marketed under a rather unfortunate name: 





While Sod’s Law continues to plague 
China’s marketing men, its businessmen 
go on searching for cures for what is ob- 
viously the country’s major medical con- 
cern. Perhaps it is thought that the French 
boast special experience in the impotency 
field, for one of France’s official trade repre- 
sentatives in China received this extraordi- 
nary letter from a certain Lu Zuping: 

Monsieur, Je suis employe de Compag- 
nie de Membres artificiels qui est la seule 
professionnelle en chine. 

CMA a ete etabli 1987, assume la tache, 
chaque annee, d'executer des projets d'Etat 
d'importation pour fournit les prothesistes 
en piece detachee matiere avec instrument 
et materiel etc. Il y a 7 millions d'impo- 
tents en Chine, et ce marche est attendu 
mettre en valeur. 

Pourriez vous, je vous prie, me pre- 
senter des differentes societes francaises 
qui souhaiteraient eventuellenment s’as- 
socier a la CMA pour leurs produits pour- 
raient entrer au marche. 

The missive, as near as I can translate, 
comes from an employee of China's only 
Company for Artificial Members. No, it is 
not an institution for the re-education of 
cadres who only pretend to be genuine 
adherents of the Communist Party, but a 
firm charged with the task of implementing 
a state project for the importation of 
prosthetics (man-made replacements of 
vital parts of the male anatomy) in separate 
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pieces (would “knock-down” be the correct 
jargon phrase here?). Asking for names 
of French companies manufacturing such 
apparatus, the writer asserts that there 
are 7 million impotents in China and that 
therefore the market is expected to rise 
in value. I wonder whether such “facts” are 
available to the population experts who 
make such dire predictions about the 
number of Chinese likely to be around in 
2020; it may be less than they think. 


Food in China is, of course, appreciated far 
more for its medicinal and tonic qualities 
than it is in the West. But some of the best 
tonic effects in my experience come from 
the laughter inspired by the menus in 
Chinese restaurants. Recent gems collected 
by readers in Hongkong eateries include a 
dish offered by the At Village (sic) restau- 
rant in my old stamping ground of Stanley 
village. Spotted among its Exotic Flavours 
of the Orient by Ray Stall was: INDONE- 
SIAN NAZI GORENG. A dim sum dish sam- 
pled with some hesitation by Mark Baker of 
Australia in the up-market Jade Garden res- 
taurant in Swire House was listed as STUF- 
FED EGG-PLANT WITH MINCED CRAP. The 
last item on a 12-course banquet spotted by 
Don Cohn at Shatin’s floating restaurant 
was DOUBLE REFLESHMENT OR LONG LIFT 
BUN — which sounds ideal for anorexics, 
who need refleshing and who would prob- 
ably appreciate double buns too. And one 
from my own collection, a cannibalistic 
snack featured by a Wanchai restaurant: 
COLD SHREDDED CHILDREN AND SEA 
BLUBBER IN SPICY SAUCE. It was a misprint 
for ‘chicken,’ wasn't it? 


Christine Loh, visiting Peking, went to a 
well-known Mongolian restaurant, where 
she was offered a very couth refresher: 
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Christine wondered what the Ministry 
of Commerce had in mind when it 
suggested that she would be reminded of 
the effect “while one goes touring after hav- 
ing dinner.” 


Faye Chan of Melbourne spent three-and-a- 
half months last year as a foreign student in 
Nanjing, where she bought a packet of 
cereal: 
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Faye Chan comments that while the 
contents may well have been nutritious, 
they were far from savoury: more like 
lumps of cardboard, she says. Neverthe- 
less, the product is the result of a joint 
venture, licensed by agreement with H. J. 
Heinz Co. Which, I suppose, brings the 
total to 58 varieties. 


Braving the risks of a CAAC flight to Peking 
recently, Bruce Dunning leafed through the 
pages of the in-flight magazine and came 
across an ad for the capital’s venerable Bei- 
jing Hotel. The blurb read: 

Beijing Hotel is one of the Chinese 
longer history, bigger scale, higher well- 
known Hotel. This Hotel was founded in 
1900 . . . It has all kinds of standard rooms 
1200 stuis, with sixty various big and small 
dining halls. This Hotel gathered all fam- 
ous kooks there, they run Sichuan Guang- 
dong Huai-Yang Tan-Jia dishes and Japan- 
ese dished or Japanese dining, well- 
known in Capital City and its environs. 

That's dished the Japanese. And it 
sounds as if too many kooks spoil many 
broths. ë 
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Mom-and-pop stores retreat before developers’ pressure 


Small is beautiful 








By Diane Durston in Kyoto 


ne Nakamura does not sell vegetables 

on Furukawa Street any more. Her 60- 

year-old shop closed down recently, 

making way for a high-rise apartment 
building with a supermarket on the ground 
floor. Hers was one of many small shops 
along this and other traditional market 
streets in Kyoto to become casualties in the 
continuing battle over the future of this his- 
toric city. 

Now there is one less shopkeeper to 
sweep the cobblestones of the marketplace 
each morning, or to place fresh flowers at 
the neighbourhood shrine. Housewives 
will have to do without Mrs Nakamura’s 
advice on how to serve eggplant with 
sweet miso. Ayano Nishi, 91, will miss the 
10-minute walk to Mrs Nakamura’s vegeta- 
ble stand, which used to be a regular high- 
light of each otherwise lonely day. 

Customers are not the only ones to suf- 
fer. If shops like this disappear, what will 
become of the proprietors of the many 
small shops about the city who are often el- 
derly themselves? Dealing in pots and pans 
and daily sundries, many of these old mer- 
chants still run their shops out of two- 
storied, tile-roofed wooden structures that 
have living quarters in the back. 

This arrangement enables elderly shop- 
keepers, or housewives whose husbands 
work elsewhere, often at low-paying jobs, 
to work at home, taking care of the family 
store. It keeps elderly family members ac- 
tive, allows them to contribute to the family 
income — and keeps them off welfare. The 
loss of such an outlet is surely a factor to 
consider in a society concerned about its 
rapidly ageing population. 

The small shops throughout Japan are 
closing one by one, leaving holes in the 
urban fabric and in the hearts of com- 
munities throughout the country. They are 
being replaced by high-rise concrete apart- 
ment buildings that are changing the face 
of even the most revered historic cities in 
Japan. Nowhere is this more evident than 
in Kyoto, the capital city from 794 to 1868. 

Along with treasured temples, shrines 
and gardens for which the city is famous, 
Kyoto has always been known for its quiet, 
narrow back streets lined with hundreds of 
tile-roofed homes and shops, some of 
which trace their history back to the middle 
ages. Although Kyoto was spared the 
bombings of World War II by the US Gov- 
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ernment in consideration of its historical 
and cultural importance, the city’s tradi- 
tional urban landscape has undergone dis- 
tressing changes over the past 20 years, 
leaving it only slightly more intact than 
those less fortunate that were destroyed in 
the war. 

Still little appreciated among the city’s 
touted cultural treasures are the wood- 
frame rowhouses, the machiya, the last 
examples of a form of architecture noted for 
its human scale, its simplicity of form, and 
appreciation for the unvarnished beauty of 
natural materials. The machiya were once 
the homes and shops of the old merchant 
and artisan class in cities throughout Japan. 

Many of those that remain still house 
old shops, like Mrs Nakamura’s. They are 





Shopping in Gion district. 


CHINA 





Master of double entendre in the land of 
double speak, the Bob Dylan of China, 
Cui Jian, had his second album recently 
released in the People’s Republic. 

The record is a political act of protest 
that has somehow escaped China’s other- 
wise vigilant censors. Musically, it is 
equally revolutionary for the People’s Re- 
public; it moves from new-wave sounds 
reminiscent of the New York band Talk- 
ing Heads to heavier blues tunes, with 
even a touch of rap thrown in. 

Playing with the passion and maverick 
spirit of someone who has just discovered 
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all that is left of an urban way life that in 
many ways works, even in modern-day 
Japan. For a city with a population of close 
to 1.5 million, Kyoto is remarkably safe 
and clean, a facet that many attribute to the 
sense of community that still exists within 
its traditional neighbourhoods. 

The shinise, the small shops in business 
for a hundred years or more dealing in spe- 
cialty products such as traditional sweets 
for the tea ceremony, will probably survive. 
Their products have name value that can- 
not be purchased anywhere else. 

But there are currently over 1.6 million 
ordinary small businesses throughout 
Japan — the corner tobacconist, the tofu 
maker, the local rice cracker shop — that 
are in imminent danger of disappearing 
forever in the wake of “progress,” as are 
their counterparts throughout the world. 

In Japan, the main culprits are called 
jiageya, the notorious speculative land de- 
velopers who laid waste to Tokyo, raising 
prices so phenomenally that the govern- 
ment finally intervened. They have now 
moved westward in search of new territory 
to exploit. By 1989 Kyoto land prices had 
risen 49% in one year, the highest rate of in- 
crease in Japan. One tiny parcel under dis- 
pute in the Gion district was valued by real- 
estate agents at 30,000,000 (US$207,000) 
per tsubo — about two square yards. 

Apart from the lure of more money than 
they had ever imagined possible, the small 
shopkeepers and old landlords are put 


Rock ‘N’ Revolt 


rock ‘n’ roll, Cui may be the only figure of 
real stature in Chinese music, his songs a 
world apart from the many “plastic” pop 
tunes from Hongkong or Taiwan. 

Superimposed on the singer’s black- 
and-white photo, the red star collage on 
the album cover is in itself a good sum- 
mary of present-day China, a symbolic 
patchwork of Chinese money, a woman's 
lips and a communist party newspaper, 
together with an image of the Great Wall, 
a guitar and a gun. 

Entitled “Resolve,” the 10-song collec- 
tion includes a version of the popular bal- 
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under a great deal of pressure to sell out. 
Jiageya tactics include round-the-clock 
phone calls, warning landowners that the 
inheritance tax on even the tiniest piece of 
land would be so high that it would put 
their children into debt for life. 

The inheritance tax can be as much as 
two-thirds the market value of the land, 
and though big Japanese companies are 
notoriously good at securing tax estimates 
well below market value on their assets for 
such purposes, this is not the case 
for the small-time shopkeeper with 
little access to consultants with such 
savvy business advice. 

Another problem the small 
shopkeeper has to deal with is the 
lack of interest the younger genera- 
tion shows in carrying on the family 
business. The Sato family, weavers 
in the Nishijin textile district, said 
before they tore down their beautiful 
traditional home and workshop: 
“We know it’s a shame to give up 
this house. We've been worrying 
about what to do for 20 years. But 
our kids are just not interested in be- 
coming weavers, and with the de- 
velopers at the door, we finally de- 
cided to sell out. They'll put an 
apartment building on this land and 
we'll have enough money to move 
north and live comfortably for the 
rest of our lives." 

Still further trouble awaits the small 
shopkeepers now that the Daitenho, a na- 
tional law that protected Japan's small 
shops, has been revised under pressure 
from the US. The Daitehno, or Large Scale 
Retail Store Law, was passed in the 1970s, 
protecting the small shopkeepers from big- 
store competition by giving them veto 
power over the construction of large stores 
in their neighbourhoods. 

US trade negotiators made the abolition 
of the Daitenho a crucial factor in the Struc- 


lad "Nanniwan," named after a village in 
Shaanxi province, southeast of the legen- 
dary Yan'an, headquarters of the com- 
munist guerillas in the late 1930s. The 
 Song's contrast between the old Nanni- 
wan in the middle of "uninhabited, 
wild mountains," and today's scenery of 
"crops everywhere, oxen and sheep 
abound" somehow seems ironic. In fact, 
his rendition of the tune at a public con- 
cert in January 1987 enraged a Long 
March veteran and first got Cui in trouble. 
He was dragged off stage and banned 
from performing in public for a year. 
Initially a trumpeter with the Peking 
Symphony Orchestra, Cui founded his 
first band, "Seven-Ply Board," in early 
1986 and was soon after dismissed from 
the ensemble. During the pro-democracy 
movement in spring 1989, he played a few 


tural Impediments Initiative talks, arguing 
that the small shops, and the web of 
wholesalers that supply them, constitute a 
structural trade barrier to getting US goods 
to Japanese consumers. 

It is true that Japanese consumers have 
at last become aware that they pay the 
highest prices in the world, and they have 
indeed become more vocal on the need for 
lower prices. But mightn't the giant chain 


stores be just as guilty of keeping prices up 





Not yet gone, but going. 


as the small shops — if not more? “I can al- 
ways find better bargains, and fresher ve- 
getables, on Nishiki Shopping Street, than I 
can at Jusco Supermarket," says Sachiko 
Yamada, a Kyoto resident who prefers old 
shops to modern supermarkets. 

No one was more excited about the US 
demands to change the law than the Japan 
Chain Store Association, whose members 
are eager to open new large stores through- 
out the country. However, the notion that 


supermarket sets aside 100 m? of floor space 
for imported goods, the store will not be re- 
quired to negotiate with local merchants as 
they have had to do in the past. "Im- 
ported" does not necessarily spell “Ameri- 
can," however — nor has it ever meant 
"cheap" for consumers in Japan. 

Within a few months of the law's revi- 
sion, over 60 companies applied for permis- 
sion to open large-scale stores (over 1,500 
m? of floor space). The mighty Ministry 
of International Trade and Industry 
has lately instigated a programme 
to help small businesses compete 
with the supermarkets, according 
to officials. The scheme offers fi- 
nancial incentives for shopping 
street associations, mostly compris- 
ing traditional family stores, to 
"modernise" in line with govern- 
ment plans. 

At present, there are over 60 
grassroots protest groups fighting 
re-development projects in Kyoto 
alone. Some of them voice anger at 
the loss of the historic character of 
the city; others decry the loss of tra- 
ditional wooden structures whose 
artistry and craftsmanship can no 
longer be duplicated. 

But "modernisation" of the shop- 
ping-mall variety could itself spell 
the doom of the machiya and the 
way of life they embody. 

After a three-year battle, Mrs Nakan- 
mura's neighbourhood did finally manage 
to have the city government place a re- 
straining order on the construction project 
that threatened Furukawa Street. Barely six 
months later, however, the order was re- 
scinded and the fight goes on to stop it. The 
site is now a vacant lot. Her shop and 
others on the block were simply casualties 
in the continuing battle over the future of 
one of the world's oldest and safest historic 
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The revised law does state that if a new 





songs to the student hunger strikers in 
Tiananmen Square, finishing with a mov- 
ing acoustic version of his ballad "A Piece 
Of Red Cloth." The same year saw the re- 
lease of his first album, "The Rock "N' Roll 
Of The New Long March" — a more in- 
trospective and poetic, even romantic, 
effort than his latest hard-hitting offering. 

The new collection starts with the 
lines: "The problems in front of us are just 
too many/There's no way to solve them/ 
But the fact that we never have the 
chance/Is in itself a bigger problem," and 
ends with the song "The Last Rifle," the 
background of which indudes gunfire 
sounds. The song’s lyrics, like those for 
"Like A Knife," are ostentatiously missing 
from the album's inner cover. 

Cui's earlier success "Nothing To My 
Name" had been an anthem of the 1989 


cities. 





student movement and, like many Chi- 
nese intellectuals, he seems to meditate on 
its tragic end in many of his songs. Per- 
haps the most poignant is “Opportunist”: 
"Out of the blue came our chance/Hollow 
and Aimless . . . We are inexperienced/We 
do not like the past/But in our hearts we 
know we have to do it/There will surely be 
a new outcome." Dicey words in the post- 
Tiananmen official orthodoxy. 

Following the release of the album, Cui 
was even allowed to give a live perform- 
ance during the Chinese Lunar New Year 
celebrations. How this recording made it 
past the hawk-eyed cadres in charge of 
ideological correctness remains a mystery. 
The answer, like those to many other 
questions in China, may be blowing in the 
political wind inside the crimson walls of 
Zhongnanhai. m Matt Peters 
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Uphill all the way 


At Home in the Himalayas by Christina Noble. 
Collins, London. £15.00 (US$28.60). 


It all began with a holiday in 1970, a six- 
week walk from Manali, near the head of 
the Kullu valley in the north Indian state of 
Himachal Pradesh, through the western 
Himalayas to Kashimr. Towards the end 
Christina Noble wrote in her diary: “I look 
at the trees and flowers and the light and 
shade. I am exhilarated to be without 
everyday anxieties — or comforts.” 
Kashmir struck a sour note. “I was 
disenchanted, and loathe to accept 
the intrusion of the real world . . . So 
I went back to Manali.” The bug had 
bitten; she has been wintering in Bri- 
tain ever since, while making Manali 
her base for the rest of the year. 

Being a practical sort of idealist, 
she spent the first winter in London 
setting up a trekking company, and 
by May she was back in the Hima- 
layas, re-establishing contact with 
friends, gathering staff, and pros- 
pecting routes for her first clients. 
Over the years the organisation 
flourished. She herself "settled 
down,” if that is a term that can 
apply to such a peripatetic person, 
and started a family. 

Although they now have a house 
of their own, they lived for years 
in rented accommodation, with all 
its various drawbacks. One chapter 
begins: “The flush was not mate- 
rializing. (You find yourself using 
the continuous tense in India not 
just because it is a direct translation 
from Hindi but because so often it 
is apt.) I had tried both the carrot 
and the stick.” The landlord’s reluc- 
tance to install plumbing promised 
two years earlier was the tip of an iceberg 
of complaints which eventually led to a 
move. 

Domestic arrangements tended to be 
haphazard until the arrival of Boura 
Singh. He wasn’t what they wanted. 
Noble had been hoping for a man with 
a wife who would help with her baby 
son, but they agreed to take him on tem- 
porarily as cook. “Boura Singh hadn't 
been with us for more than a day or 
two when he found me sitting on the bed- 
room floor with my head in my hands, 
while Rahul howled inconsolably. He 
picked the baby out of my lap, cradled 
him firmly in his long arms and instant- 
ly soothed him into silence. "You see, 
I know everything about children; I have 
four and there are so many in our house'." 
Boura Singh became a fixture, an integral 
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A village in Zanskar. 


part of their extended "family." 

As tends to happen in India, people 
who worked for Noble became her respon- 
sibility, turning to her with their problems; 
involving her in their tragedies. When the 
daughter of Chamba, one of her original 
staff, dies after three agonisingly anxious 
days in the hospital, she writes: "It seemed 
impossible to accept the loss. What arbi- 
trary will had decided to end Nomo’s life? 
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There was no comfort to be offered and I 
could find none for myself." 

This sense of responsibility extends in 
other directions too. Until 1975 the Zanskar 
region had been closed to foreigners. As 
soon as it was opened up, they visited 
Zanskar themselves, but initially she de- 
cided against taking clients there. "What 
would be the effect of tourists with big 
cameras and scanty clothes, even if they 
were on a voyage of self-discovery and 
psychological adventure, on the relatively 
cashless economy, on the limited resources 
of food fodder and fuel?" she writes, admit- 
ting, "I didn't want Zanskar's 'unspoilt- 
ness' spoilt." She had to come down off her 
high horse, but stopped taking parties 
there when the degeneration she had 
feared made it unpleasant. 

Her descriptions of the Zanskar trek, 
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and others, are incredibly evocative. Wet 
mist soaks into your clothes and senses, 
you blink at the harsh clarity of the light, 
smell wildflowers or woodsmoke, and mar- 
vel at the author's powers of observation 
and ability to transfer her feelings onto the 
printed page. The magnificence of the scen- 
ery is a backdrop for the people. There are 
some funny incidents, but also some very 
scary ones, so coolly related that they pro- 
duce goose-pimples. 

Although At Home in the Himalayas has 
been described as autobiography, it is as 
unconventional as its author. The picture of 
a carefree young woman maturing, should- 
ering responsibilities she can hardly have 
imagined at the outset of the adventure, 
seems to emerge almost accidentally. 

Noble is refreshingly reticent about 
dose personal relationships. What she 
does share freely, and in superbly craft- 
ed prose, is her emotional involvement 
with the mountains, and more particularly 
with the people that live there. She is sen- 
sitive to their beliefs and customs, apprecia- 
tive of their innate courtesy and generosity 
of spirit, and always ready learn from 
them. 

As the modern world, bringing the ap- 
parent advantages of transport, medicines, 
food supplies and education, along with 
the trash and trappings of consumer so- 
ciety, seeps further into the remote moun- 
tains, we can count ourselves lucky that 
Noble got there first. Whatever changes 
come, this book will remain a superb and 
sensitive record of how things used to be. 

m Sue Earle 





Much the same 


Power and Difference: Gender in Island 
Southeast Asia edited by Jane Monnig Atkinson 
and Shelly Errington. Standford University 
Press. US$49.50 (cloth), US$14.95 (paper). 


The raw deal suffered by women in 
India and China has long been exposed in 
the vivid writings of morally outraged 
Western observers. The horrors of suttee 
and the inhumanity of bound feet were 
obvious to all. By contrast, the people 
of island Southeast Asia, popularly charac- 
terised as happy-go-lucky, gentler and 
closer to nature, have been seen as enjoy- 
ing more equal and more complementary 
relations between men and women. 

It is this oversimplified perception that 
the 12 social anthropologists seek to refine 
and correct in this extremely scholarly, 
detailed and thorough examination of 
"gender" (as contrasted to "women") — 
that is, "as a cultural system of practices 
and symbols implicating both men and 
women." 

One of the topics explored is the way in 
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Engineering wealth at Indosuez is a Private 
Banking service. 


It is designed for individuals and families for 
the safeguard and growth of their estate through 
professional investment management. 


Safeguard is achieved through balance and 
harmony in investment portfolios assembled 
with the same creative care and protection of 
confidentiality necessary in fashion design. 


Indosuez Private Banking safeguards your 
estate, thanks to its expert investment counsel- 
lors, its research and market expertise, and to its 
global network in 65 countries. 


Engineering wealth means a strategy of 
safety - in harmony with the times. 
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which speech reflects status and prestige 
in several Indonesian communities (Java, 
Kalimantan and Sumba), ironically allow- 
ing women (who do not have access to 
men’s formal ritual speech by virtue of 
their lower social status) more room for 
manoeuvre, freeing them from “the bonds 
that tie language, status and the style 
of encounter so closely for high-status 
people.” 

Among the Weyewa of Sumba, for 
example, men are fined for mistakes in 
their use of ritual speech. Otherwise divine 
retribution might ensue, since this is the 
speech used for speaking to the ancestors. 
Women’s ritual vocal expression, on the 
other hand, is addressed to living people; 
it is heard in placation and mourning rites 
and is assessed in terms of its capacity 
to produce tears and sadness in its listen- 


— ers. 


Other chapters look at changing roles 
and aspirations, the influence of the wider 
society and the nation, and the interplay 
between home-grown concepts and those 
imposed by the coloniser over time. One 
essay shows that the contrasting Batak 
characterisations of women — from the 
cheerful, unmarried female adolescent to 
the downcast, tearful bride and the asser- 
tive, established wife — reflect the ten- 
sions inherent in Batak marriage and kin- 
ship. 

Another contribution, dealing with the 
Ilongot people of the Philippines, looks at 
the very incomplete acceptance of alien 
Spanish Christian notions of paternal au- 
thority and the value of female virginity, 
the subsequent influence of the more liberal 
American colonisers, and finally images of 
women after independence. Here, an in- 
vestigation into the changing situation of 
Filipina domestic workers abroad could 
conceivably round out the picture. 

The emphasis running through all the 
essays is that in the island Southeast Asian 
communities "men and women are funda- 
mentally the same sorts of beings who are 
differentiated primarily through their ac- 
tivities, not in their fundamental nature." 
Indeed, among the Wana of Sulawesi, the 
wish to be the "same sorts of beings" ex- 
tends even to a myth that men were once 
the bearers of children. Although they then 
handed this task over to women, the no- 
tion prevails that men are pregnant first 
and then transfer the pregnancy to women 
seven days later. 

Among the Wana, as among many of 
the other peoples of the region, there are 
few rules about what men and women can 
aspire to; the difference lies only in the 
practical effects. Hence, a Wana woman 
who becomes a powerful Shaman has not 
broken the rules but "beaten the odds." 
Nevertheless, in general it must be said that 
women do not often beat the odds and that 
men usually have the edge in social and 
public life. m Diana Martin 
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Old China Hand 


China Memoirs: Chiang Kai-shek and the 
War Against Japan by Owen Lattimore, 
compiled by Fujiko Isono. University of Tokyo 
Press, Tokyo. 314,500 (US$33.60). 

When Owen Lattimore died at the age 
of 88 in May 1989, most editors must have 
had to scurry far back in their files to re- 
cover the salient biographic data on this 
nearly forgotten man. 

For five years, however, in the early 
1950s, the name was a front-page item in 
American newspapers. After the sensa- 





Lattimore and Chiang Kai-shek, Chungking, 1941. 


tional February 1950 disclosures of Wiscon- 
sin Sen. Joseph McCarthy concerning a 
pro-communist espionage ring within the 
US State Department, it was "open season 
on China specialists,” wrote one of McCar- 
thy's targets. Throughout the month, on 
and off the floor of the Senate, McCarthy 
brandished his secret lists of 205 names, 
then 57 names and finally 81 names of 
"Soviet agents." The press obliged by hun- 
grily pleading: “Who are they? Give us the 
names, Joe.” 

Finally, after public curiosity was 
adequately aroused, McCarthy called a 
press conference to reveal name number 
one on his hard-core list. It was Owen 
W. Lattimore. Although never employed by 
the State Department, Lattimore was an ex- 
pert on Inner Asia who had been consulted 
on occasion. McCarthy would stand or fall, 
he said, on the single case of Lattimore, the 
“top espionage agent,” “the top Russian 
spy,” and the obvious place to find an ex- 
planation for the recent “loss of China.” 

With the measured precision for which 
he was renowned, McCarthy later modi- 
fied his charge against Lattimore to “one of 
the top” Soviet agents. Former communist 
Freda Utley had reminded McCarthy that 
Kremlin spy-masters prized Lattimore’s 
value as a propagandist far too highly to 
employ him as a mere “expendable” es- 
pionage agent. 

Repeatedly over the next few years, Lat- 
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timore’s name was cleared at one Congres- 
sional and State Department hearing after 
another. And in 1955, a Federal judge dis- 
missed perjury charges against him, saying 
that they were so “formless and obscure” 
that any trial of Lattimore would “make a 
sham of the Sixth Amendment.” But the 
damage to his reputation was done. His 
employer, Johns Hopkins University, did 
not dismiss him but effectively silenced 
him. The Walter Hines Page School of In- 
ternational Relations, of which Lattimore 
was the director, soon folded. 

With his career in tatters, Lattimore ac- 
cepted a teaching Loot in England. 
China Memoirs scarcely hints at the anguish 
caused by the McCarthy years. Gener- 
ously, he has termed this 
period only a “small chap- 
ter" in a good life. As re- 
lated in conversations with 


his longtime associate 
Fujiko Isono, Lattimore's 
extraordinarily adventur- 


ous life appears to have 
been lived with passion 
and elan. 

Nevertheless, like so 
many of the other victims 
of the "Who Lost China?" 
inquisition, Lattimore suf- 
fered a personal tragedy. 


Tom Wicker, in an 
obituary, wrote that two 
well-informed acquain- 


tances of his, neither given to right-wing 
suspicions, told him that they were sur- 
prised to learn that Lattimore had been in- 
nocent of the charges. They knew that 
McCarthy had exaggerated but neverthe- 
less had always remained under the im- 
pression that Lattimore was somehow 
"taint 

In addition, however, Lattimore's fate 
was a national misfortune. His knowledge 
of the history, languages, geography and 
nascent nationalism of the "Inner Asian 
Frontiers of China" (the title of his 1940 
study), was probably unique among 
Americans. To muffle and discredit the 
voices of Old China Hands like Lattimore, 
Jack Service and John P. Davies was to 
deny the US of the counsel of its best in- 
formed Asian experts in a decade when 
they were sorely needed. The sacrifice of 
their careers on an altar of political fear and 
expediency sent a chilling message of in- 
timidation to others. 

China Memoirs is a thoroughly engaging 
account of more than a half century 
of Lattimore's Asia-centred years. During 
World War II, he served as an adviser to 
Chiang Kai-shek. How a confidant who ad- 
mired the anti-communist Generalissimo 
("I still think that he was a great man") and 
enjoyed his trust could be pilloried a few 
years later as Stalin's top spy is just one of 
the intriguing puzzles explored in this 
book. B John H. Boyle 
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.. AMID THE WORLDWIDE EUPHORIA over equities, investors should not 
_ forget that a commensurate recovery in global business activity is 
$ still some way off. A number of land mines have to be defused be- 
_ fore the recession can be declared over in North America, Britain 
. and Australasia. The slowdown in continental Europe and Japan is 
only just beginning. 
ie The good news is that oil prices are back to where they were be- 
_ fore the 2 August invasion of Kuwait. This has helped central 
banks, in the US in particular, to cut interest rates. On the face of 
. it, the Wall Street-led rally in equities (and bonds) started after the 
.. ground offensive began against Saddam Hussein. Investors were 
. confident it would be a short war and that al consumer confi- 
. dence would return. (With all the bearish news apparently out the 
. Way, even gold might make a recovery, some say.) 
In reality, global equity prices bottomed out in August. Since 
. then, the Morgan Stanley Capital International World Index has 
. risen 15.3%, and is now only 10.5% off the all-time high it reached 
_in January 1990. This raises the question of whether much of the re- 
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| Not out of the woods 


covery in economic momentum, and thus corporate earnings, has 
already been discounted. 

Three big imponderables remain. First, the Uruguay Round of 
trade talks has been restarted, but there is still a long way to go be- 
fore an agreement can be reached that might breath new life into 
the Gatt. Rural-based economies, such as those of Australia and 
New Zealand, are heavily dependent on a favourable outcome to 
the talks. 

Second, the credit crunch exerted by the banking system is still 
hurting borrowers. This suggests that a lot of freshly issued equity 
will be in need of absorption in the coming months. 

Third, there are still no indications that the end of the US reces- 
sion is in sight. Most investors appear to have assumed that a short 
Gulf War would mean only a brief US downturn. They may be 
right, but this will probably depend on a recovery in the heavily de- 
pressed market for residential construction. 

All these reservations do not contradict the existence of a US 
stockmarket rally, which is broad enough and deep enough to rep- 


Latin American revival offers investment opportunities 


bingo for the gringo 


HE HISTORY IS UNEDIFYING to say 

the least: high inflation, corrupt 

military dictatorships and, more 

recently, international indebted- 

ness that has not only crippled economies, 

but also the banks that lent the money. So 
who wants to invest in Latin America? 

Quite a few people, it seems, if the 

number of US-based analysts 


By Michael Taylor 


the world economy (REVIEW, 19 Sept. '90). 

The corollary, analysts say, is not 
just that the economies and companies are 
likely to prosper, but that the local stock- 
markets will become more important 
within those economies. For example, 
while the capitalisation of the US stock- 
market is around 60% of GDP, the capitalisa- 





tions of the bourses in Venezuela, Brazil 
and Argentina are less than 10% of the re- 
spective GDPs. Those ratios are likely to rise 
as a result of privatisation programmes and 
sharp rises in equity prices, or so it is ar- 
gued. 
But direct investment in Latin America's 
markets is not easy. Only Argentina — 
perhaps the continent's least at- 


reported to be touring the 
boardrooms of South American 
companies is any guide. Part of 
this new-found interest stemis 
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Latin America’s mixed fortunes 
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tractive investment proposition 
— can be said to be truly open 
to direct foreign investment. 

In Mexico, the shares of 
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from the amount of Latin 
American sovereign debt which 
has been converted into cor- 
porate equity. Reluctant hold- 
ers of South American debt 
found themselves the owners 
of companies about which they 
knew little. 

But analysts suggest that 
Latin America is also undergo- 
ing fundamental political and 
economic change, in which the 
deficit-financed, inflation-prone 
dictatorships of the 1970s and 
1980s are being replaced by de- 
mocratic governments committ- 
ed to integrating the region into 
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most listed companies are split 
in a 51:49 ratio into class A 
shares, which cannot be bought 
by foreigners, and class B 
shares, which can. Generally, 
the latter command a premium 
over class A shares. In Brazil 
and Chile, investment restric- 
tions are complex and onerous. 

Closed-end funds and unit 
trusts which circumvent these 
problems have already been 
launched in New York and 
London, but none is authorised 
in Hongkong. That is about to 
change. GT Management's 
Latin American Fund is cur- 
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resent a genuine improvement in sentiment. But the best part of 
the rise in share prices may be over already, at least for the time 
being. 
However, the resilience of the US dollar since the Federal Re- 
serve reduced interest rates at the beginning of February suggests 
that investors are staying in the market in the expectation that rates 
elsewhere will follow suit. The rally has been reinforced by interest- 
rate cuts in Britain and Spain, as well as by rumours in Japan that 
the cost of credit might fall before the end of this month. 

Recent tax increases in Germany, to pay for reunification, 
suggest that interest rates have peaked there, too. But it may not be 
until the second half of the year before German monetary policy 
eases. Meanwhile, the strength of the US dollar promises to ease 
some of the competitive pressures on European industry. This will 
help profit margins at a time when demand for manufacturers’ out- 
put is weakening. 

Although borrowing costs are likely to fall, Japan will have 
to little to cheer about on corporate profits. Public works spend- 
ing at home may keep company orders ticking over, but there 
is unlikely to be an export bonanza for Japan from the Gulf. 
Kuwait is awarding reconstruction contracts to firms from US and 
Europe. 

Much of the money from those contracts will be recycled to 
Asia’s poorest countries in the form of workers’ remittances. The 
stockmarket that might benefit most directly is Manila’s, which has 
already seen a 85% rise in the composite index since September. 


The peace dividend 





By contrast, Indonesia’s oil-dependent prospects have ensured that 
Jakarta's response to the end of the Gulf War has been more muted 
than anywhere else in East Asia. 

Thailand's bourse appears to have taken the 23 February mili- 
tary coup in its stride, but the new government still has to contend 
with an overheating economy. Interest rates are likely to remain 
high for a long time. Foreign investors will hesitate to buy Thai 
stocks for economic, as well as for political, reasons. 


m Nigel Holloway 


rently wending its way through the au- 
thorisation process in Hongkong. When 
launched, it will probably be a unit trust 
with a minimum investment level of 
US$1,000, frontend fees of 5% and an an- 
nual charge of 1.5%. 

The fund will have access to markets 
in Mexico, Brazil, Chile, Venezuela and 
Argentina, though it is expected that in the 
first year the fund’s greatest exposure will 
be to Mexico and Chile. 

Two general Latin American funds were 
launched in July 1990. The Latin American 
Investment Trust, a US$80 million invest- 
ment trust authorised in London, is cur- 
rently a little above its issue price, having 
fluctuated quite sharply. The Latin Ameri- 
can Investment Fund, a New York closed- 
end fund, has fallen from an issue price of 
US$15 to around US$14 and is trading at a 
discount to net-asset value (NAV). 

David Eaton, of Schroder Securities in 
London, says: “The regional funds tend to 
do better than the country-specific ones. 
The potential is enormous, as evidenced by 
the performance of the Chile and Mexico 
markets in recent years.” 

A number of Chile funds, mostly listed 
in London rather than New York, are open 
to investors. Salomon Brothers was first in 
the field, launching the Chile Fund at 
US$15 a unit in September 1989. The price 
now hovers around the US$20 level. The 
Genesis Chile Fund started trading in Nov- 
ember 1989, and it has risen nearly 68% 
during the past year. GT Management's 
closed-end Chile Fund, launched in Feb- 
ruary, has risen about 30% during the year. 

As for Mexico, three closed-end funds 
are listed on the New York Stock Exchange, 
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all of which have traditionally traded at dis- 
counts to NAV. Nomura’s Emerging Mexico 
Fund opened at US$12 in October, and is 
currently languishing at around US$11. 
though this represents a 17% discount to 
NAV. 

Merrill Lynch’s Mexico Fund, launched 
in 1981, has consistently underperformed 
the market. But a Latin American Securities 
unit trust called Mexican Investment Co., 
which is listed in Luxembourg, opened at 
US$10 in November 1989 and now trades at 
US$15-16. 

If the record of Chile and Mexico funds 
tends to support the argument that the next 
emerging markets will be found in Latin 
America, the performance of Brazilian 
funds is rather sobering. Latin American 
Securities launched the Brazilian Invest- 
ment Co. in December 1987 at US$10 a 
share, and it now trades at around 
US$7.80, having fallen by around 40% over 
the last year. The New York-listed Brazil 
Fund was launched in March 1988, and it 
has fallen in value by about 26%. 

Investors should remember that the 
usual laws of risk and reward are unlike- 
ly to be suspended for Latin America. 
And black spots remain. President Carlos 
Menem cuts an unimpressive figure in 
Argentina, and Brazilian President Fer- 
nando Collor de Mello has won few ac- 
colades in his just-completed first year in of- 
fice. Similarly, the debt burden still weighs 
heavily on the region, and while the im- 
proving export performance of Mexico 
and Chile lowered their debt-service ratios 
by more than 40% and 20% respectively in 
1988-91, progress is much slower in Brazil 
and Argentina. E 
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CURRENCIES 


The reign 
of Spain 


By James Bartholomew in London 


WO EUROPEAN CURRENCIES, the 
I Spanish peseta and sterling, offer 
high short-term interest rates of 
14.5% and 13.5% as of 18 March. It is the 
peseta that is catching the eye of investors, 
who are banking on the currency's mem- 
bership in the European Exchange Rate 
Mechanism (ERM) as a hedge against loss. 
The risk associated with a high-yielding 
currency is devaluation, but in the case of 
the peseta, that risk appears to be greatly 
reduced by its ERM status. In fact, the peseta 
is pushing at the ceiling of the ERM, not 
bumping along the floor as is sterling. 


EMS currency rates 
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The ERM is an arrangement whereby 
nine European currencies are linked to- 
gether. Exchange rates are fixed among 
the currencies, and the intention is to 
prevent any currency from fluctuating in 
value by more than 2.25% or 6%. Most of 
the currencies are in the 2.25% range, but 
the peseta and sterling, being relatively 
new members of the mechanism, are less 
closely restricted. They are both in the 6% 
range. 

Jeremy Hale of Goldman Sachs in Lon- 
don offers several reasons for the peseta’s 
strength against sterling. Britain is due to 
have an election within the next 15 months, 
putting political pressure on the govern- 
ment to bring down interest rates. High in- 
terest rates are helping to support the cur- 
rency. 

Hale says the foreign-exchange market 
expects Spanish interest rates to fall later 
than those in Britain and less quickly. The 
Bank of Spain, the central bank, has main- 
tained a tight monetary policy to reduce in- 
flation that stubbornly ran at 6.7% last year, 


above other ERM countries. 

Another factor is that British interest 
rates, though high by international stand- 
ards, are not as high as in Spain. Moreover, 
the recent abolition of a 25% withholding 
tax on non-resident holdings of Spanish 
bonds has encouraged more buying of 
pesetas from abroad. 

In the long term, Spain is likely to con- 
tinue to attract direct foreign investment, 
which should help to buoy the peseta. 
Goldman Sachs says Spain, with its special 
advantages as a developing country within 
the EC, should enjoy long-term economic 
growth, which will also support the cur- 
rency. 

The danger for peseta holders is that 
strong cyclical economic growth in recent 
years appears to be giving way to a slow- 
down. Demand for cars and housing is 
slipping, and industrial production is down 
nearly 2% from year-ago levels. Unemploy- 
ment, estimated at 15.6% of the labour 
force, is on the rise. 

This slackening of the economy is likely 





JAPANESE 


MARKETS 


Stocks to count on 


By Anthony Rowley in Tokyo 


HILE MOST ANALYSTS CONTINUE to 

expect a significant correction to 

recent strength on the first and 
second sections of the Tokyo Stock Ex- 
change (TSE), the over-the-counter (OTC) 
share market has already suffered such a 
major trauma that is thought to be invul- 
nerable to further shocks. 

Following the TSE crash last year, the 
Nikkei OTC Average continued to scale 
new peaks, seemingly oblivious to the fall 
in second-section (smaller capitalisation) 
stocks with which OTC counters are usually 
compared. Then came the reckoning: the 
index tumbled by 50% between July 1990 
and February 1991. 

Many OTC stocks are said to have 
superior growth prospects to those of larger 
Japanese companies. OTC stocks — the cur- 
rent number of around 350 is likely to be 
swelled this year by another 100 issues this 
year — are now selling on an average price- 
earnings (p/e) ratio of 46. This is demand- 
ing by international standards, but not by 
Tokyo's. 

More to the point, the average multiple 
is about the same as that for TSE second- 
section stocks, yet OTC stocks are normal- 
ly expected to carry a premium because 
they represent “younger” companies with 
strong growth prospects. 

OTC stocks are generally not as interest- 
rate sensitive as big board stocks, because 
smaller companies are often better placed 
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to generate funds internally. This is an im- 
portant factor when interest rates are high 
in Japan and likely to remain so for some 
time. 

Miyoshi Takeuchi of Jardine Fleming in 
Tokyo believes that OTC stocks are now "re- 
latively cheap” and represent good value. 
This view is echoed by Ichiyoshi Securities, 
a medium-sized Tokyo brokerage which 
specialises in OTC stocks. 

Jardine’s Takeuchi favours OTC com- 
panies involved in “displays” for conveni- 
ence stores, supermarkets and shopping 
centres, which are proliferating in Japan. 
Whereas the overall growth of capital 
spending by all businesses is expected to 
fall to about 2% in 1991, retailers are likely 
to raise spending by around 20%. 

Favoured stocks in this sector are 
Nomura Kogeisha, Ask Planning and Nis- 
sho Interlife. The latter is selling on a p/e of 
around 150; more reasonably, Nomura 
Kogeisha is on a multiple of 40 and Ask 
Planning is on 60. 

With the US market for semiconduct- 
ors “coming back to life,” according to 
Takeuchi, Japanese OTC stocks related to 
semiconductor production are likely to be- 
come fashionable. These include Techno 
Ryowa, which makes so-called “clean 
rooms,” Taiyo Ink, which produces special 
ink for printed circuits, and Innotech, 
which imports US semiconductor software 
into Japan. 
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to lead to lower inflation, which would per- 
suade the Bank of Spain to allow inter- 
est rates to fall, according to Shearson 
Lehman. And if a decline in interest rates 
starts in earnest, attitudes about the peseta 
may change rapidly. 

Instead of being at the top of the ERM 
range, the peseta could fall to the bottom, 
implying a drop of up to 12% in value. 
A 12% drop would be the theoretical 
maximum fall within the ERM, but the cur- 
rency will probably stabilise after a smaller 
decline. 

The high interest rate payable in the 
Spanish currency may be enough to com- 
pensate short-term peseta depositors, but 
only if their timing is impeccable. Perhaps a 
better bet would be Spanish medium- or 
long-term bonds, the former offering yields 
of about 12.5%. The prospect of a possible 
capital gain in these bonds as well as a 
good interest rate in the meantime might 
more than compensate for any weaken- 
ing of the peseta against other European 
currencies. * 


Software companies are a speciality 
of the OTC market. An interesting counter 
in this sector is Shin Nihon Shokaiyu, 
which carries out environmental as- 
sessments, including those made on be- 
half of Japanese official development 
projects. Some 70% of the company’s 
sales are public-works related, where 
the government is set to expand spending 
sharply. 

Relatively young though the OTC market 
is — at just over 10 years — it has its own 
“blue-chips,” which include Levi Strauss 
Japan (jeans maker), Torii (pharmaceuti- 
cals) and Japan Knowledge Industry, a pro- 
vider of information systems. Jardine rates 
all three a buy. 

According to Takeuchi, around 70% of 
all OTC issues are now tradable on most 
days, a roughly similar ratio to that on the 
TSE second section. The more new listings 
and the more liquid the market becomes, 
the less volatile is the price. 

OTC stocks in Tokyo are not traded on 
the TSE but through the Japan Securities 
Dealers Association. From October, the 
current semi-automated links between 
dealers and brokers will be replaced by a 
fully computerised clearing system known 
as the Japan Association of Securities Deal- 
ers Automated Quotation System, or JAS- 
DAQ. 

Dealing in the OTC market is relatively 
easy, for domestic and foreign investors 
alike. Brokers normally deal in a minimum 
of 1,000 shares which can represent a mod- 
est outlay if the stock price is, say, ¥50 
(36 US cents). But in the case of high 
priced (in nominal and not earnings terms) 
stocks such as translation-system maker 
THK, a lot of 1,000 shares currently costs 
¥14.4 million. Li 
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Constructive thinking 


By Julian Baum in Taipei 


OREIGN INSTITUTIONAL INVESTORS 
F have been wary of jumping into the 

Taiwan stockmarket in the three 
months it has been open for select foreign 
investment in 1991. The reasons: the mar- 
ket's excessive volatility and local investors’ 
preference for playing the Taiwan Stock Ex- 
change (TSE) index rather than following 
corporate fundamentals. 

But with the government's NT$8.2 tril- 
lion (US$301 billion) infrastructure-deve- 
lopment plan now before the nation’s legis- 
lature, along with some positive long-term 
trends in certain sectors of the economy, 
foreign investors are taking a more active 
interest in the world’s 13th-largest trading 
country. The scarcity of multinational com- 
panies in Taiwan and a shortage of well- 
known brand names is no longer putting 
off fund managers. 

Analysts say market volatility, the hall- 
mark of the TSE, is beginning to subside be- 
cause of the tight monetary policy of the 
Central Bank of China. The TSE has thrived 
on the excess cash in the nation’s economy, 
which analysts estimate at NT$20 billion to 
NT$40 billion. But with the central bank 
sticking to its monetary policy and the pros- 
pects of large bond issues and the capitalisa- 
tion of new private banks soaking up more 
funds, analysts say the market is beginning 
to stabilise. 

Moreover, the government is believed 
to be pleased with the 4,000-5,000 range of 
the TSE index this year. The index closed at 
4,909.22 on 15 March, up 650.29 points 
from 3 January. An index level any higher 
would endanger the government's ability 
to float government bonds needed to fi- 
nance its six-year development plan and an 
operating budget deficit estimated at 
NT$310 billion for the fiscal year beginning 
on 1 July. 

As cash becomes scarcer, investors will 
increasingly be forced to pay more atten- 
tion to corporate performances. In the 
medium and long term, one investment 
strategy will be to look at which companies 
will gain from infrastructure spending. The 
proposed six-year plan will include an esti- 
mated NT$5.3 trillion in capital spending, 
roughly one-third of which will be spent on 
transportation projects and another one- 
quarter on housing and energy construc- 
tion. 

Construction and cement companies will 
benefit from such government largesse, 
though in the construction sector, the lion's 
share of contracts is expected to go to big 
state-run enterprises and foreign com- 
panies. Pacific Construction Co. is uniquely 
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licensed to carry out major construction | 


as well as planning and development work 
in Taiwan. Pacific already holds NT$7.3 
billion in government contracts, mostly 
rapid transit and public housing pro- 
jects. 

The company has a profitable foothold 
in the local real-estate market through its 
subsidiary Pacific Rehouse Corp., an un- 
listed company established in 1985. In addi- 
tion, Pacific Construction’s joint-venture 
department store with Sogo of Japan, Sogo 
Pacific, boasts a 22% market share and sales 
volume of NT$522 million in 1990, or dou- 
ble that of any other retail store on the is- 
land. 

Kuochan Development & Construction 
Co. also has bagged a share of government 
contracts for highway and rapid-transit 
construction projects, notably the second 
north-south freeway and the Taipei rapid- 
transit system. Kuochan’s earnings of 
NT$338 million in 1990 were down almost 
50% from a year earlier, but analysts project 
a recovery this year on estimated revenue 
of NT$4.5 billion. 

Kuochan has diversified into real estate 
and, among other investments, holds a 
49% stake in unlisted domestic carrier Fosh- 
ing Airlines, which has received approval 
to go international. Foshing, which is plan- 
ning to list on the TSE later this year, is con- 
sidering an investment of NT$20 billion in 
24 European Airbus aircraft to fly regional 
routes in Asia. 

Despite constraints on raw materials 
and lack of space to expand, the oligopolis- 
tic cement industry should profit hand- 
somely from the government's infrastruc- 
ture spending spree. Taiwan Cement 
Corp., with an estimated 28% of market 
share, has close government ties. The com- 
pany sustained heavy losses last year from 
equity investments gone awry, but it 
nonetheless has a secure place in the con- 
tract business. 

Taiwan's fourth- and fifth-largest cement 
companies, Universal Cement Corp. and 
Chien Tai Cement Corp., are favoured by 
some analysts. Universal, which has a low 
debt-equity ratio, has turned in an impres- 
sive performance in recent years. Chien 
Tai has diversified into construction, and it 
has not been affected by the ambitious 
plans. 

Universals year-on-year earnings of 
NT$687 million in 1990 were up 9%, while 
Chien Tai’s earnings of NT$821 million 
were up 66%. Year-end price-earnings 
ratios were 15 and 19 respectively, low di 
Taiwan standards. 
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ASMAT ART 


Carving out a niche 


By Jonathan Friedland in Jakarta 


HE POWERFULLY RENDERED wooden 

sculptures of the Asmat, a tribal 

group of 70,000 people inhabiting 
the mangrove swamps of Indonesia’s 
southern Irian Jaya, have always been rare 
and beautiful works of art. Carved for ritual 
purposes, the ancestral totems, shields and 
spirit canoes of the Asmat are generally 
large and difficult to transport from their re- 
mote homeland. The soft wood is also 
prone to deterioration in colder, drier cli- 
mates. 

Good examples of Asmat sculpture — 
which is intended to facilitate communica- 
tion with the ancestors and to serve as a re- 
minder of vengeance among clans — are 
getting scarce, but some remarkable pieces 
occasionally become available. They are 
well worth the consideration of collectors 
who appreciate traditional wood-carving. 
Moreover, Asmat carvings, such as the 
antique carvings, textiles and pottery of 
other parts of Southeast Asia, could repre- 
sent an opportunity to build a reasonable 
collection in a particular artistic genre before 
prices have gone sky-high. 

Short of travelling to Irian Jaya, the 
best places to find the carvings are Jakarta, 
the Netherlands and Belgium, where sev- 
eral museum and exhibitions have 
raised public awareness of Asmat sculp- 
ture. Although it is difficult to put an ap- 
preciation value on Asmat art, collectors in 
Jakarta say there are probably no more than 
40 master carvers still at work. This would 
seem to hold the promise of a considerable 
potential for rising values in the next few 
years. 

Young Asmat are more likely to work 
for commercial loggers, taking them away 
from their villages for much of the year, 
than to learn the ways of a master carver. 
Missionaries, government officials and 
other outsiders have made their mark on 
traditional belief systems. And Indone- 
sian authorities have put an end to the con- 
tinuous internecine warfare that inspired 
and made necessary much of what is now 
considered Asmat art. 

The government recently began a pro- 
gramme to help train young carvers, but 
much of its emphasis is on the production 
of smaller sculptures for the tourist trade. 
Some of these modestly priced carvings, 
produced at the Asmat Centre in Agats, 
end up at the Sarinah Department Store 
and on Jalan Kebon Sirih Timor Dalam in 
Jakarta. So, too, say collectors and shop- 
keepers, do fakes produced by craftsmen in 
Java. 

The best known expression of Asmat 
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sculpture is the ancestor 
pole or the "bis." Made of 
an entire mangrove tree 
and its buttressing roots, 
bis depict a vertical line of 
ancestors crying out for re- 
venge. They are topped by 
an intricately stylised phal- 
lus. 

Traditional bis were 
up to eight metres in 
height. Most that have 
been transported outside 
the Asmat homeland to 
museums and galleries 
had to be cut into sections. 
With an eye towards com- 
mercial buyers, who first 
began arriving in the 
1970s, the Asmat are 
also now carving smaller 
pieces standing about two 
metres tall. If well render- 
ed, they can still be com- 
manding in their impact. 

According to Ani Bakrie Arbie of the 
Asmat Progress and Development Founda- 
tion in Jakarta, which is funding the pro- 
gramme to encourage young Asmat to 
learn master carving from their elders and 
which runs galleries in Jakarta and Brus- 
sels, the smaller bis range in price from 
US$950 to US$1,450 in Jakarta. In Europe, 
prices range from double those amounts to 
considerably more for particularly high 
quality pieces. 

This pricing scale also holds true for 
another form of Asmat carving, the soul 





An Asmat ‘bis.’ 


ship or “wuramon.” These bottomless 
canoes, which normally range from less 


-than a metre in length to up to three 


metres, are made by sub-tribes of the 
Asmat living along the Unir, Fai, Momats 
and Jets rivers and are used in male intia- 
tion rituals. The soul ships, also usually 

| = carved out of mangrove, 
carry an eerie cargo of 
" spirits in the form of hu- 
mans, giant  tortoises, 
crocodiles and birds. 
Wuramon available in 
Jakarta are similarly priced 
to the smaller bis. 

War shields are another 
format favoured by Asmat 
carvers. Up to 2 m in 
length and usually rectan- 
gular in shape, shields 
from the inland area of 
Asmat have geometric 
motifs, while those from 
villages closer to the coast 
often depict human fig- 
ures. All are designed to 
terrify the enemy. Despite 
an end to the head-hunt- 
ing and cannibalism that 
brought the Asmat noto- 
riety in the 1960s, shields 
still figure heavily in ritual 
rites and dances. At the 
Gallerie Asmat in Jakarta, shields range in 
price from US$125 to US$600. 

While the Asmat normally used soft 
mangrove wood for their carvings, the in- 
troduction of metal tools in the 1940s and 
1950s allowed them to fell and carve 
ironwood trees. Nowadays, many Asmat 
sculptures are made of this harder, more 
durable wood. Ironwood carvings, some of 
which have now strayed from traditional 
forms, hold up better in drier, colder climes 
and are less prone to insect infestation than 
mangrove. * 





CURRENCIES 


bigger bang for baht 


By Paul Handley in Bangkok 


HAILAND'S ECONOMIC GROWTH in the 

past four years has resulted in both 

high interest rates and a strong cur- 
rency. Finance companies are paying in- 
terest rates on some deposits of up to 
16.5%, making the baht an attractive cur- 
rency. 

Moreover, interest rates are expected to 
remain strong for the next couple years. 
The Bank of Thailand, the central bank, has 
to keep rates high to attract money from 
overseas to fund economic expansion, fore- 
cast at 9% this year. Substantially lower 
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rates would also fuel inflation and overheat 
the economy. 

In general, finance companies offer bet- 
ter interest rates than banks. Their rates for 
Baht 1 million (US$39,370) six-month de- 
posits are about 15.25%, 1% or so above 
those offered by banks. They also offer cer- 
tain customers 1% above the central bank’s 
15.5% interest ceiling on deposits. In addi- 
tion, they provide gifts and other incentives 
that help breach the rate limit. 

The second stage of the government's 
removal of foreign-exchange controls, due 
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| draw. For investors with proof that they 
ave brought money into the country, re- 
mitting it out will become simple. Bankers 
say a Baht 50,000-a-day allowance for trans- 
ions that do not require approval will 

o a long way towards easing remittance 

ieadaches for investors. 

-. “The central bank is only worried about 
big amounts, like US$10 million,” a banker 
says. The regulations also allow individuals, 

ven those domiciled abroad, to maintain 

~ foreign-exchange accounts at local banks. 
_ But all this does not make the baht a 
dream currency. It is more attractive to in- 
~-vestors such as those in Hongkong, where 
“the local currency is tied to the US dollar. 
.. Even though the baht is linked to a bas- 
- ket of currencies heavily US dollar-weight- 
ed, its movements are not predictable. 
ankers believe the US dollar's weighting 








a April, will make the baht even uie of 


has been adjusted downward in the past - 
year to 70-75% from 80-8596, In the US dol- 


lar's recent rally, the baht has lost about 2% 
of its value. 

Yet with Hongkong interest rates at 
about 6%, even a 4% exchange-rate risk can 
be covered by deposit-yield differentials. 
Compared with the high-yielding sterling, 
for example, the risks are not necessarily 
outweighed. 

Tax also must be calculated. Time de- 
posits are hit with a 15% withholding tax. 
For foreign companies, the tax is a whop- 
ping 25%, leading some bankers to ques- 
tion whether the central bank wants to 
build a secondary money market. But com- 
panies with a Thai domicile pay only 1% 
withholding tax on interest earned. This is 
one of the loopholes that allows finance 
companies to help big depositors get 
around the 15% rate. 











INGAPORE 


^... By N. Balakrishnan 
pu ONVENTIONAL WISDOM HAS IT that the 
v C biggest beneficiaries of the US$60 bil- 
oo lion task of rebuilding Kuwait will be 
|... US and European companies, a payoff for 
.. the countries whose armies helped defeat 
|... the invasion forces of Saddam Hussein. But 
-. there are reasons to believe that South and 
_ Southeast Asian companies may do even 
.. better, and some brokers say Singapore 
_ companies may be among those most 
-favoured by Kuwait. 
|... Neal M. Soss, chief economist for First 
_ Boston Corp. in New York, points out that 
construction is essentially a labour-inten- 
_ Sive industry, with most funds spent on 
- -basic materials such as cement rather than 
-< on design and on sophisticated materials 
such as structural steel, which will probably 
2 tbe sourced from the US, Japan, or perhaps 
a Typically, only about 1-2% of the cost of 
‘construction project goes into fees for de- 
à; , with perhaps another few percentage 
ints for sophisticated consultancy ser- 
ces. The rest of the money goes into la- 
and basic building materials. And it 
Asian countries that are perhaps best 
ced to supply cheap labour and basic 
ü ding materials. 
~ Since the contract-awarding process in 
'uwait appears to be as much a political as 
an economic process, Singapore's govern- 
nent and its companies are hoping to draw 
ipon their country's good standing when 
‘the time comes for the awards, particularly 
:since it was the only Southeast Asian coun- 
try to send personnel to the Gulf, in the 

















EQUITIES 


ortunes of war 


The Singapore Government has also 
done some past favours for the Kuwaitis. 
Six years before other foreign stockbroking 
firms were allowed to go into joint ventures 
with local stockbrokers in 1987, the Kuwait 
Investment Office was allowed to become 
the first foreign institution to have shares in 
a Singapore stockbroking company, Sas- 
soon Securities. Some return favours may 
be in order. 

The government-backed Construction 
Industry Development Board of Singapore 
is planning a mission to plead the case for 
local companies, but news about speci- 
fic contracts and sub-contracts may not 
materialise for another few months. 

Singapore companies may also benefit 
from the exposure gained from being lo- 
cated in a major centre for some oil-indus- 
try activities. It is the world's third-largest 
oil-refining centre and the largest builder of 
offshore oil rigs. 

Two companies that may benefit di- 
rectly are Jurong Engineering Ltd (JEL) and 
Sembawang Maritime Ltd (SML), while a 
host of other companies may enjoy indirect 
benefits. Among them is SML’s parent com- 
pany, Sembawang Shipyard, which has a 
34% stake in SML. In turn, the Kuwait In- 
vestment Office has a 9% stake in Sem- 
bawang Shipyard. 

Trading companies Haw Par and Intra- 
co, as well as Neptune Orient Lines, the na- 
tional shipping line, may also benefit from 
the sale and transport of building materials 
to the Middle East. 

JEL is a specialist in the fabrication of 
steel structures, including oil refineries and 
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offset risks for regional investors, and the - 
easiest way to acquire baht is to buy 
money-market instruments from banks in 
Singapore and Hongkong. Banks with Thai 
branches — Chase Manhattan Bank, Stand- 
ard Chartered Bank, Hongkong & Shang- 
hai Banking Corp., Citibank and Deutsche 
Bank — issue bills of exchange at auctions 
in Bangkok to raise baht funds. 

These bank bills, which are treated as if 
they are short-term certificates of deposit, 
are often discounted in Singapore and 
Hongkong. They are also yielding about 
13%, but only three- and six-month instru- 
ments are available. These notes are usually 
issued at a minimum of Baht 10 million. 

In Thailand, acquiring the bills is simple. 
The buyer just goes to the bank or finance 
company and purchases a term promissory 
note, the local term-deposit vehicle. a 


power plants, many of which in Kuwait 
were damaged during the war. Ishikawa 
Heavy Industries of Japan has a 24% stake 
in JEL, a connection that in the past has en- 
abled the Singaporean company to obtain 
some small contracts in Iran, Iraq and the 
United Arab Emirates. 

In 1989, the latest results available, JEL 
had a loss of $$3.7 million (US$2.1 million) 
on revenue of 5$140.2 million, compared 
with a profit of 5$4.6 million on revenue of 
$$153.2 million in 1988. The 1989 loss re- 
sulted mainly from provisions the company 
made for losses in some major contracts 
within Singapore. This ought to alert in- 
vestors to the fact that getting a contract, 
even in Kuwait, is not the same thing as 
making money on it. 

The market has already caught on to the 
Middle Eastern connection of JEL, with the 
once thinly traded stock attracting consider- 
able attention in the past two months. Still, 
JEL should be a speculative buy on weak- 
ness. 

SML is likely to gain from the Gulf War 
through its subsidiary Semco Salvage, 
which also specialises in treating oil pollu- - 
tion. Semco at the end of last year com- 
pleted several contracts obtained after the 
1980-88 Iran-Iraq War, and it now has three 
tug boats on long-term charter to Iranian 
companies. 

In 1990, Sembawang Maritime had an 
after-tax profit of 5$15.40 million on rev- 
enue of $$133.08 million, compared with a 
profit of S$11.91 million on revenue of 
5960.11 million in 1989. 

The Kuwait Investment Office's stake in 
a company such as Sembawang Shipyard 
should not be the sole reason to buy the 
stock. The company gets most of its rev- _ 
enue from ship repairing, and its prospects — 
are dependent on factors other than the | 
Middle Eastern situation. And Kuwaiti offi- 
cials have made it clear that their country 
will remain a PUDE investor. n 
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MARKET 


INDICATORS 


Stockmarket, bond and currency trends 


Government Securities 
Japan 13 Feb. 1991 15 Mar. 1991 
Nikkei bond index yield — Price % Price % 
5-years - 707 - 127 
10-years - 6.82 - 6.95 
20-years - 663 - 675 
Benchmark long-term 
No. 129 bond 90.028 6.665 9889 6.596 
Futurescontract(June) 97.18 na 9630 6614 
Source: Salomon Bros Asia 
13 Feb. 15 Mar. 
US 1991 1991 
Dow Jones 20-bond index 94.60 93.64 
Australia 13 Feb. 1991 15 Mar. 1991 
Redemption yields % % 
Commonwealth government 
bond (July 1992) 11.07 11.07 
Commonwealth government 
bond (July 1995) 11.20 11.27 
Commonwealth government 
bond (Sept. 1997) 11.44 11.45 
% points 
Margin of AAA-rated 13 Feb. 15 Mar. 
semi-government stock 1991 1991 
Telecom Australia (Aug. 1992) 11.52 11.49 
Telecom Australia (Sept. 1995) 11.81 11.85 
Telecom Australia (Sept.1998) 12.11 12.06 
Source: Telerate 
13 Feb. 15 Mar. 
Britain 1991 1991 
F.T. A. Govt All Stock Index 131.14 129.91 
Under 5 years 120.41 121.27 
5-15 years 132.61 130.80 
Over 15 years 141.95 136.12 
Med. coupons 15 years Red. Yield — 9.89 10.21 
Source: Datastream Intemational 
Unit Trusts 


Performance of unit trusts recommended by fund managers 
in Where To Put Your Money — Review, 4 Jan. 1990 


Bid prices US$ 

f3Feb.  15Mar. 
Fund 1991 1991  % change 
Fidelity 
European Trust* 1.83 1.85 41.09 
Japan Spec. Sit. Trust' 1.31 1.38 15.34 
Gartmore 
S'pore & Mal. Trust 12.92 14.56 «12.69 
ISA Oriental Ventures Trust — 40.50 43.67 +7.83 
G. T. Group 
Hongkong Fund 29.76 31.66 *6.38 
US Small Co Fund 13.86 14.71 *6.13 
Jardine Fleming 
Far East Warrants 8.13 942 41587 
Global Warrants 9.42 11.05 *17.30 
National Mutual 
European Fund" 2.73 2.80 +2.56 
FE Growth Fund* 1.89 2.05 +8.47 
Thornton 
Little Dragons Fund 20.17 21.75 +7.83 
Eastern Crusader Fund 8.77 9.39 *7.07 
Wardley 
Japan Warrants Fund 6.41 740 . 41544 
European Warrants Fund 5.50 5.83 +6.00 
“Bid price £ converted to USS for comparison 
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Source: Matheson PFC Ltd 


Stockmarket performance US Dollar 
13Feb.  15Mar. Local USS 13 Feb. 15 Mar. 
1991 1991  curency%  % Compared to 1991 1991 % change 
US 2,909.16 — 2,948.27 +1.34 - Australian dollar 1.2812 1.3055 +1.90 
. 843. +0, 
Ban 170170 19850 1070 s Caradancoler 14184 4158 -00 
W. Germany E pen ks Eos Deutschemark 1.446 1.571 *8.64 
France 432. . ; . 
Italy 53723 507.09 +1114 — 4292 Hongkong dollar H9 — T6 —-02 
Switzerland ^ 666.40 729.50 +9.47 -135 Sterling 0.5013 0.5373 +7.18 
Australia 1,378.20 1,445.70 +4.90 +242 , 
Canada 3,519.24 351724 -006 -029 Switzerland franc 1237 — (1389 #109 
Singapore 359.57 41546 +1554 41284 Yen 127.60 135.70 +6.34 
Hongkong 3,412.66 3,722.39 +9.08 +9.08 Source: Matheson PFC Ltd 
___ Eamingspershare (US cents)" 
Market Last Current (or Shareprice Forecast 
Latestfiscal capitalisation reported following) on 15 Mar. p/efor 
Company Country yeartoend:  (USSb) year year Nextyear 1991(USS) currentyear 
Light industry 
Foster's Brewin Australia June '90 2.03 10.93 10.03 12.34 0.91 9.1 
Pacific Dunlop Australia June '90 2.93 32.01 30.08 33.17 4.10 13.6 
Johnson Electric Hongkong Mar. '90 0.34 7.19 8.21 8.98 1.09 133 
Winsor Industrial Hongkong Mar.'90 0.29 12.20 10.65 10.52 1.09 10.2 
Canoninc. Japan Dec. '89 8.86 36.23 52.16 53.71 11.89 22.8 
Fujitsu Japan Mar.'90 16.84 33.25 37.50 43.31 9.32 24.8 
Kirin Brewery Japan Dec.'89 12.35 21.09 29.09 30.98 11.74 40.4 
Song Japan Mar.'90 16.57 212.17 244.64 253.15 49.01 20.0 
Toshiba Corp. Japan Mar.'90 20.90 28.76 31.28 33.45 6.53 20.9 
Dunlop Malaysia Malaysia June 90 0.20 2.96 3.29 3.29 0.67 20.2 
Rothmans Malaysia Malaysia Mar.'90 1.30 18.12 21.57 23.77 4.57 212 
San Miguel Corp. B Philippines ^ Dec.'89 0.35 17.64 11.34 13.44 2.10 18.5 
Fraser & Neave Singapore Sept.'90 0.88 16.57 19.41 20.56 5.00 25.7 
Singapore Press Singapore Aug. '90 1.19 29.82 33.69 36.54 4.82 143 
YeoHiap Seng Singapore Dec.'89 0:12 4.97 6.85 742 1.44 21.1 
Goldstar SouthKorea ^ Dec.'89 1.39 38.47 80.62 96.97 25.79 32.0 
SamsungElectronics SouthKorea ^ Dec.'89 0.71 528.10 290.62 359.17 48.83 16.8 
Tong Yong Nylon SouthKorea ^ Dec.'89 0.10 58.95 121.26 134.28 31.86 26.3 
Far East Textiles Taiwan Dec.'89 1.59 20.55 6.98 7.71 1.36 19.5 
Tatung Taiwan Dec.'89 0.82 6.63 4.67 5.51 1.18 25.2 
Union Textile Thailand Dec. '89 0.09 175.93 192.01 234.02 2.09 10.9 
Resources 
Broken Hill Pty (AA) Australia May'90 12.79 57.77 72.51 77.14 8.49 117 
MIM Holdings Australia June'90 1.90 13.27 8.49 10.03 1.46 172 
Western Mining Australia June'90 3.58 38.25 35.48 30.08 3.90 11.0 
Con. Plantations Malaysia June'90 0.72 2.22 2.93 3.66 1.02 35.0 
Golden Hope Malaysia Mar. '90 0.77 2.59 2.19 2.93 0.91 415 
HighlandandLowland Malaysia Dec.'89 0.39 5.18 3.29 4.39 1.28 38.9 
KualaLumpur Kepong ^ Malaysia Sept. '89 0.77 11.09 6.58 8.04 1.82 27.7 
Malaysian Mining Malaysia Jan. '90 0.40 5.92 3.66 4.39 0.95 26.1 
Fletcher Challenge NewZealand ^ June'90 2.31 37.61 29.26 29.26 2.04 7.0 
NZ Forest Products NewZealand ^ June'90 0.48 10.15 9.56 11.94 0.63 6.6 
Benguet Corp. B Philippines Dec. '89 0.05 13.04 7.40 9.14 1.24 16.8 
Philex B Philippines Dec. '89 0.05 1.93 0.96 1.42 0.11 117 


*Converted at average USS rate prevailing for years prior to 1991; and at rate prevailing on 15 March 1991 for all other conversions. 
Earnings estimate information has been compiled by /B/E/S International, a service of Lynch, Jones & Ryan, New York. Estimate data 
represents a consensus of analysts reporting. Individual estimates may vary. Earnings estimates and the consensus change frequently. 
Therefore, these forecasts should not be regarded as an absolute indicator of any company's actual performance. This table represents 
consensus estimates as of 15 March 1991. No recommendation regarding these securities is stated nor implied. 
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COMPANIES 


Korea Heavy's new chairman engineers a turn-round 


Back from the red 


By Mark Clifford in Changwon 


or 14 troubled years, Korea Heavy 

Industries and Construction Co. 

(KHIC) was on the flip side of the 

South Korean economic success 
story. Its big Changwon complex was a 
mismanaged monument to national pride 
and the company ran up cumulative losses 
of Won 421 billion (US$580 million) during 
the 1980s. Now, only 15 months after the 
arrival of a new executive chairman, the 
capital-goods manufacturer is on course for 
its first operating profit. 

The new ethos at the public-sector 
company's massive Changwon facility, on 
South Korea’s southeastern coast, has been 
inspired by Ahn Chun Hak, the company’s 
ninth chairman in 10 years. The company is 
fast shedding its tainted image under his 
invigorating leadership. Political leaders 
and technocrats are less indulgent to what 
was once intended to be Asia’s showpiece 
machine-equipment complex. Without a 
big increase in orders from government- 
backed firms, KHIC would probably still be 
in the red. 

"Its like night and day,” says a ship- 
building industry executive who sources 
parts from KHIC’s foundry. “[KHIC used to 
be] an arrogant, stick-in-the-mud bureau- 
cracy made up of people watching out for 
their own butts, like almost any state-run 
company in the world." 

One of the most decisive economic 
moves of South Korean President Roh Tae 
Woo's administration has been getting a 
grip on KHIC’s problems. Troubleshooter 
Ahn, previously president at Ssangyong 
Heavy Industries, was persuaded at the be- 
ginning of 1990 to take up a three-year con- 
tract at KHIC by then trade and industry 
minister Han Seung Soo. But not before 
Ahn had established two principal condi- 
tions: that he had unfettered authority over 
hiring and firing and that his autonomy 
would not be undermined by inspections 
carried out by the Bureau of Audit and In- 
spection. 

The appointment came after an attempt 
to privatise the company in late 1989 had 
flopped because the government had set 
the price at an artificially high level, to blunt 
any criticism that it was favouring big busi- 
ness. Neither Hyundai nor Samsung, the 
two obvious candidates, were interested at 
the asking price. 

Since Ahn took over, about 80 senior 


managers have left and half of the board of 
directors has been replaced. “Some people 
are not suitable for the management style of 
the new KHIC,” says Ahn. The workforce 
has been trimmed by 7%, or 470 employ- 
ees, reducing the annual wage bill by Won 
10 billion. 

The shake-out prompted protests from 
legislators and senior government officials. 
But Ahn, as a graduate of the prestigious 
Kyongbuk High School in Taegu, is well- 
connected to the so-called “TK mafia,” his 
fellow alumni who are well represented at 
senior levels of the government and the mi- 
litary. 
This has provided him with the neces- 
sary clout to clean up what had been a cor- 
porate fiefdom. But a senior KHIC executive 
insists: “[Ahn is] strong because of who he 
is, not because he knows the TK mafia.” 

Even in South Korea, which leads the 
world in the number of hours in the work- 
ing week, Ahn stands out for his single- 
minded commitment and vigour. Most of 
his time is spent at the Changwon complex 
— rather than metropolitan Seoul — where 
six days a week he expects 500 senior man- 
agers to join him for a 6:40 a.m. break- 
fast. "If [the company's managers] don't 
like to have [an early] breakfast they will 
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Roh: decisive move. 


not be happy here," the chairman says. 

When he is in Seoul the routine is much 
the same, though breakfast starts at 7 a.m. 
"We have to work from early morning until 
late at night to make up for lost time," says 
the 55-year-old Ahn, between draws on the 
cigarette that is usually in his mouth. 

Ahn's example has galvanised the com- 
pany's 6,200 employees. This year KHIC is 
expecting an operating profit of Won 55 bil- 
lion, the first since ground was broken on 
the Changwon complex in 1976. (A small 
profit in 1983 was due to the sale of part 
of the Changwon complex to Samsung.) 
Turnover is expected to nearly double to 
Won 1.1 trillion, mainly as a result of a big 
increase in orders from the Korea Electric 
Power Co. (Kepco). 

Productivity jumped 21% last year, as 
turnover increased and the workforce 
shrank. Ahn is hoping for a 10-15% in- 
crease in productivity this year. Not coinci- 
dentally, industrial relations are more har- 
monious than during the country-wide 
militancy of 1987-89. The company is ex- 
pecting an untroubled spring bargaining 
season at Changwon for the second year 
running. 

After years of almost no investment in 
new equipment, a three-year Won 138 bil- 
lion capital spending programme began last 
year to upgrade KHIC's facilities. About 
Won 60 billion is scheduled to be spent in 
1991, the peak year for outlays. 

KHIC's finances have been shored up by 
an infusion of Won 100 billion in new cap- 
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ital from Kepco and the Korea Develop- 
ment Bank which, together with Korea Ex- 
change Bank, own the company. Mainly 
thanks to government pressure on some 
heavy-industry customers, KHIC enjoys the 
luxury of a healthy Won 2.4 trillion backlog 
of orders. 

By the mid-1990s, Ahn foresees sales of 
Won 2.5 trillion and net profits of 5-7% of 
turnover. The challenge then will be for 
KHIC to move beyond its reliance on a cap- 
tive domestic market and become interna- 
tionally competitive. This requires the com- 
pany to develop a level of technological 
capability it does not yet have. 

Major industrial projects in the past 
have included an integrated steel mill in 
Kwangyang for Pohang Iron and Steel 
Corp., desalination plants in Saudi Arabia 
and Dubai, and cement plants in Saudi 
Arabia and Malaysia. 

Work is currently under way on tur- 
bines, generators and containment vessels 
for two new nuclear units at Yeongkwang, 
on the west coast, under licence from Com- 
bustion Engineering of the US. But to run 
profitably, KHIC needs to book more orders 
to keep its equipment running at optimal 
capacity. 

“No other capital-goods maker in the 
world is so integrated,” Ahn says. The 
company is spread rather thinly, however, 
and plans to concentrate on building 
power-generating equipment. KHIC has 
built thermal, hydro- and co-generation 
facilities, in addition to nuclear ones. 

KHIC was originally run by Chung In 
Young as an offshoot of the huge Hyundai 
group founded by his elder brother, Chung 
Ju Yung. But the younger Chung’s ambi- 
tions were thought too grandiose for the 
firm, originally known as Hyundai Interna- 
tional, and it became caught up in a family 
feud during the late 1970s. 

Next, the company was whipsawed by 
a fierce government debate over industrial 
policy. After the assassination of President 
Park Chung Hee in 1979, the heavy indus- 
try policies of the 1970s were scaled down. 
Hyundai International was managed first 
by Hyundai Heavy Industries, then for a 
few months by Daewoo before finally being 
taken over by a government consortium in 
October 1980 after Chun Doo Hwan took 
power. The company was too big to fail, 
but too big to finance. KHIC limped along 
under the umbrella of Kepco. 

Once KHIC has a proven record of pro- 
fitability, Ahn plans to sell stock to employ- 
ees and the general public as part of the 
government's plan to privatise state-owned 
companies. 

Ahn says he hopes to stay at KHIC until 
the mid-1990s, then return to his home- 
town in Kyongbuk province to become a 
teacher. If his campaign to revive KHIC sus- 
tains its current momentum, however, the 
mantle of corporate surgeon may not be so 
easy to disavow. À 
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TRADE 


Film-import dispute heats up between Indonesia, US 


Pulp monopoly - 


By Jonathan Friedland in Jakarta 


ndonesia and the US have become em- 

broiled in a trade dispute that pits a 

domestic film-distribution and exhibi- 
tion conglomerate against an unlikely al- 
liance of convenience between major 
American movie studios and a group of In- 
donesian film-makers known for their so- 
cially critical views. At issue is access to 
US$40-50 million in annual sales to In- 
donesia's cinema market. 

The dispute, which has flared on and off 
for a decade, centres on demands made by 
the Motion Picture Export Association of 
America (MPEAA) to gain the right to have 
its member studios open offices in Jakarta 
to rent their films directly to Indonesia's 
2,500 cinemas. Since 1972, the private In- 
donesian Association of Film Importers 
(IAF!) has had the sole right to bring foreign 


cere RERI IN 


ES aN x 
i Puma 
T 


var, 


T 


Rahardjo confronts distribution monopoly. 





movies into the country under a quota 
system based on the films’ countries of ori- 


Critics charge that the 16-member IAFI is 
effectively controlled by PT Suptan Films, a 
company owned by Subentra Group and 
run by Subentra's chairman, Benny Suher- 
man. These critics, who include outspoken 
Indonesian directors Eros Djarot and 
Slamet Rahardjo, say Suptan has parlayed 
its control of film imports into an almost 
complete monopoly of the distribution and 
exhibition business in Indonesia. 

Djarot and Rahardjo, who are brothers, 
contend that Suptan's control of imports 
has hurt Indonesia's film-production indus- 
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try because the company feeds filmgoers a 
diet of cheap, but profitable, imported ac- 
tion movies. They say Indonesian film- 
makers have little choice but to churn out 
the same kind of low-grade films to sur- 
vive. 

On the first point, at least, the MPEAA 
agrees. Stephen Clug, the association’s 
vice-president for Asia, says Suptan “has a 
stranglehold over the distribution of foreign 
films in Indonesia. They control all the first- 
run houses and book on behalf of indepen- 
dent exhibitors for a fee.” In the past year, 
Clug says, the MPEAA’s nine member 
studios have severely curtailed the distribu- 
tion of films to Indonesia because of what 
they consider Suptan’s uncompetitive prac- 
tices. 

President Suharto’s foster brother Sud- 
wikatmono, a shareholder and director of 
Subentra, has denied that Suptan com- 
mands a monopoly on film distribution. He 
says Subentra’s Studio 21 chain controls 
only 10% of Indonesia’s movie theatres. 
Positioning himself as a defender of the 
domestic film-production industry, Sud- 
wikatmono says the MPEAA is trying to 
gouge higher prices out of Indonesian 
exhibitors. Neither Sudwikatmono nor 
Suherman was available for comment. 

The dispute gained urgency and plenti- 
ful publicity during a 22-25 February visit to 
Jakarta by a delegation from the US Trade 
Representative’s Office. Agency official 
Peter Collins told Indonesia's director-gen- 
eral of foreign trade, Paian Nainggolan, 
that the Bush administration might seek 
some form of retaliation against Indonesia 
under US trade laws unless progress was 
made in meeting the MPEAA’s demands by 
30 April. 

The US agency is now deciding whether 
to place Indonesia on its priority watch list 
of trade violators, a designation that would 
trigger an investigation into Indonesian 
trade practices. Under Section 301 of the 
1988 US Omnibus Trade and Competitive- 
ness Act, the US could restrict access to its 
market or raise tariffs on some of the 
US$3.5 billion in Indonesian imports each 

ear. 
j The visit to Jakarta by US trade officials 
triggered a backlash by Indonesian film-in- 
dustry representatives. The chairman of the 
Indonesian Film Producers Association 
(PPFI), Turino Djunaedi, told Indonesian 
lawmakers on 22 February that the MPEAA 
was not only seeking to distribute its films 
directly in Indonesia but that Washington 
was trying to bully Jakarta to rescind quotas 
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> import of foreign 
duties and allow foreign studios to 
dvertise their films on TVR, the state- 
ied. television station. 
-Djunaedi's remarks stirred nationalist 
elings. Four days after his testimony, In- 
onesian Minister of Information Harmoko 
ld reporters that his ministry ^would not 
tolerate foreign interference, particularly in 
the field of the film industry." 
- Harmoko added that "business people 
in the foreign film industries do not need to 
'eam about imposing their will on us. The 
x m will continue to be im- 





which represents odis ru. as MGM- 
the US 1 Universal and Warner Brothers, or 


. Even if Washington did not jemand an 
end to the film-import quotas, the system 
appears to be at the root of complaints by 
both the MPEAA and independent film-mak- 
ers such as Djarot. Although Djarot's prime 
‘concern is nurturing a healthy domestic 
film-production industry, a far different 
goal than that of the MPEAA, both parties 
agree that the quota system has become an 
instrument of monopoly. 
-c In IAFü's first decade, there was a healthy 
level of competition among film importers, 
industry analyst Rahim Latif says. By 1985, 
_ however, the associations membership 
had shrunk to 26 from 76. 
_... One of the surviving members was Sup- 
ee tan, which by then was the premier import- 
|. er of Chinese-language films. Since 1985, 
-. Rahim says, Suherman has sought to bring 
“ander one roof" the most important im- 
porters of two other categories, European 
: and American films and non-Chinese 
ub The well-connected and dynamic Suher- 
man has argued that if other importers 
ceded their independence to Suptan, In- 
onesia's bargaining position with the in- 
'rnational film industry would improve. 
nough of them have apparently agreed. 
idustry analysts say Suptan does all of the 
uying on IAE's behalf. The annual quota, 
/hich started out at 360 in 1972, is now 160 




























“In 1986, Subentra established the Studio 
1 chain with a single Jakarta theatre. The 
roup controls 283 screens, primarily in the 
pital. According to Djarot, whose film, 
joet Nya Dhien, was lauded at Cannes and 
ominated for an academy award, Suptan 
-used its control of film imports, on the 
hand, and over Jakarta’s best equipped 
vie theatres, on the other, to ae 
out: competitors. | 

uptan, with only 10% of the movie 


d movies, eut t film- u 


houses, is far more. powerful than the a 1% a c 
that Has w won. adi, at festivals in 


other 90%,” Djarot argues. “The basic fac- 
tor which determines the life or death of a 
movie house is the continuity and quality of 
the supply of films." 

By controling imports, Djarot says, 
Suptan can dictate scheduling of all mov- 
ies shown in Indonesia and has done so 
through a network of provincial distri- 
butors. If theatre owners refuse to go along, 
he says, they receive only poor movies and 
"subject themselves to Suptan's annexa- 
tion." Sudwikatmono has called such alle- 
gations slanderous. 

Subentra has not taken kindly to criti- 
cism. Director Rahardjo's Lantika Ramakhu, 









and Germany, was yanked from release n 
Jakarta after one day. ure 
In an effort to end the dispute before 3) l 
April, MPEAA representative Michael Con- .Ț 
nors, a former US diplomat in Jakarta, met ` 
Suherman on 14-15 March. The MPEAA is 
aiming to convince the Subentra chief that 
there will be more profit in doing business 
with its members, who put out most of 
Hollywood’s major movies, on behalf of 
Studio 21 than in maintaining the cur- 
rent system, which denies all Indonesian 
exhibitors the US association’s biggest box- 
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INDUSTRY 


Vietnam ventures into computer business 


; Software a at soft pr 
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n the second floor of a newly re- 

furbished French colonial villa in 

Hanoi, 20 computer programmers 
are turning the usual perceptions of Viet- 
nam upside down. They are compiling 
computer code for software destined for ex- 
port to Western markets. 

It is a brave undertaking in à EORR 
hamstrung by rickety infrastructure, mini 
mal investment in technology and only a 
toehold in the computer age. (A UN study 
estimated Vietnam’s 70 million people 
had fewer than 3,500 microcomputers in 
1989.) 

The ammers work for Computer- 
Cmmi Congo Co., or 3C, an en- 
terprise set up in late 1989 by 17 Vietnam- 
ese partners pus managed to scrape to- 
gether US$25,000 in capital. According to 
general director Bui Huy Hung, 3c now has 
US$2 million in capital after achieving 1990 
revenue of US$72 million from computer- 
related and other activities. 

The company’s latest program, Person- 
nel Image Database System, is due to go on 
sale in France this month. Seeking to cash 
in on the latest software trend — "multi- 
media" — the program is a management 
system for companies that want to store 
both full-colour images and text in an elec- 
tronic database. Applications could include 
records of company employees, products 
or processes. 

Another product that 3c is marketing, 
this time in France and Germany, is Tinco, 
an artificial intelligence software “toolbox” 
which performs engineering and scientific 
calculations. 

These software-development activities 
have been supported by profits on 3C's 
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main business: re-exporting to the Soviet 
Union personal computers purchased in 
Singapore. Such trade accounted for three- 
quarters of 3C's revenue last year, though it 
suffered from. foreign-exchange problems 
common to most Vietnamese and Soviet 
enterprises. — ' 

Under a cumbersome business arrange- 
ment, Soviet companies — who have little 
or no hard currency — pay 3C for the com- 
puters with commodities such as construc- 
tion materials, steel and iron. Then 3c re- 
sells the goods to local wholesalers, later 
swapping the Vietnamese dong it earns for 
US dollars obtained from local import-ex- 
port companies with a surplus of hard cur- 
rency. This gives 3c the dollars to buy more 
computers in Singapore. 

Even this precarious existence is 
threatened, however, by changes in the 
trade relationship between Vietnam and 
the Soviet Union. Like other Vietnamese 
companies trading with the Soviets, 3c lost 
several months’ worth of business late last 
year and early this year while Moscow and 
Hanoi haggled over the terms of a new eco- 
nomic agreement. This accord, eventually 
signed on 31 January, will require future 





trade between the two countries to be cal- 
culated at world market prices, 5 with. ;pay- 








signing, new orders 
com noditieda as tar pa > 
Vietnam for roofing. “Th 
many things we want, but the pri 
quote aren't reasonable,” says 3C's H 
In response, 3C has diversified, set 





up a construction firm and investing in a 
garment factory and a chemical company. 
Its push into development of home-grown 
software, however, may be its boldest 
move. 

Hung, formerly a secretary to the minis- 
ter of foreign economic relations, and with 
no prior business experience, has set about 
harnessing some of Vietnam’s most 
talented people. “Everyone complains 
about the waste of natural resources in 
Vietnam, but I think the biggest waste here 
is in brain resources,” he says. He pays his 
programmers about US$100 a month, an at- 
tractive salary by local standards. 

Besides developing software in-house, 
3C has a contract to market programs de- 
veloped by Hanoi's Institute of Computer 
Science. One of them is Ador, a program 
that enables an optical scanner to recognise 
text on a printed page and translate it into a 
computer file. Hung’s company is selling 
the program in France and Germany 
alongside its own products. 

The institute, with 50 personal compu- 
ters and 150 staff, is the largest software de- 
velopment facility in the country. Its direc- 
tor, Bach Hung Khang, says: “Now people 
need information, we are happy to set up 
contracts with private businesses so that we 
don't have to rely on the government [for 
revenue-earning projects]." 

Most of Khang's staff, like Hung’s, are 


> 


locally trained, though some have studied 
in East European countries. Because they 
have skills that are in short supply in Viet- 
nam, they are increasingly being tempted 
away from the institute by lucrative offers 
from the emerging private sector. A few 
foreign computer companies, meanwhile, 
are also eyeing Vietnam, both as a market 
and as a low-cost manufacturing base. So 
far, the latter prospect is brighter than the 
former. 


usiness in Vietnam is terrible. We are 

just surviving,” says Udom Sumit- 

ryothin, a Thai-Canadian who man- 
ages the largest computer showroom in 
Ho Chi Minh City in southern Vietnam. 
Udom, who has his own business selling 
telecommunications equipment, acts as 
the local agent for computers sold by a 
Montreal-based Canadian-Vietnamese firm, 
Corp. Internationale d’Investissement & de 
Commerce (CIC). 

Similarly halting progress is being made 
by a two-year-old manufacturing joint ven- 
ture between the French computer maker 
Bull and Union Co., its Vietnamese part- 
ner. The venture, Gen Pacific, has a plant 
near Ho Chi Minh City that is capable of as- 
sembling 20,000 computers a year. In 1990, 
it managed to sell only 1,000 — all of them 
to the Soviet Union. 

Despite this record, Claude LeDortz, 


Bull's Singapore-based marketing and sales 
director, says he is “quite happy 
performance of Gen Pacific. He notes that 
through the joint venture, Bull sold to Viet 
nam Airlines what is believed t 
mainframe computer in the 
more of the French-built machines have 


with the 


be the first 
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since been sold directly by Bull to the Viet 
namese mission of the UN De elopment 
Program in Hanoi. Gen Pacific is also cur 
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Union 


rently negotiating a contract to sell 
personal computers to the Soviet 
LeDortz adds. 

Whether Vietnam can become i 
tive offshore base for such computer opera: 
tions remains to be seen. CIC's Udom says 
that besides such things as unreliable 
power supplies, manufacturers have to bat 
tle a socialist "mentality problem" among 
Vietnamese workers used to getting paid 
whether they work or not 

"A Malaysian or Taiwanese worker can 
put together 30 [personal computers] a day 
while a Vietnamese can only produce 10,’ 
Udom says. "With all the difficulties and 
bureaucracy here, it's not worth the maybe 
US$15 cost advantage per unit to put up a 
plant here." 

Bulls LeDortz, 
that he has any complaints about Vietnam 
ese workers. To hire good staff, Gen 
pays its 50 employees an average of US$150 
a month. k 
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ECONOMIC RELATIONS 


Malaysia embraces Japan as its economic model 


Look east, and up 


By Doug Tsuruoka in Kuala Lumpur 


It is a visible presence: 


eraa VIAM OAAETKERERTUSY TU 
JAPAN IN cts of disciplined Ja- 


ASI A panese children march- 







ing home from all-Ja- 
panese schools, apart- 
ment blocks filled by Ja- 
panese families, a large 
Chujitsu supermarket 
stocked with delicacies 
airlifted in from Tokyo 
or Osaka. Japanese 
businessmen can feel at 


PART 7: home in Kuala Lum- 
MALAYSIA pur. The karaoke bars, 


expensive Japanese res- 
taurants, golf clubs and more intimate en- 
tertainments cater well to Japanese tastes. 
There are risks, of course, in the insular- 
ity of the expatriate lifestyle. “All they do 
is come in and shovel money out,” grum- 
bles a local tour guide, voicing a common 
Malaysian caricature. Malaysians want Ja- 
panese investment and knowhow, but they 
worry about losing sight of their 
own identity and aims in the pro- 
cess. The Proton, flagship of a bud- 
ding Malaysian car industry, is “no- 
thing but a reincarnated Mitsubishi,” 
the tour guide says. 


Malaysians complain, too, about isi 


the management practices of Japan- 

ese companies with subsidiaries in 3- 
their country. They say locals are re- 
legated to manual or mid-level ad- 2- 
ministrative roles, with scant chance 

of advancement; profits are whisked 4- 
back to Japan; real decision-making 
remains the province of Japanese 
executives. Such criticism is inevita- 
ble in a marriage of unequal eco- 
nomic partners. Pragmatists argue 
that Malaysians must find a way to 
live with these strains. "If we can't fight 
them, we join them," declares Datuk Loy 
Hean Heong, chief executive of a Malay- 
sian finance group. 

The grievances associated with Japan's 
presence in Malaysia are partly symptoma- 
tic of its success. There are nearly 250 Ja- 
panese manufacturing operations in the 
country. More than 40 of these are wholly 
owned Japanese subsidiaries; the rest have 
varying degrees of Japanese ownership. 
Another 300 Japanese-affiliated companies 
are engaged in non-manufacturing busi- 
nesses. 


50 


The Japanese community, counting de- 
pendents, numbers more than 5,000. The 
corporate players range from giants such as 
Sharp, Toray and Matsushita to scores of 
smaller firms making industrial products or 
chemicals and service companies in tourism 
and advertising. Their investment has 
amounted to more than US$700 million in 
the past five years alone. It has created 
thousands of jobs, as well as substantially 
upgrading Malaysia's industrial base. 

Japan is also Malaysia's most important 
trade partner, and its leading source of for- 
eign aid. This flood of money has given the 
Japanese a commanding position in impor- 
tant sectors of the Malaysian economy. To- 
gether with US firms, for example, the Ja- 
panese dominate the electronics industry, 
which until recently absorbed 80% of Ja- 
panese investment. Japanese stores occupy 
prime places in Kuala Lumpur's modern 
shopping malls, while Japanese cash is 
flowing into Malaysian property and tour- 
ism centres such as Penang and Langkawi. 

This leading role for Japanese invest- 


Japanese investment in Malaysia 


Approved equity investment and loans 
^ billion 


(M$ million) 


1 i ! i i 1 i ! i ! i j 
1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990* 
*Malaysian Industrial Development Authority 
Source: Japanese Overseas Economic Cooperation Fund 


ment owes much to Malaysian Prime 
Minister Datuk Seri Mahathir Mohamad. 
Putting aside memories of Japanese brutal- 
ity on the Malay peninsula in World War II, 
he has been willing to accept the notion of 
Japanese economic leadership more openly 
than any other Asian leader. 


On other pages 


Gathering of the clan: 52. Japanese 
business has a direct line to 
Mahathir: 53. Japan’s blueprint: 54. 


FAR EASTERN ECONOMIC REVIEW 





1 


Japans beach-head in Malaysia 
nevertheless has its share of detractors. 
Some Malaysians fear their country is be- 
coming trapped in the role of junior part- 
ner. At factory level, critics complain that 
some Japanese employers expect their 
staff to work in conditions that would not 
be tolerated in Japan. Other companies 
have been accused of resorting too easily 
to cutting workforces to shave operating 
costs. 

One of the firms on the receiving end of 
such criticism has been textile maker Toray 
Industries. Toray’s Penfibre and Penfabric 
subsidiaries, based in Penang’s free-trade 
zone, had slashed their combined payrolls 
to about 4,800 by 1987 from more than 
6,000 in the early part of the decade. Critics 
say that while the cuts put the group back 
in the black after a series of losses, such a 
heavy-handed approach would have caused 
a public outcry in Japan. (Although mass 
lay-offs are not unknown in Japan, firms 
have usually offered retraining, or tried to 
place their workers elsewhere.) 

Textile and other labour-intensive 
Japanese plants in Malaysia have also 
been criticised for poor ventilation, 
exposing workers to hazardous 
chemicals and permitting tempera- 
tures which would be considered in- 
tolerable under Japanese law. 

In joint-venture operations 
where Japanese and Malaysians 
work ostensibly in partnership, 
there are frequent complaints from 
the Malaysian side that the Japanese 
like to do things their own way — 
often in an autocratic manner which 
is not permissible in their homeland. 
“You don’t have to worry about 
nemawashi [consensus-building] over 
here,” concedes Takashi Ide, a South- 
east Asia veteran with Canon, the 
Japanese business-machines and precision- 
optics maker. 

Japanese companies have also had some 
unhappy experiences with Malaysian la- 
bour unions. Accustomed to more pliant 
unions at home, some of them are accused 
of relying on dismissals and government 
intervention to deal with strikes and trou- 
blemakers on the shop floor. 

In the most recent case, Hitachi Con- 
sumer Products, an electronics maker 
based outside Kuala Lumpur, sacked 850 
workers last June after a four-day strike. 
The strikers, demanding the right to be rep- 
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resented by the nationwide Electrical In- 
dustry Workers' Union, walked out follow- 
ing the dismissal of eight co-workers. 

Hitachi quickly rehired most of the strik- 
ers on an individual basis after ferreting out 
the alleged ringleaders. Sources say the Ja- 
panese were advised throughout the dis- 
pute by Malaysian Government officials 
who were equally determined to forestall 
any effort to form a national electronics 
union. 

There are also echoes of the frictions Ja- 
panese companies have run into elsewhere 
in Asia. Malaysians complain that Japanese 
firms are reluctant to share technology with 
their hosts, and Japanese criticise local com- 
panies for not giving sufficient priority to 
product quality and machinery investment. 

But Japanese firms have also success- 
fully adapted to the politicised nature of 
business in Malaysia, according to opposi- 
tion politicians. They see Mahathir's ruling 
party, the United Malays Nasional Organi- 
sation (Umno) and big Japanese companies 
apparently serving mutual goals in assist- 
ing each other towards ever-bigger roles in 
the Malaysian economy. Mitsui, for exam- 
ple, is a major subcontractor on the North- 
South Highway project that will connect 
Peninsular Malaysia with Thailand and 
Singapore by 1993. The projects conces- 
sionaire, United Engineers Malaysia, is 
Umno-controlled. 

Local Mitsui & Co. general manager 
Kazumasa Suzuki, who is president of the 
Japanese Chamber of Trade and Industry 
in Malaysia, is one of the few Japanese to 
have been awarded the honorary title 
“datuk.” He is often dubbed “deputy fi- 
nance minister” in business circles. “Suzuki 
is one of the few people who can pick up 
the phone, call Daim Zainuddin and have 
Daim come to see him,” a Malaysian politi- 
cal analyst joked recently. (Daim was fi- 
nance minister until 15 March 1991.) 

While no one accuses the Japanese of 
subverting a government-contracts system 
already vulnerable to influence-peddling, 
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there is a view in some circles that they are | 
at best opportunistic. Japanese executives | 
and diplomats argue with some justifica- | 


tion that they are merely doing business the 
Malaysian way. 


In a recent instance, the Japanese called | 


off an aid mission to the states of Sabah and 


Kelantan, both of which voted for Maha- | 


thir’s opponents in last October's general 
election. Diplomats say officials in charge 
of Japan's Official Development Assistance 
programme have been instructed to sus- 
pend the mission, a routine visit to monitor 
aid projects, until Mahathir's government 
has reassessed its policy towards the re- 
negade states. "The word came from up 
top," a Japanese official says. 

There is a risk that some of the strains 
in the Japan-Malaysia partnership could 
deepen as economic activity increases. The 
size of Japanese investments is intensifying 


demand for trained managers and techni- | 
cians, that are in short supply. According to | 


Japanese studies, this shortage of skilled la- 
bour will worsen in the next five years. 

Indeed, some observers hope the pace 
of Japanese investment will moderate. 
Otherwise, there is a risk of wage and land- 
price rises rippling through the entire econ- 
omy, says Hiroshi Ozawa, managing direc- 
tor of the Japan External Trade Organisa- 
tion's Kuala Lumpur office. 

The sharp increase in the scale of Japan- 


ese investment has brought into the picture | 


small and medium-sized companies that 
are less able to sidestep confrontations than 
some of their larger cousins. More vulnera- 
ble to cost overruns, currency swings and 


operating pressures, the smaller new-ar- | 


rivals are more "pushy" in dealings with 


local partners, according to critics. The com- | 


panies with the shortest track records also 
tend to have the greatest number of expat- 
riates in key positions, especially if they are 
100% Japanese-owned. 


Large, well-established Japanese corpo- | 
rations such as Canon and Toyota generally | 
have had the time to absorb local staff. This | 
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BUSINESS AFFAIRS 


willingness to share responsibility is most 
apparent in local marketing operations, but 
it does not always extend to manufactur- 
ing. Canon’s Ide says he is the only Japan- 
ese at Canon Marketing, a sales division 
launched in 1987 that now has 300 employ- 
ees. Canon Opto, a maker of precision op- 
tical products, has 20 Japanese technicians 
among the 1,500 workers at its factory out- 
side Kuala Lumpur. 

Japanese executives argue that Malay- 
sian expertise, though improving, is still 
not good enough to allow local staff au- 
tonomy in manufacturing operations. Even 
after three years of Mitsubishi's help in pro- 
ducing the Proton, say Japanese sources, 
the car-assembly lines could not be oper- 
ated for a single day without direct Japan- 
ese supervision. 


his is not a universal view. A 

UMW-Toyota joint venture prides 

itself on the cose ties between 

its Japanese and local managers. 
There are no Japanese overseers among the 
factory workforce that numbers more than 
2,000. Managing director Michael Lim is 
Malaysian, though Japanese occupy the 
positions of deputy manager. A similar ar- 
rangement exists at board level: the chair- 
man is Malaysian, the deputy chairman Ja- 
panese. Bumiputra investors control 72% of 
the enterprise, while Toyota holds 28%. 
"The basic operation is entirely staffed by 
locals," Lim says. 

Integrated pecking orders have also 
been established at other Japanese opera- 
tions, though the degree to which Malay- 
sians enjoy real power is not always clear. 
In reality, many Malaysian directors are 
figureheads with no authority. 


Japanese soft loans 


Cumulative total of assistance to 
Malaysian Government 
as at March 1989 
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Japanese hesitation in promoting locals 
beyond the mid-management level could 
prove their undoing. US and European 
firms operating in Malaysia have realised 
that in the battle for skilled workers, this 
could be the Japanese Achilles heel. “Our 
idea is to take and elevate,” says Charles 
Clark, managing director of the local sub- 
sidiary of France’s Thomson Electronics. 
With 15,000 workers, Thomson is Malay- 
sia's largest foreign employer. 

The Japanese say language is one reason 
why it is not feasible to have senior Malay- 
sian staff dealing with the head office in 
Japan. But many Japanese multinationals 
have no Japanese-language programme for 
native employees. 

Privately, Japanese businessmen admit 
that the higher rungs of the career ladder 
are closed to local managers. It would be in- 


conceivable for a Malaysian to be sent to 
supervise, say, a company's plant in 
Nagoya or be assigned to non-regional 
duties at the Japanese head office. This is 
a cultural, not communication, problem: 
Japanese workers would head for the hills if 
they found themselves being bossed on 
their home turf by a Southeast Asian. 

UMW-Toyota's Lim concedes that "gen- 
erally, there is . . . a feeling [by the Japan- 
ese] that Malaysians may not be able to 
cope with certain positions." A Japanese 
manager at another company puts it more 
succinctly: "Malaysian workers are rela- 
tively good, but there are places where they 
aren't too sharp." 

In addition, trade officials in Tokyo 
admit that Malaysia's largely Islamic culture 
is intractably alien to most Japanese. Com- 
ing from a nation where the company 
comes first, they find Muslim taboos and 
prayers during the working day disconcert- 
ing. 

Malaysians reactions are ambivalent, 
mixing criticism of Japanese "coldness" and 
self-effacement with acknowledgment of 
the critical role Japanese investment and 
technology has played in Malaysia's eco- 
nomy. These contradictions mask a certain 
fear that Malaysians need the Japanese 
more than the Japanese need them. De- 
spite access to a relatively superior infra- 
structure and workforce in Malaysia, some 
Japanese companies have indicated that 
they can shop elsewhere in Asean if they 
are not offered the best incentives. 

For the time being, though, the Japan- 
ese view of Malaysia is undoubtedly posi- 
tive. "Compared to Thailand, the ports, the 
telephones are utterly better," one Japanese 
businessman says. a 





Gathering of the clan 


An insight into of how the Japanese do business in Malaysia 
emerged recently when more than 100 Japanese companies in- 
formally agreed to limit their competition for electrical engineers 
in the country's rapidly tightening labour market. 

The issue surfaced last year when Sony Corp. increased the 
salaries on offer for skilled technicians by 30?6. This had the im- 
mediate effect of stealing employees from other Japanese com- 
panies. (Competition is intense because Malaysia produces 
fewer than 4,000 science and technology graduates a year to 
serve nearly 2,000 foreign and domestic manufacturers.) 

The resulting flap was speedily resolved after officials of the 
leading Japanese electronics makers in Malaysia met in private 
with the local branch of the Japanese Chamber of Trade & In- 
dustry (Jactim). The result was a verbal agreement by firms to 
avoid “flagrantly” hiring workers from other Japanese com- 
panies, the sources say. 

Jactim denies that such an agreement was reached. Sources 
close to the Japanese community say, however, that the Japan- 
ese business body frequently serves as a forum to resolve griev- 
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ances and coordinate Japanese business activities in Malaysia. 

Local manufacturers were quick to criticise the Japanese for 
conspiring to keep wages artificially low. Others say the case il- 
lustrates the Japanese tendency to close ranks against other 
competitors. It also is consistent with the alliances that big busi- 
ness in Japan forges with Tokyo government agencies to further 
Japan's national interest. 

Some Malaysian observers question the wisdom of agree- 
ments such as the skilled-labour pact. Yeoh Oon Lee, an 
economist with the Institute for Strategic and International 
Studies and a former deputy director of the Federation of 
Malaysian Manufacturers, notes that a worker denied higher 
wages at Sony may join a US or other foreign firm willing 
to pay more. "It is then the Japanese who have lost out," he 
says. 
Such clannishness is typical of the Japanese business com- 
munity in Malaysia. Key Japanese government officials and 
executives, for instance, are members of Kuala Lumpur's exclu- 
sive Japan Club and the capital’s Japanese-dominated golf 
clubs. 

Their insularity irritates Malaysians, who would iike to be 
able to cultivate individual Japanese as clients or business con- 
tacts without becoming involved with the entire web of interests 
known collectively as “Japan in Malaysia.”  -» Doug Tsuruoka 
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ECONOMIC RELATIONS 2 


Japanese business has a direct line to Mahathir 


Personal vision 


By Doug Tsuruoka in Kuala Lumpur 


ew Asian states have embraced Ja- 
Fes investment as openly as 

Malaysia. The architect of this re- 
lationship is Malaysian Prime Minister 
Datuk Seri Mahathir Mohamad, whose 
“Look East” policy, first mooted in 1981, 
urged Malaysians to adopt the example of 
their East Asian neighbours as a model for 
development. 

Although Mahathir alluded only broadly 
to these rapid developers — Japan and the 
NICs — the post-war economic success of 
Japan and its regional dominance ensured 
from the start that it would assume a cen- 
tral role in his vision. (It is arguable that Ma- 
hathir wanted Malaysia to be as much like 
Singapore as Japan, but rivalry with the is- 
land republic effectively prevented him 
from advocating that course.) 

Look East extols the virtues of hard 
work and discipline and stresses the need 
to narrow gaps between workers and man- 
agement, to place group above individual 
interests and to improve productivity and 
quality. 

In this receptive climate, the Japanese 
are viewed as partners whose technology 
and investment will put Malaysia on the 
road to economic progress. The concept re- 
flects Mahathir's highly personal approach 
to the problem of Malaysian modernisa- 
tion; certainly, his pivotal role in opening 
the country to Japanese investment is dif- 
ficult to overestimate. His initiative also 
coincided with a shift in Malaysians’ out- 
look — from ties with Britain, their former 
Western colonisers, to a more Asian future. 

Despite this, critics point out that the 
Look East policy never coalesced into a 
coherent national strategy. The govern- 
ment never carried out a promise to intro- 
duce Japanese as a third language in 
Malaysia's schools, though the number of 
students enrolled at Japanese universities 
increased. The campaign mostly took the 
form of enthusiastic praise for Japan in the 
government-influenced media and exhorta- 
tions to workers at state-run factories. Such 
superficiality may have been inevitable, 
given the difficulties in adapting Japanese 
economic lessons to a Malaysia whose 
multi-racial society and colonial history is 
vastly different from Japan’s. 

Whatever its failings, the policy gave the 
Japanese a powerful advocate. Big Japanese 
investors often bypass their country’s em- 
bassy in Kuala Lumpur and appeal directly 
to Mahathir to get their plans approved. In 
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addition, many major projects have fallen 
into Japanese hands. These include show- 
case construction jobs in Kuala Lumpur 
such as the Dayabumi Building, headquar- 
ters of state oil firm Petronas, and the 41- 
storey Putra World Trade Centre, where 
Mahathir’s ruling party is based. 

The need to attract foreign investment, 
particularly for Japan, became acute dur- 
ing Malaysia’s 1985-86 recession. As com- 
modities prices and the economy crum- 
bled, it became clear that the 20-year-old 
New Economic Policy, a nationalistic doc- 
trine aimed at redistributing wealth to indi- 
genous Malays, must give way to greater 
foreign participation. 

Japanese Government officials say the 
turning point came in 1986, when Kuala 
Lumpur liberalised investment laws to 
allow foreigners to own up to 100% of cer- 
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tain export-related manufacturing ventures. 
Japanese investment has since flooded in, 
almost doubling in 1990 to M$4.2 billion 
(US$1.5 billion) from M$2.7 billion in 1989. 
(The Taiwanese have also developed an ap- 
petite for Malaysian investment; they over- 
took Japan in 1990 as Malaysia's top source 
of foreign funds.) 

Some observers, however, worry about 
the hidden cost to Malaysia's economic 
sovereignty of the influence Japan has 
gained from this avalanche of investment. 
"One of the consequences of Mahathir's 
Look East policy," says a Malaysian politi- 
cal analyst, "is that we have been absorbed 
more and more into an industrial program- 
me which is dominated by Japan." 

Malaysia’s lop-sided trading relation- 
ship with Japan lends credence to these 
fears. Japan accounted for 20% of Malay- 
sia's total trade in 1989, with the balance 
heavily in its favour. The Japanese trade 
surplus that year amounted to M$3.8 bil- 
lion, a six-fold increase from the year be- 
fore. In the first 10 months of 1990, the 
surplus swelled further, to M$5.6 billion. 
The imbalance partly reflects the flow of Ja- 
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panese intermediate goods bound for Ja- 
panese assembly and finishing plants in 
Malaysia. 

Japan's purchases from Malaysia, mean- 
while, were mostly of oil and commodities. 
The failure of the Japanese to buy more 
Malaysian manufactured goods leads to 
charges that Tokyo's trade policy has colo- 
nial overtones. 

Similar suspicions surround Japanese 
aid, important though it has been for 
Malaysia. Since the end of World War II, 
Japan has poured more than ¥480 billion 
(US$3.5 billion at today's exchange rate) 
into the country. These soft loans and un- 
tied grants have helped finance such key 
developments as a 725-kmdong gas 
pipeline that runs the length of the penin- 
sula and expansion of power capacity. 

But some critics argue that such assist- 
ance is used to gain lucrative business for 
the Japanese and keep Malaysia dependent 
on Japanese technology. For example, M$1 
billion worth of yen loans made to the Per- 
waja national steel project in 1982 were 
used to buy experimental smelting techno- 
logy from Nippon Steel. A prototype plant 
built to use the technology proved defec- 
tive, leading Perwaja into huge losses. 

Mahathir himself seems to be address- 
ing the concerns that it is a one-way re- 
lationship. His recent proposal for an East 
Asian Economic Grouping — made a few 
days before the breakdown of Gatt talks in 
Brussels — seeks to enlist the Japanese in 
forming a powerful regional trade bloc. Be- 
hind the idea is the fear that the current fail- 
ure of attempts to liberalise world trade 
may induce the US and EC each to form 
protectionist groupings that would seal out 
Asian products, including those of Japan. 

Although Mahathir's proposal would, 
on the face of it, bind Malaysia even more 
closely to the Japanese, he apparently be- 
lieves Malaysia has more to gain, not less, 
from the notion of greater interdepen- 
dence. Within the framework of an Asian 
trade zone, for example, Japan might be 
counted upon to admit more Malaysian- 
made finished products. This would give 
Malaysia a bigger share of a protective Ja- 
panese market that has only recently be- 
gun to accept electronics goods made in 
Malaysia by the Japanese-owned plants. 

The Japanese have so far rebuffed the 
idea of a trading bloc, saying they oppose 
any plan which promotes economic re- 
gionalism. But Japan is known to be giv- 
ing more consideration to the notion than 
Tokyo is presently prepared to admit pub- 
licly. 

Despite their commitment to multi- 
lateralism, the Japanese are aware that pro- 
tectionism in other parts of the world could 
easily spin out of control and that they 
would do well to be prepared. A Japanese 
diplomat says: “It would be better for Ja- 
pan not to oppose Mahathir's idea too 
strongly." * 





| Malaysians bridle at Japan's advice 


*ollow my le ader 


f apan is not only the leading foreign in- 
 vestor in Malaysia; it is also busily 

eJ dispensing advice about what steps 
M alaysians should take to win yet more Ja- 
;panese cash. But who would benefit most 
from this advice — Malaysia or Japan? 
<- Three studies compiled last year by the 
Japan External Trade Organisation (Jetro) 
and the Japan International Cooperation 
"Agency (Jica) were specific to the point of 
identifying the products Malaysia should 
specialise in to attract more Japanese invest- 
ment. 
. Although they were done at the behest 
of the Malaysian Government, the surveys 
are part of a concerted campaign by Japan 
to persuade Asean countries to follow what 
amounts to a Japanese blueprint for region- 
al development. Japan, for example, would 
_ like Malaysia to encourage joint-venture 
| production of automated equipment such 
as facsimile machines and word processors. 
The Japanese suggest that Malaysia should 
.. also become more involved in precision 
- casting, minicomputers and computer peri- 
p pheras. 
All this would suit the needs of 
-Malaysia's biggest end-user: Japan. 
_ cHowever, the findings have yet to re- 
. . ceive wide acceptance from Malaysian busi- 
. . nessmen. Liew Sew Yee, president of the 
^ ^ Malaysian Plastic Manufacturers Associa- 
tion, says such assessments are often col- 
*.-oured by wholly Japanese views of Ma- 
-.. laysia's productive capacity and resources 
_. = views not always shared by Malaysians. 
. . "To some extent, the Japanese are doing 
something that suits their self-interest,” 
- says Liew. 
.. One point of contention is differing 
Malaysian and Japanese attitudes towards 
the country's labour resources. Malaysia's 
ypulation of 18 million is small in compari- 
son to Indonesia or Thailand; Liew says 
this difference in scale is often used by the 
Japanese to justify their relative lack of in- 
erest in expanding training for the coun- 
try's workforce. 

‘The Japanese would rather commit their 
ining funds to more populous Asean 

tries. But Liew maintains that Malay- 
workers are better educated, and thus 
ore easily trained, than their competitors. 
/here the Japanese have invested in 
ysian-based training programmes, he 
.the stress is often on imparting skills 
benefit only Japanese manufacturing 




































Japan sets the agenda for industriali- 
tion in Southeast Asia," says Chandra 


Muzaffar, president of Aliran, a nationwide 
social awareness society. "This is in the na- 
ture of economies that are dependent and 
economies that are in a position to dictate." 

Others point to what they see as 
the implied threat of not following Japan- 
ese advice. Given the huge amounts of 
aid and investment which Japan has 
lavished on Malaysia, "saying no to Japan" 
is tantamount to commiting suicide, they 
claim. 

Japanese officials deny that aid and in- 
vestment are being held hostage to force 
compliance with their wishes. They argue 
that though the Malaysian Government 
commissioned the Japanese studies, it is 
not under an obligation to pursue their 
findings. But the feeling persists that such 
advice, however well intentioned, is help- 
ing to drag Malaysia into a post-war version 


Sphere. 


One Malaysian economist notes how 
following a Japanese plan for product deve- 
lopment can put local manufacturers at a 
disadvantage. "Some people complain that 
once the company is locked into a particular 
product, the Japanese start squeezing the 
Malaysians on price." The problem surfaces 
about "three to four years" into a typical 
joint manufacturing venture, he says, 
when the Japanese cite “market develop- 
ments" to revise the terms of their original 
contracts. 

Greater diversification could help Ma- 
laysian companies avoid such traps. But it 
is the Japanese to whom Malaysians most 
frequently turn for technology, simply be- 
cause the Japanese are the leaders in the re- 
levant fields. In the end, this increases 
Malaysia's reliance on the Japanese. 

Chandra says the solution lies in 
mobilising Malaysia's superior workforce 
and infrastructure as a bargaining chip with 
Japan: "While we should maintain an open 
door, countries that have more leeway like 
Malaysia should set their own agenda and 
strike a better bargain with the Japanese." 

B Doug Tsuruoka 





BORROWING 


Junta lifts That Airways’ debt ceiling 


Who's the pilot? 
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By Paul Handley in Bangkok 


decision by Thailand’s military junta 
A to release Thai Airways International 

from government borrowing con- 
trols has placed a question mark over the 
airline’s intention to go private. It has also 
raised doubts about the military's willing- 
ness to leave economic management to the 
civilian government it appointed following 
its 23 February coup. 

The junta's decision to let Thai Interna- 
tional raise its debt — from already high 
levels — was made before the appointment 
of new interim Prime Minister Anand 
Panyarachun. However, the ruling was not 
disclosed until after Anand took office. It 
was later confirmed by air-force command- 
er Air Chief Marshal Kaset Rojananin, a 
coup leader who is also chairman of the air- 
line. 

Although government officials gave no 
public hint of dissent at the junta's move, 
senior government planners have indicated 
privately that they are unhappy not to have 
been consulted. Finance Minister Suthi 
Singhasaneh, quizzed by local reporters, 
would say only that it would have to be 
studied — a sign that even he was taken by 
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surprise, observers say. 

Local bankers appear divided on the 
move's significance for Thai International’s 
proposed privatisation, which is scheduled 
to take place this year. Some believe the flo- 
tation will go ahead. Others speculate that 
the freedom to borrow might allow the air- 
line again to postpone going public. 

Under its new dispensation, Thai Inter- 
national will be allowed to borrow freely 
outside the national annual foreign-debt 
ceiling of US$1.5 billion. The ceiling, estab- 
lished in 1985, applies collectively to all 
state enterprises, who within it benefit 
from sovereign loan guarantees. No such 
guarantees apply to borrowing outside the 
limit. 

Besides curbing foreign debt, the device 
has been used by government officials to 
encourage state firms to improve their effi- 
ciency. And in the past three years, as the 
need for investment became especially 
pressing, it served as a lever in persuading 
state firms to adopt various forms of privati- 
sation. 

In Thai International's case, the curbs 
have restricted fleet expansion, causing re- 
sistance in both political and military circles. 

Senior government sources say that as 
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. W An excellent year for operations in Hong Kong and Australia 

m Record results from associates Maxim’ s and Kwik Save 

u Major acquisitions in ‘Spain and New Zealand 

B Stock exchange listings obtained in London, Australia and Singapore 


"The Dairy Farm Group and its businesses are in a strong financial condition. During 
1991 we will be consolidating our recent acquisitions, and despite generally flat 

. economic conditions, we are confident that our philosophy of value for money for the 
- daily basics of life will ensure that the Company continues to prosper.” 
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— SIMON. KESWICK, Chairman 
15th March 1991 
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BUSINESS AFFAIRS 


long as the airline continues to move to- 
wards a public share sale, the ruling is ac- 
ceptable. In addition, the civilian govern- 
ment still has veto power over the carrier's 
spending plans, though that power has 
been weakened by the military's interven- 
tion. 

Thai International's existing high level of 
debt, and its consequent need to raise cap- 
ital, may in any case be sufficient to keep its 
listing on course. 

As a result of the previous government's 
refusal to inject more cash, the airline's debt 
in mid-1990 was well over three times its 
equity. It was also carrying deferred for- 
eign-exchange losses on its books of more 
than Baht 2 billion (US$79 million). Late last 
year, however, the conversion of some re- 


tained profits into equity cut the debt- 
equity ratio to a safer, though still high, 
2.4:1. 

Bankers say this could be enough to en- 
able the airline to continue borrowing for 
up to a couple years without further in- 
creasing its capital. But the lack of govern- 
ment guarantees would inevitably concern 
lenders. “They are not exactly prudently 
leveraged,” one banker comments. 

Thai International’s freedom from bor- 
rowing controls is a likely precondition of a 
future underwriting of the airline’s shares. 
But even on this interpretation, the timing 
of the military's decision is odd. Although 
the airline is ostensibly proceeding with 
steps towards a privatisation, it has yet to 
make a final commitment on a share sale. 





BANKING 


Thai bank prospers on cautious strategy 


Lean and mean 


By Jonathan Friedland in Bangkok 


rit Ratanarak is one of Thailand's 
K most successful bankers and pro- 

bably its least visible. Rarely seen at 
public functions and disdainful of the kind 
of high-profile syndications flocked to by 
most bankers, the chief executive officer of 
Bank of Ayudhya concentrates on the un- 
glamorous business of helping Thailand’s 
Chinese merchant community take advan- 
tage of the country’s good times. 

Bank of Ayudhya, which was Thai- 
land’s fifth-largest bank in 1990 with assets 
of Baht 127 billion (US$5 billion), raised net 
income in the period by 74.3% from a year 
earlier to Baht 1.7 billion. For the first nine 
months of 1990, the latest tallied compara- 
tive figures, Ayudhya posted the highest 
return on assets and highest net income per 
employee of any Thai bank. Its 22% return 
on equity, reduced by a rights issue in 
March 1990, came in just behind far larger 
Siam Commercial Bank. 

Krit, who declined to be interviewed, 
achieved this enviable record by sticking 
close to the bank’s bread-and-butter cus- 
tomers, Bangkok’s mid-sized Chinese mer- 
chants. But he has also kept his 
institution liquid enough to 
cash in on the lucrative Thai 
interbank market. Ayudhya, 
which has a loans-to-deposit 
ratio of 93%, compared with an 
industry average of more than 
100%, made much of its 1990 
profit at the expense of com- 
petitors who lent heavily de- 
spite tight-money conditions. 

Ayudhya’s emphasis on in- 
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` terbank lending, combined with its tradi- 


tional heavy concentration on trade financ- 
ing, has meant that the bank has avoided 
excessive exposure to highly geared prop- 
erty projects. But it has also resulted in 
some missed opportunities. 

Bankers say Ayudhya has failed to de- 
velop much of a presence in the promis- 
ing mortgage-finance business. Further, 
the bank has lagged behind its competi- 
tors in meeting the increasingly sophisti- 
cated needs of Thailand's bigger conglo- 
merates. 

Thailand's blue chips have taken to bor- 
rowing capital offshore to escape high 
domestic interest rates. Ayudhya, which 
has failed to cash in on this trend, has the 
smallest international presence of Thai- 
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A Thai International official, however, 
said the raising of debt and equity went’ 
hand in hand. "Borrowing is not sufficient. 
We need to raise capital, too." 

Under the previously stated schedule 
for a share offer that is expected to raise 
Baht 3 billion, the airline is due to select two 
foreign and two local advisers in the second 
half of April. 

Five overseas banks have been short- 
listed: Goldman Sachs, Credit Suisse First 
Boston, Morgan Stanley, Salomon Brothers 
and S. G. Warburg. They will make final 
presentations to Thai International early 
next month. The shortlisted local advisers 
are Finance One, Tisco, National Finance & 
Securities, Phatra Thanakij, Union Asia Fi- 
nance and Asia Credit. x 


land’s five largest banks. Except for owning 
a small Hongkong deposit-taking com- 
pany, Ayudhya has little experience in 
overseas borrowing. 

Ayudhya's lack of emphasis on major 
corporate clients is somewhat paradoxical 
given that Krit's father, Chuan Ratanarak, 
had been the most successful of Thailand's 
bank-owning magnates in building a strong 
manufacturing operation. Krit took over 
from his father as chief executive of the 
bank in the mid-1980s. 

Thailand's No. 2 cement producer, Siam 
City Cement, is 52.5%-owned by Ratanarak 
family companies. The Ratanarak family 
also owns dominant shareholdings in two 
insurance companies and a brokerage listed 
on the Stock Exchange of Thailand (SET) as 
well as in privately held Bangkok Broad- 
casting & Television, the concessionaire for 
the army's channel 7 station. The combined 
market capitalisation of Ratanarak-control- 
led companies was US$1.65 billion at end- 
1990. 

" Ayudhya could be a shooting star," a 
banker says. "They have no major cor- 
porate customers nor a particularly strong 
retail presence. The bank competes on 
price, which in the long run is a killer on 
the liabilities side." 

Competitors of Ayudhya say the bank 
leads the market in interest paid on de- 
posits by making more frequent pay-outs to 
customers. Executive vice-president Mitra- 
parp Jalunugraha denies this charge. 

Whether Ayudhya has carved out a 
sustainable niche for itself or will falter as 
Thai banking becomes more 
competitive through deregula- 
tion remains to be seen, but the 
Ratanarak family's business re- 
cord suggests that it should not 
be underestimated. Chuan, 
who arrived in Bangkok from 
China in 1926, got his start in 
business loading lighters on the 
Chao Phraya River shortly after 
World War II. He parlayed the 
job into control of a cargo com- 
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two-day Asia Capital Markets Conference in 





recent 


Bangkok was this year's most important financial 
forum in Asia. 
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pany, ‘Bangkok Lighters, by the early 1950s. 
^. Teaming up with military strongman 
Field Marshal Praphas Charusatien, Chuan 
became a comprador for the then troubled 
Ayudhya before taking control of it. The 
family, which controls about 35% of 
. Ayudhya's stock through shelf companies 
< and Bangkok Broadcasting, remains close 
to the military 

The military connection has long been 
coupled with a conservative approach to 
growth. The cautiousness that kept 
. Ayudhya from expanding quickly under 
- Chuan's tutelage and that influences Krit's 
lending decisions may be a blessing, ac- 
+ cording to some analysts. This will be par- 
. ticularly true if interest rates climb in Thai- 
land and the country's numerous specula- 
-tive borrowers start to default on loans. 

:.. Unlike most other major banks, 
_ Ayudhya started trimming its asset growth 
in September 1990, when its deposits 
started to decline. Analysts say the bank 
maintains a reasonably honest policy to- 
wards lending to Ratanarak-owned com- 




























Saher in the world,” says Mark Green- 
wood, an executive at brokers First Asia 
Securities, “and Bank of Ayudhya comes 
close to the top. The bank is lean, mean 
and low-profile.” 

Ayudhya is certainly lean. Mitraparp ad- 
mits that “our salaries are below industry 
standards” and that lending decisions are 
centralised in Krit's hands. He also says 
Ayudhya has attempted to draw better 
educated professionals into its staff of 
6,200, deployed at 193 branches, and has 
spent heavily on technology. 

According to W. I. Carr analyst David 
Scott, Ayudhya's cost escalation, which has 
lagged revenue growth for most of Thai- 
land's four-year economic boom, is starting 
to catch up. Nonetheless, he says, "the 
bank is in good shape" to weather a slow- 
down in the economy. 

Indeed, Ayudhya comfortably endured 
the banking crisis afflicting Thailand in the 
mid-1980s, when three institutions suc- 
cumbed to mismanagement and most of 
the others faced painful defaults. Ayudhya 








. Fenture-capital firms look to Indonesia 





p - By / Adam Schwarz in Jakarta 


4 C ash-strapped Indonesian businesses 





may soon find some relief in their 
: search for funds. Several venture- 
. capital companies have recently set up 
shop in Jakarta and are screening potential 
candidates for equity investments. Three of 
the largest, led in each case by Hongkong- 
based financial companies, are well on their 
way to raising some US$90 million, with 
additional funds likely to follow. 

. But the government will have to clear 
away tax and legal obstacles, bankers say, 
before the venture-capital business will be 
able to make a significant contribution to 
economic development in Indonesia. The 
Finance Ministry, acutely aware that a 
liquidity crunch is crimping the economy, 
is encouraging the tax directorate and the 
Justice Ministry to support venture 
pitalists. New regulations could emerge 
| Soon as mid-year. 
< Local businessmen have toyed with the 
ea of venture capital — through which an 
vestment company acquires a minority 
juity position in, and gives management 
vice to, privately held companies — since 
ie mid-1980s. But plans have always stall- 
1 because of the lack of a well-oiled stock- 
market. Venture-capital funds typically exit 
eir investments by taking public the 



































Obstacle course 


companies in which they have invested. 

With a viable stockmarket now in place 
in Jakarta, venture capitalists believe their 
day is near. Prospective venture capitalists 
in Jakarta are looking to start relatively 
small by investing up to US$2 million in 
companies for periods of three-to-five 
years. 

New sources of equity capital would be 
welcome in Jakarta. A tight-money policy 
inaugurated by the central bank in June has 
forced banks to cut back lending and raise 
prime-lending rates to 28-30% from 20-22%. 
The higher rates, in turn, have sapped de- 
mand on the Jakarta Stock Exchange (JSE), 
thereby making equity listings less attrac- 
tive. 

The major obstacle to a thriving venture- 
capital industry is tax-related. Indonesian 
law has no provisions for holding com- 
panies or flow-through investment con- 
cerns, thus encouraging the rise of broadly 
diversified and decentralised business con- 
glomerates. 

The problem for venture-capital firms — 
which are effectively a type of holding com- 
pany — is that income would be taxed 
three times: once at the corporate level, 
again when earnings were paid out to the 
venture-capital firm, and once again when 
the firm paid out dividends to its share- 
holders. 
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loan-loss provisions, a meagre o, 0 any 


of Thailand's major banks. Bank of Thai- 
land officials say they are comfortable with 
this level since Ayudhya has few potential 
problem loans. 

One area where Ayudhya has strayed 
from its typical businesses is credit cards. 
Like most other Thai banks, Ayudhya has 
competed hard to gain market share. 

Ayudhya's own credit card has had lim- 
ited success, but its Visa franchise — one of 
several allocated to Thai banks — has 
proven highly popular. The bank, which 
has issued 80,000 Visa cards in the past two 
years, expects its fee income to rise by as 
much as 50% next year to Baht 825 million. 

Increased fee i may be needed to 
help Ayudhya's net income increase this 
year. Loan demand in Thailand continued 
to slow in the first two months of 1991, and 
the SET, where Ayudhya has made a tidy 
profit in recent years, partly through the 
disposal and repurchase of Siam City Ce- 
ment shares, remains uncertain in its direc- 
tion. " 






This works out to an effective tax rate on 
venture-capital investments of about 72%. 
“You won't make money on venture capital 
until the tax laws are changed," says 
Utomo Josodirdjo, a part owner of two new 
participants in Jakarta's fledgling venture 
capital industry. 

As a result, Indonesian investors find 
that it is easier and cheaper to invest di- 
rectly in target firms. Venture-capital in- 
vestments would be somewhat more at- 
tractive for foreign investors because they 
would allow them to bypass Indonesia's In- 
vestment Coordinating Board when mak- 
ing equity investments. 

Members of the newly formed Venture 
Capital Club are preparing a proposal for 
the Finance Ministry that will suggest tax 
changes for venture-capital investments. 
"We suggest that the venture-capital funds 
be taxed at zero per cent. The fund would 
have to act as a conduit [between investors 
in the fund and the investee firms],” says 
Indrastuti Hadiputranto, a lawyer advising 
one start-up venture-capital fund. Tax offi- 
cials are expected to respond to the sugges- 
tion within three months. 

A second problem concerns the legal 
status of venture-capital firms. The existing 
law allows for such companies, but it does 

not darify whether a venture-capital fund 
could be established separately from a ven- 
ture-capital mangement company. A sepa- 
rate structure would make it easier for 
venture-capital managers to increase the 
amount of funds available to be invested, 
without changing the equity structure of 
the original management company. 

Some lawyers do not see this issue as a 
major stumbling block. One possible struc- 
ture is that put forward by Hongkong- 
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ecord profit and earnings per share 


w Profit after taxation | + 38.696 






m Earnings per share : + 38.2% 
a Dividends per share — | + 34.1% 
























A et value per. share down 1896 due to decline in Hong Kong property values 
-æ Net borrowi ings less than 16% of shareholders’ funds. 
a 5.4 million sq. ft investment property portfolio 98% occupied 
m Stock exchange listi ngs obtained i in London and Australia 





"While it is too early. to forecast the results for 1991, on balance the outlook f 
for a relatively flat performance. " 


SIMON KESWICK, Chairman 
18th March 1991 


. Vins ended Stat. December 
: 196900 
DEED : Li Ens i n 


Net income from properties 
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| Operating profit 
Other income 
Financing charges 
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. Profit before taxation 
Taxation 














Profit after taxation 267.7 331 
Extraordinary | items | 152.9 E 


Profit attributable to Shareholders 420: 6 193 ] 
Dividends ; 
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| Earnings per share — 
Dividends per share ! 



















Net asset value. per. share 
Note: The Accounts bavé been prepared in Unite States Dollars andi 1 ace o dance with inter 








Accounting Standards and the 1989 comparative figures have been restated à ccordingly, The usderiving 
Accounts of the Group are principally d denominated in Hong Kong Dollars and have been transigted into 
Linited States Dollars at an exchange rate of USST.00 to HRSA 80. 
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2t wily | 
Hongkong Land Holdings Limited cS | À member of the Jardine Matheson Group 
incorporated in Bermuda with limited liability "vr 


The Registers of Members will be closed from 24th May. to 8th June 1991 inclusive to ident Hy Shareholders entitled to the propc sed fir ub 

dividend of USg5.50 per share which will, subject to approval at the Annual General Meeting to be held on Bth June 1991, be p 
date. Shareholders registered on a section of the Jersey Branch Register of Members who wish to receive their dividend in Hor 
Dollars, or Shareholders registered on the Company's s Hong Kong Branch Hegister of Members who wish to receive their o ig 
States Dollars, should notify Central Hegistration Hong Kong Larvted or one of the Company" s Transfer Agents on or before 241 
Shareholders whose shares are held through the Central Depository Systeri in Sagapore (COP) will receive Hong Kong Dollars 
elect through CDP to receive United States Dollars. The Hong Kong Dollar equivalent of the diva dend declared in United States Do 3 
calculated by reference to a rate prevailing five business days prior to the payment date. 
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BUSINESS AFFAIRS 





based financial firm Sun Hung Kai, one of 
the three leading new entrants in In- 
donesia’s venture-capital field. Sun Hung 
Kai put together an investment company 
last year called SHK Indonesia Fund, which 
is listed in London and incorporated 
in the Cook Islands, a tax haven. This 
company, which has raised US$21 mil- 
lion from mostly Asian investors, Owns 
85% of PT Eshaka Finance, a Jakarta- 
based venture-capital firm licensed in 
August. The other 15% is held by Utomo 
Josodirdjo and another local businessman, 
Omar Abdalla. 

The SHK Fund is using Rps 10 billion 
(US$5.1 million) of the funds raised in Lon- 
don to capitalise Eshaka Finance. The re- 
mainder will be invested in shares listed on 
the JsE. A lawyer working for Sun Hung 
Kai said that Eshaka Finance would be able 
to raise more funds in the future through 
capital injections by the offshore sharehold- 
ers or through a loan by third party invest- 
ors. 

A second venture capital company, 
AOG Mitra Capital Finance, received a li- 
cence in December. Hongkong-based fi- 
nancial advisers Asian Oceanic Group 
own 40%, while the remaining shares 
are split between five Indonesian busi- 
nessmen. The Indonesian company is 
capitalised at Rps 15 billion but has a larger 
pool of investment capital sitting outside 
the country. “We're still looking for the op- 
timal vehicle [through which to invest]," 
says AOG Mitra general manager Roberto 
Valdes. 


everal other companies are moving 
into the business as well. PT Artha 


Investa Argha is a financial-advisory 
firm that may begin making venture-capital 
investments on its own account. It is cur- 
rently 60%-owned by the American Inter- 
national Group and 40%-owned by the 
ubiquitous Utomo Josodirdjo plus former 
Shearson Lehman Brothers investment 
banker Sudjono Timan. 

An even larger venture capital fund is 
being arranged through the Hongkong- 
based Orient Group and the Gemala Group 
of Indonesia. A new company, PT In- 
donesia Ventures, will be a 50:50 joint ven- 
ture between the partners, says Gemala 
executive William Wanandi. As with Sun 
Hung Kai, the two partners will establish 
an offshore investment company, the In- 
donesian Growth Fund, which will be 
based in Bermuda. Wanandi said New 
York investment bank Lehman Brothers 
will be the "exclusive placement agent" for 
the US$60 million fund. 

Other firms seeking venture-capital 
business are Nomura Securities of Japan 
and Indonesian conglomerates Lippo and 
Bakrie. Mark Wong, a member of the Ven- 
ture Capital Club, says around 25 Indone- 
sian companies have expressed interest in 
setting up new funds as well. m 
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INVISIBLE HAND 


. Toil and trouble 


The Japanese were once derided by an EC bureaucrat as a "nation of workaholics 
living in rabbit hutches." Any improvement in their living conditions will have to 
await radical reforms in land use and taxation, but their appetite for working grind- 
ingly long hours is becoming less insatiable. 

This year's annual spring wage offensive (or shunto) is by common consent de- 
dicated as much to achieving a shorter working week as it is to securing wage in- 
creases. Management, unions and the government have a vested interest in bring- 
ing Japanese industrial practices more into line with Western competitors. 

The US and the EC would also like Japan to come into line with them. These 
competitors misguidedly believe that Japan's pre-eminence as an exporter is a result 
of its people's insistence on working all the hours under the sun. 

An average of 2,052 hours were worked in the Japanese private sector in 1990, 
which is 500 hours more than required of the (once-workaholic) Germans and the 
French, and 200 more than Americans clocked up. It is, though, some 500 fewer 
hours than the average for the drudges of South Korea, Taiwan and Singapore. 

Strip out overtime and the average working year falls to 1,866 hours. Yet Japan- 
ese overtime is largely a function of the so-called "just-in-time" system of produc- 
tion, by which small to medium-size suppliers help to minimise the inventory bur- 
den on major corporations. And the flip side of Japanese companies’ willingness to 
avoid laying off workers in bad times is that employees do not shirk overtime dur- 
ing busy periods. 

Also, the average Japanese worker takes only half his annual holiday entitlement 
of 15 days. A reluctance to take hofidays is a Japanese trait, just like embarrassment 
at going home before the boss. But there are practical factors, too. Workers are 
not paid if they are absent through ill- 
ness, so they tend to store up leave 
against this contingency. 

The government would like to see the 
working year reduced to 1,800 hours by 
1992, while the trade union confederation 
Rengo is pressing for the same reduction, 
but for a year later. The employers' or- 
ganisation Nikkeiren thinks both targets 
are unrealistic, but is in favour of shorter working hours. 

According to Nikkeiren, the five-day week must not be a privilege restricted to 
employees of major companies, but must progressively be introduced to smaller 
firms; holiday entitlements should be taken, not accumulated; and overtime, which 
attracts premium wage rates, should be reduced. 

This apparent unanimity of opinion between government, management and 
shopfloor does not spring from the desire to build a consensus. The government is 
hoping to propitiate Japan bashers by demonstrating that the country's industrial 
performance is not the result of unfair practices. To this extent, it is somewhat be- 
latedly bringing in a requirement for a 44-hour working week for both private and 
public sectors to take effect from next month. 

Rengo is pressing for shorter working hours mainly because of pressure from 
younger industrial workers who are no longer interested simply in maximising 
earnings, as their parents and grandparents were. They want more leisure time in 
which to enjoy their affluence. 

Most significantly, Nikkeiren wants to concede on the hours issue rather than on 
wage demands, which have already pushed nominal wage levels in Japan well 
above those in other major industrialised countries. These high nominal wage 
levels, greatly exacerbated by the strength of the yen since the Plaza Accord of 1985, 
threaten to undermine Japan's competitive gains achieved through high levels of 
capital investment and automation. 

If, as seems likely, Rengo agrees to moderate its 8-9% wage claim, it will not be 
because inflation is running at half that level, but because it has been offered a sop 
on working hours. That will be good for Japan Inc. and bad for the competition. 

m Anthony Rowley 





Wage rates in manufacturing 
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ever, to be able to report to shareholders that the Investment 
Managers paid heed to the warning signs and undertook a policy 


of conserving cash resources and making only very gradual 













and selective investments in the first half of the year. This meant 
that the Company's ssets have been largely preserved while we 
have maintained our s investment schedule by accelerating 


investment during the weaker conditions seen in the second half 






of the year. | 
Prospects for 1991 are more encouraging. While the after effects 
of the Gulf war may dictate stockmarket performance in the short 
term, economic forces will prove the arbiter in the longer term. 
Interest rates have almost certainly peaked in most countries. 
Asian economies and stockmarkets in | : 
general and smaller companies in par- . 
| NONO PODES Sy JF Asia Select Limited 
ticular, are no different from others in ' I 
being sensitive to interest rate trends. I, 
therefore, view recent developments 


as very positive for the year ahead. ?? 


A.H. Smith 
Chairman 
12th March 1991 


aaa: 


For a copy of the Annual Report please contact either 
Jardine Fleming 47th Floor, Jardine House, 

One Connaught Place. Hong Kong, 
Attn: D.R Howard, Tel: (8520 843 8888. Fax: (852) 843 2709 or 
Fleming investment Trust Management Lid. (Member of IMRO) 
25 Copthall Avenue, London EC2R 7DR, eU 

Tel: (071) 638 5858 Fax: (07D 256 6817 
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Local NEC Soccer Team 


Work hard. Play hard. 

When they're not out scoring goals on the playing field, NEC people in Thailand are busy 
making some of the most advanced electronic products ever produced there. In fact, NEC 
Technologies (Thailand) was the first to produce, in Thailand, such high-tech components as 
tantalum capacitors and electronic relays. And at NEC Communication Systems (Thailand), 
they built the country's first digital telephone switching system. 

But as much as building better products, a cherished NEC goal is to build a better quality 
of life. Which is why we helped to bring the fleet-footed magic of England's Everton Football 
Club to Thailand, Malaysia, Hong Kong and China. When the Thai national team battled 
Everton, part of the proceeds from the match went toward medical research in Thailand. 


i o4 Computers and Communications 





How does a company make the finest home electronics products in the world? By making 
quality the goal and building a strong global team that goes the extra mile. 

Like the people at NEC Home Electronics (Malaysia), who will go to any length to turn out 
a better product, even travelling as far as Japan to learn the latest zero-defect quality contro! 
methods. Back home, these newly skilled workers pass on the technology, one-on-one. 

People training people to achieve excellence. It works. 

Since 1988, the NEC Home Electronics team in Malaysia has produced more than half 
a million top-quality electronic subassemblies. NEC people around the world build these 
products into our colour TV sets — renowned for unsurpassed reliability and performance. 

One team. One worldwide goal — keeping “NEC” synonymous with quality. 


NEC 












g Group aims for financial supermarket 
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5 By Doug Tsuruoka in Kuala Lumpur 


Fong Leong Group appears to be 
 geanng up for major move into 
| Malaysia's financial sector by. ac- 
. quiring a 20% stake in Ban Hin Lee Bank 
~- (BHL) in Penang and listing its Zali 
= we unit on the Kuala Lumpur Stock Ex- 








ed on 13 March and must be clear- 
the authorities, could transform 
g Leong Credit, Hong Leong Group's 
igship, into a financial supermarket by 
ding banking to the services it already of- 
- fers in the credit, insurance and stockbrok- 
. ing fields. Such moves are part of a wave of 
"consolidations involving leading Malaysian 

finance companies, including Rashid Hus- 
. sain Bhd. and MBF Finance. Hong Leong 
2) imd is headed by tycoon Quek Leng 


i5 Acsuecessful listing for Zalik Securities 


. would make Hong Leong Credit one of the 
10 government-approved brokerages on 
. the KLSE. Zalik is 51%-owned by Hong 
.. Leong Credit. 
Under the arrangement, Zalik Bhd., a 
_ holding company, will acquire a 100%. stake 
in Zalik Securities through a share-swap 
- with the shareholders of both companies. 
-Zalik will then apply for a KLSE listing. 
Zalik will also purchase 20%, or 22.3 
million shares, of BHL from unidentified 
shareholders. In return, Zalik will issue 29 
million new shares to vendors of the 
bank’s shares. The exercise will be com- 
pleted when the vendors make a restricted 
offering of new Zalik shares to the holding 
company’s shareholders on the basis of one 
new share for every 10 existing shares. _ 
Financial figures have not been dis- 





ad 
be valued at more than M$86 million based 





1$3.92 (US$1.43) a share. The restructur- 


‘ing and listing of Zalik will dilute Hong - 


. Leong Credit's direct interest in the holding 
i Sempany to 38.8% from 51%. 

— In. 1989, BHL, Malaysia's 17th-largest 
bank i in asset terms, posted a 14676 year-on- 
year jump in pre-tax profit to M$5.8 mil- 

lion. More recent results are not available. 
4. ' A public flotation last year by the bank, 
which has 20 branches throughout Malay- 
increased its share capital to M$111.4 
on from M$50 million. The Penang- 
-< basec 1 Yeap family controls the bank with 
estimi ated 56% shareholding. 












on the bank's 15 March KLSE closing price of i 


The purchase of the BHL stake by Hong 
Leong Group follows an announcement 
on 28 February by Hume Industries, the 
congloi rate's construction-materials unit, 
that it had amassed a controlling 49.9% in- 
terest in Nanyang Press. Analysts view 
the purchase of the stake in Nanyang, 
which publishes Nanyang Siang Pau, a 
Chinese-language daily, as a sign that 
Hong Leong Group is allying itself more 
closely to the United Malays National Or- 
ganisation (Umno), Malaysia's dominant 
political party. Hume is part-owned by 
a unit of Fleet Group, which is owned by 
Renong, Umno's investment arm. 

If this assumption is true, Hong Leong 
Group's latest moves are an even stronger 
indication. that the conglomerate plans to 
mobilise its growing political clout in 
Malaysia's financial sector. The group's ar- 
rangement with Zalik was announced 
only one day before outgoing Finance 
Minister Daim Zainuddin disclosed that a 
mere 10 local brokerages would be allowed 
to qualify for listings on KLSE’s main 
board. 








Zalik s listing would mean that i 


Won x ee 






n ambitious leisure complex in Sin- 


| 1M gapore, a Moroccan developer and a 
E dosed for any of the transactions, but the 4 M 
acquisition of the 20% stake in BHL would - 


4 X Norwegian bank are the focus of a 
87: 2 million (US$41 million) fraud investi- 


i gation by the Singapore authorities. The al- 


leged fraud, involving what are claimed to 
be unauthorised letters of credit (LCs), could 
be one of the biggest ever to hit a Norwe- 
gian bank. 

The letters of credit were issued by 
Christiania Bank og Kreditkasse to DBS 
Bank, Standard Chartered Bank and Hong- 
kong & Shanghai Banking Corp. 

The banks have not disclosed how 
much each is owed, but Singapore news- 
paper reports say that Standard Chartered 
holds LCs worth S$41.5 million, Hongkong 
Bank S$17.5 million and pss, $$12.9 mil- 
lion. = > 
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Although Christiania Bank has a sub- - 
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fact that angers smal ook re t 
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Currently, four st ok iri — 
the exchange. Three others hi 
proved and are in various s stages 
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vendors has left the issue 
the bank i in doubt. These an 
1 ce that Hong. epn 















held by two sealer inen ab 
The Yeap family’s stake was red 
the offering. 
Zaliks 20% shareholding inc 
believed to have been cu on 
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alloted to qui ah shareholders sh ne dv. — 





southwest of the Norwegian opa l 
Two employees of the branch have been 
rested, Singapore newspapers say t 
of them, the ied! manager- 







a nis, is said to have 

O00 eddy last year : 
The ed fraud. is said to have beer 
discovered a month ago when the Stand 
Chartered Bank branch in Singapore. 1 
a routine credit enquiry with the Christia 
Bank branch in Singapore. Suspicions w 
aroused by the fact that the LCs were nt 
sued by the bank's headquarters in Os 
but by a provincial branch. Normall 
LCs would have been routed throu 
bank's Singapore branch, but inste 
reported that they were telegraphe 
































= Khamis was arrested in Singapore on 8 
March and was released on S$30 million 
bail. He has been questioned by both Sin- 
gaporean and Norwegian detectives. De- 
scribed as a French-educated entrepreneur 
with a taste for fast cars, Khamis reported 
o have made his first visit to Singapore as 
recently as 1988. He became a permanent 
resident of Singapore a year later, after in- 
esting S$1 million in the republic, and 
then swiftly made his mark on the property 
~ sector. 
- . His best known development is the 
. . Marina Village International situated in 
.. Marina South, a hotel and shopping com- 
|. plex located on a piece of reclaimed land 
. not far from the city's financial district. 
s Marina. Village contains 19 restaurants and 
- night clubs. The development is said to 
| . have cost about $$40 million and is continu- 
__ ‘ing to operate normally. 
Largely as a result of his success with 
. . Marina Village, Khamis last year won the 
-night to build a hotel, restaurant and enter- 
_ tainment complex costing $$10 million on 
_ Singapore's holiday island of Sentosa. 
-Khamis placed a down-payment with 
D the government's Sentosa Development 
Corp. and construction of the complex has 


p already begun. 
























| INDONESIAN 


. Indonesia's monetary authorities have de- 
cided to rein in the finance sector after al- 
lowing banks more than two years of vir- 
tually uninhibited growth. Central bank 
overnor Adrianus Mooy announced a 
ide-ranging series of measures on 14 
farch that are aimed at limiting currency 


oduced. by Bank indonesia (BI) forces 
aks to raise new « capit . hile restricting 






stricter controls ort foreign-exchange trad- 
ing, prohibit banks. frc on financing stock- 


ie porting requirements. | 
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By Ric Rigoberto Tiglao in Manila 


|he World Bank is using its dout 
T as Manila's second-largest aid donor 

(after Japan) to pressure the Central 
Bank of the Philippines to break up the 
country's banking oligopoly. A 4 March an- 
nouncement by the Central Bank that 
offshore banking units may deal in export 
letters of credit, worth up to US$400 million 
in 1991, appears to be part of the au- 
thorities programme to open up the coun- 
try to foreign banks. 

In a February memorandum, the World 
Bank reiterated its criticism that one of the 
countrys major problems is a "market 
structure for financial services characterised 
by oligopoly.” The memorandum em- 
phasised that high interest rates in the 
Philippines were mostly the result of gov- 
ernment policies, such as the high interest 
rates, the 25% reserve requirements on 
bank deposits and a 5% gross-receipts tax. 
But it said the situation had not been 
helped by the small number of large institu- 
tions that dominate the financial sector, to 
which entry had been restricted for the past 
20 years. 

According to the World Bank, the finan- 
cial sector has added to corporate costs "by 
way of high operating and profit margins." 


BANKING 


|| Plugging the loopholes 


Other measures in the BI package will 
require higher expenditure by banks on 
personnel training, and discourage bank 


owners from appointing family members 
to supervisory positions. Under the new. 


rules, banks are free to take equity stakes 
in foreign financial institutions but will 
find it more difficult to open branches. 


Further, a limited number of money-mar- - 


ket brokers will be licensed to deepen the 
market for central bank paper. 

Although some bankers feel the mea- 
sures went too far and others complain 
that the new rules were way overdue, the 
reforms were generally warmly received 
by the banking community. “It's a very 
good package," says Hidajat Tjandradjaja, 
a director of Bank International Indonesia. 
"There's nothing in there I don't like." 

Since October 1988, when the govern- 
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Pressure builds to break up Philippine oligopot 


= Money in high 





The bank pointed out that interest-rate 
spreads in the Philippines are among the 
highest in the EROR 

The World Bank, however, did not base 
its argument. on a textbook definition of 





oligopoly; it noted that the four largest 
banks in the Philippines held 40% of all 
banking assets. This was lower than the 
average of 65% for the top four banks in 
Thailand, Malaysia and the Philippines. 
"The real issue in the buc is the 






system, control that h 
tected the smaller, weaker nd 
lowed the larger, more (fient banks: to 
reap above-normal. profits ' the bank said. 

The World Bank said ere > was little in- 
terest-rate competition amc 
which preferred to. compete o on service and 
advertising. When rates were liberalised in 
the early 1980s, the bank said, interest rates 
widened as deposit rates fell and lending 
rates increased. "Normally, competition 
among banks would have been expected to 
raise deposit rates and reduce spreads," it 
said. 

Even though the World Bank did not 
suggest that the government should open 
up the financial sector to foreign banks, 
bankers say the implication is there none- 
theless. Under the 1948 General Banking- 
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ment deregulated the finance sector, 63 
private banks have opened for business, 
with the number of bank branches doubl- 
ing to about 4,500. Such rapid growth has 
drawn vast sums into the banking system 
and has contributed substantially to In- 
donesia’s GDP growth of more than 7% in 
the past two years. 7 
But a larger, more competitive banking 
system revealed. mane flaws at 
many banks and p proved that Br's monitor- 
ing and supervis ory capabilities needed 
serious improvement. Under the new 
package, the central bank’s inspection of 
individual banks should become more 
qualitative and less influenced by often 
misleading financial ratios. — 
Further, Mooy set a timetable for banks 
ply with capital-adequa é 
‘ds similar to those of the Bank for In 
national Settlements. (BIS), which wil re- 
quire banks to have capital levels equiva- 
lent to 8% of risk-weighted assets by the 
end of 1991. To force Indonesian banks to 
prepare for international competition, the 
central bank is insisting on pr ibl 
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| banking law has increased with 


. cember issued a paper drop- 


—— 


The probability of a revised 


the emerging political consen- 
sus that the country's foreign- 
investnent laws should be 
liberalised in order to spur eco- 
nomic growth. Two versions of 
such a bill are being deliberated 
in Congress. 

In an effort to outflank 
moves to liberalise foreign- 
investment rules for banks, 
the Bankers’ Association of 
the Philippines (BAP) in De- 
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ping its opposition to the idea. 
But it added that it would 
only agree to the licensing 
of new foreign-owned banks 
as long as such institutions 
deposit US$100 million with the Central 
Bank for 20 years at an interest rate not 
more than the London interbank-offered 
rate. 

Local banks, meanwhile, are worried 
that the World Bank's criticism of the bank- 
ing sector will fuel further criticism of their 
practices. Bank bashing has become wide- 
spread in the Philippines in recent years be- 
cause of the low interest rates offered on 
deposits of 46%, compared with the high 
rates charged on loans of 25-27%. 

The defensiveness of the BAP was un- 
derlined when it interpreted a report re- 
cently submitted by Citibank to the IMF as 
showing that the funding costs of bank de- 


levels of 5% by March 1992, 7% by March 
1993 and 8% by December 1993. 

"It will be an uphill battle [to comply] 
but we have no choice," says Bank Niaga 
president Robby Djohan. He predicts that 
capital-adequacy requirements will force 
many Indonesian banks to raise money 
from the capital market. "With assets 
continuing to grow, we'll all need to 
increase capital by 10-20% each year,” 
says Djohan. "Those [banks] that can go 
public will, those that can't will have to 
merge." 

Mooy has narrowed slightly banks' 
ability to borrow offshore, by restricting 
their net open positions in foreign curren- 
cies to 20% of capital, against 25% previ- 
ously. The new rule applies only to for- 
eign-currency exposure against the 
rupiah. Banks' exposure to third-party 
currencies, such as yen against Deutsche- 
marks, is limited to 25% of capital. 

. Mooy has instituted a minimum mar- 
gin level of 10% for banks who trade cur- 
rencies on behalf of customers. The board 


. of directors of each bank will be required 
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posits was only 9% a year, compared with 
the association’s estimate of 14-15%. (Citi- 
bank is one of four banks in the Philip- 
pines allowed to be wholly owned by for- 
eign entities because they were set up be- 
fore 1948. It was the second most profitable 
bank in the Philippines last year.) 

The cost of money for banks is at the 
crux of the issue. But BAP president Xavier 
Loinaz points out that while deposit rates 
are relatively low, time-deposit rates are 
in the 19-24% range, with the average 
cost for banks at 14-15%. “Add roughly 
5% for intermediation costs, 5% for over- 
head costs and another 4% for loan loss- 
es," he says, "and you'll get a 29% lend- 


to establish a policy for foreign-exchange 
trading and forex positions and margin 
deposits will have to be reported to BI on 
a weekly basis. 

The new margin rules are in 
to the near collapse in September 1990 of 
Bank Duta, then the country's second 
largest private bank. By misreporting its 
foreign-exchange exposure, the bank 
overstepped its trading limits for 18 
months without being detected by BI. By 
September, Bank Duta had accumulated 
losses of US$420 million. 

Some bankers complain that a 10% 
margin minimum is too high. “It’s good 
that banks can no longer use margin 
levels as a competitive tool,” says the trea- 
surer at a top bank. “But having good con- 
trols in place is more important than the 
actual level of margin deposits.” 

Another controversial measure pro- 
hibits all bank lending to stock trading 
companies. In the past, Mooy has 
badgered banks not to fund stockmarket 
speculators, but not all banks have lis- 
tened. Moreover, many banks play the 
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ing rate, with margins for banks 
quite slim.” 

Loinaz, who also heads Bank 
of the Philippine Islands (BPI), 
the country’s largest private 
bank, blames the banking sec- 
tors unpopular interest rates 
on the country's budget def- 
icits. With Treasury bills fetch- 
ing 23-26%, he says, banks are 
forced to offer competitive rates 
for time deposits. 

The BAP president also de- 

m nies the presence of oligopoly 
1990| power in the banking system. 
- He points out with prime lend- 
ing rates in the 23-2775 range, 
banks compete intensely in the 
loan market, often only for slim 
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margins. 

Still, the World Bank's criti- 
cism of the banking system 
may be, by economic defini- 
tion, accurate. The question of 
oligopoly power does appear to go beyond 
financial indicators. With so much in the 
Philippines dependent on state-issued 
licenses and regulations, banks have be- 
come the lucrative nexus for political and 
economic power. This explains why the 
biggest groups in the country have banking 
arms. 

The importance of banks to the coun- 
try’s elite class also explains the pheno- 
menal growth in the late 1970s and early 
1980s of Allied Bank, United Coconut 
Planters Bank, Security Bank and Philip- 
pine Commercial International Bank. These 
banks were controlled by cronies of former 
president Ferdinand Marcos. s 





market on their own behalf, either directly 
or through nominee companies. 

Smaller brokers, many of which 
bought stock last year using borrowed 
money, will be forced to liquidate their 
portfolios at a loss. This will undercut the 
already shaky foundations of the broking 
community and draw still more liquidity 
from the cash-starved Jakarta stock- 
market. 

“This means that banks can't even give 
me a loan to buy a computer," says Tito 
Sulistio, managing director for Penta Sec- 
urities. "[Mooy's package] may be good 
for banks but it isn't any help to the stock 
exchange." 

Conspicuously absent from the new 
set of rules is a clear list of sanctions for 
banks that fail to comply. One banker 
says the government plans to issue a new 
banking law later this year, replacing the 
existing law in effect since 1967. The new 
law is almost certain to contain strons 
criminal sanctions for banks that disob/ 
regulations or misreport their activitie © 
BI, says the banker. m Adam Scerz 





“Look after this 
planet, it’s the only 
one we have? 


A personal message 
from HRH The Duke of Edinburgh, 
WWE International President. 


Acid rain. The pollution of 
soils, lakes and rivers. The 
imminent extinction of species. 
The destruction of tropical forests. 
All these have been headline news 
for many years. 

But they're only the tip ofan 
iceberg. Put them all together and 
add in the stories which never 
make the news, and you begin to 
see the hammering the world is 
taking from its huge and ever- 
growing human population. 


This hammering is cumulative. 


Every new case is added to the 
damage that has already been 
done, so that we are constantly 
accelerating the process of 
destruction. 


Our life-support system 


AII life on earth is inter- 
connected, dependent upon the 
physical processes taking place in 
the atmosphere and the oceans. 

This natural system is our life- 
support system, and if we damage 
any part of it we are putting our 
own survival at risk. 

The purpose of WWF - the 
World Wide Fund for Nature — and 
all the other nature conservation 
bodies, is to limit any further 
serious damage and to restore the 
balance between man and his 
natural environment. Please take 
an interest in the health ofour 
planet, itis the only one we have. 


Write for further information to 
WWF International, CH-1196 
Gland, Switzerland. 





WWF 
Worlawiqe Fund For Nature 
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ECONOMIC MONITOR: 


BANGLADESH 


Grasping the nettle 


he prolonged political agitation 

that led to the downfall last De- 

cember of former president H. M. 

Ershad has hobbled an already 
weakened economy. War in the Persian 
Gulf, declining industrial production and 
consumer spending, and a worsening cur- 
rent-account deficit have also added to the 
country’s economic woes. 

Available indicators do not provide 
much reason for optimism for the remain- 
der of the fiscal year ending in June. Ac- 
cording to Finance Ministry officials, there 
has been a shortfall of about Taka 6 billion 
(US$169 million) in the government's rev- 
enue collection during the July-December 
1990 period. The shortage for the entire fis- 
cal year, however, can probably be limited 
to Taka 3 billion, these officials say. 

Spending is likely to be kept within the 
budgetary limit of Taka 73 billion. The An- 


Bangladesh's performance 


Year ending June 
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nual Development Programme (ADP) will 
probably be cut back from its original size of 
about Taka 57 billion because of a slower 
flow of foreign assistance. 

The interim government of Justice 
Shahabuddin Ahmed has not taken any 
major decisions regarding future economic 
policy. 

All the tough choices have been left 
to the new government of Bangladesh 
Nationalist Party (BNP) leader Khaleda Zia, 
victor in the 27 February parliamentary 
elections. 

Providing a hint of things to come, 
Saifur Rahman, a former finance minister 
and the BNP’s spokesman on economic af- 
fairs, said that “belt tightening” would be 
required to mobilise new resources for pro- 
ductive parts of the economy. The implica- 
tion was that the government would opt 
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for “hard” rather than “soft” policy options 
to instil economic discipline. But this carries 
the danger of political difficulties for a new 
government lacking an absolute majority in 
parliament. 

The Ershad regime, which was criticised 
for its overly centralised policies, had 
adopted a series of structural adjustment 
programmes aiming for higher economic 
growth and lower fiscal and external defi- 
cits. 

Rather than achieving the intended re- 
sults, however, the policies led to a sharp 
reduction in domestic investment through- 
out the 1980s. The trade deficit widened 
22% to US$2.34 billion in 1989-90 from its 
level in 1980-81. The burden of servicing 
the country’s debt also rose considerably 
over the past decade. 

Although agriculture accounts for nearly 
half of GDP, it has long been neglected by 
governments more interested in building 
the nation's industry. Despite investment 
incentives and other favours, industry still 
represents less than 8% of GDP. 

Annual public investment in agriculture 
declined 33% during the 1980s, while the 
rural population’s purchasing power fell. 
This resulted from a combination of man- 
made and natural disasters, including the 
elimination of rural subsidies and credit 
programmes, successive floods, and de- 
clines in the price of jute and rice. The re- 
sult has been to depress consumption and 
reduce industrial production. 

In an effort to build a consensus regard- 
ing future economic measures, the interim 
government commissioned 29 separate task 
forces on various policy areas under the 
leadership of leading academic Rehman 
Sobhan. 

These reports were presented to the act- 
ing president on 9 March, to be turned over 
to the new parliament. 

Sobhan said the reports, each written 
by well-known economists and planners, 
were not meant to replace the country’s 
fourth five-year plan, but rather suggested 

“minimum steps to be taken in different 
sectors of the economy.” The overall aim 
was to identify possible ways of alleviating 
poverty, achieving greater economic self- 
sufficiency and attaining sustainable eco- 
nomic growth. 

Analysts do not expect the new govern- 
ment to adopt any policies radically differ- 
ent from the previous government. Still, 
there is hope that a democratically based re- 
gime will move to address the many basic 
problems facing Bangladesh's economy. 

8 S. Kamaluddin 
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| Hongkong regulators 
approve share buy-backs 


> Hongkong’s Securities and Futures 
Commission approved rules allowing 
listed companies to repurchase up to 10% 
of their own shares annually. Buy-backs 
made through the stockmarket will be 
limited on a monthly basis to 25% of the 
stock’s trading volume in the preceding 
month. Off-market repurchases (typically, 
from a large shareholder) will require 
approval from 75% of disinterested 
shareholders. The plan has yet to be 
passed by the Hongkong Stock Exchange; 
in addition, until local laws are changed, it 
will apply only to companies domiciled 
outside the territory. 


Airbus groundings blamed 

for Indian Airlines loss 

> Confirming industry estimates, Indian 
Airlines predicted a loss of US$47.2 million 
for the year to 31 March, ending 17 years 
of profits. The reversal was partly caused 
by the lengthy grounding of the carrier’s 
Airbus A320s following a crash in February 
1990. A 25% cut in flights caused by higher 
fuel prices also hurt revenues. 


Indonesian auto maker 
forced to halt output 


> Indomobil Utama, one of Indonesia's 
largest auto-assembly and distribution 
firms, on 15 March announced a 
production halt of up to three weeks 
because of slack demand. Indomobil 
president Soebronto Laras said Indonesia 
has total stocks of about 50,000 vehicles, 
roughly twice monthly sales. 


Thai banks abandon 


rate-setting agreement 

> Thailand's 15 commercial banks 
abandoned cartel arrangements that were 
already breaking down in the face of 
competition. Thai Bankers Association 
president Tarrin Nimmanhaeminda said 
banks in future will set deposit rates and 
various other fees independently. 


Japanese insurance claims 
filed over Iran losses 


> Mitsui & Co. and four other Japanese 
companies have filed trade-insurance 
claims totalling ¥93 billion (US$685 
million) against the Tokyo government in 
respect of losses on an abandoned 
construction project in Iran. The 
petrochemical plant they were building at 
Bandar Khomeini was badly damaged in 
the Iran-Iraq war, causing the firms to 
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withdraw from the project in 1989. 
Officials from Japan's Ministry of 
International Trade and Industry are due 
to visit the site to assess the damage at first 
hand. 


Fletcher seeks partners 
in Canadian operations 


> Fletcher Challenge of New Zealand said 
it will seek partners for its forestry 
operations in Canada and may sell some 
holdings in "recognition of the reality of 
world capital markets." The company has 
already put up for sale its ammonia/urea 
plant in south Taranaki, New Zealand. It 
also aims to raise NZ$300 million (US$180 
million) from an issue of capital notes. The 
notes, which bear interest and are fungible 
for cash or shares after 10 years, represent 
60% of the capital of Fletcher's New 
Zealand gas transmission subsidiary, 
Natural Gas Corp. 
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Hongkong firms acquire 
control of US company 

> Hongkong-listed companies led by 
Semi- l'ech (Global) said on 16 March they 
will buy 20% of US electronics distributor 
Emerson Radio Corp. for US$30 million. 
The Hongkong concerns, associated with 
Macau casino magnate Stanley Ho, will 
also control Emerson's board. Despite 
losses and large debts, the US firm has a 
strong US wholesaling operation and plans 
overseas expansion. It will be placed under 
a new holding company owned by 
Semi-Tech, its US subsidiary ssMc Inc. and 
Hongkong-listed Grande Holdings and 
Universal Appliances. The purchase is part 
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of a drive by Semi-Tech to create a global 
manufacturing, distribution and retailing 
network based around sSMC, which owns 
the Singer brand name. 


Vietnamese investment 
draws wide interest 


> A Vietnamese investment forum in Ho 
Chi Minh City from 11-15 March drew 640 
delegates from 31 countries. The event, 
co-sponsored by the UN Industrial 
Development Organisation, ended with a 
speech by Communist Party chief Nguyen 
Van Linh. Vietnamese officials said 217 
foreign-investment projects totalling 
US$1.4 billion have been approved to date, 
though only US$360 million has so far 
been spent. 


Overseas buyers sought 

for New Zealand properties 

> Fifty-five New Zealand properties 
owned by failed merchant bank DFC New 
Zealand are to be marketed in Hongkong, 
Indonesia, Japan, Singapore and Taiwan in 
an effort to clear the bank’s NZ$500 million 
(US$299 million) property portfolio. 
Further sales are also planned in the next 
18 months. Most of DFC’s portfolio 

was acquired through mortgage defaults. 
The continuing weakness of the local 
property market has hindered their 
disposal. 


Taipei begins sale 
of bank shareholdings 


> Taiwan's Ministry of Finance on 19 
March began selling part of its holdings 
in the republic's three big commercial 
banks, First Commercial, Chang Hwa 
Commercial and Hwa Nan Commercial. 
The 46 million shares, to be sold over 
several months, represent an average 
3.3% of the banks’ equity. Government 
estimates that the sales will realise 
NT$8-9 billion (US$296-333 million) imply a 
selling price of 25-30% below current 
market values. The banks will remain 
majority-owned by Taiwan's provincial 
government. 


US begins investigation 
into Thai patent laws 


> Washington has opened an investigation 
into Thailand’s patent law following a 
complaint by the US Pharmaceutical 
Manufacturers Association. The action is 
being taken under Section 301 of the US 
Trade Act, which permits retaliation if the 
complaint is upheld. US officials also 
recently began an inquiry into Thai 
copyright enforcement. 
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Economic indicators, selected Asian countries 


Australia China 
Economic Growth % (real) (1) 
1990 -0.5 5 
1991 2 6 
International Reserves (5) 
Latest US$16.15b (Jan) US$29.59b (Dec) 
Year earlier US$13.55b US$17.96b 
Trade Balance (total merchandise) 
Latest 3 months +US$0.18b (Nov-Jan) «US$3.40b (Nov-Jan) 
Previous 3 months -US$0.19b +US$2.95b 
Year earlier -US$0.83b +US$0.22b 
Exports (7) 
Latest 3 months US$10.01b US$18.79b 
% change previous 3 months +2.3 +13.8 
% change year earlier +9.9 +29.6 
Imports (7) 
Latest 3 months US$9.83b US$15.38b 
% Change previous 3 months -1.4 +13.5 
% change year earlier -1.2 +7.8 
Consumer Prices 
Base Jul 80-Jun 81=100 Dec 1989=100 
Latest 3 months index average 214.5 (Oct-Dec) 104.3(11) (Dec) 
% change previous 3 months +2.7 n.a. 
% change year earlier +6.9 +4.3 
Money Supply (3) 
Latest A$201.83b (9) (Jan) ^ Rmb1,361.28b (Jul-Sept) 
% Change previous month -1.3 +7.9(10) 
% change year earlier +10.4 +29.9 


Source: Telerate, International Jute Organisation 
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-US$0.56b (Nov-Jan) 
+US$0.68b 
+US$1.11b 


US$23.04b 
40.9 
+25.2 


US$23.60b 
+6.6 
+36.5 


Oct 84-Sept 85=100(2) 
148.5 (Nov-Jan) 

+2.5 

+11.0 


HK$552.06b (Jan) 
+2.3 
+16.1 


tOffered rate Source: Telerate, Salomon Brothers 


India 


4(4) 
3.5-4(4) 


US$2.73b (Jan) 
US$3.62b 


-US$1.72b (Aug- 


-US$0.80b 
-US$0.87b 


US$4.31b 
-0.4 
+12.6 


US$6.03b 
+17.6 
+28.4 


1982=100 
199.7 (Nov-Jan) 
+4.0 

+14.1 


Rs2.61t(9) (Feb) 
+1.8 
+16.5 


Indonesia 
6 
5 


US$7.33b (Jan) 
US$5.16b 
Oct) +US$1.32b(8) (Oct-Dec) 
+US$0.52b 
4US$1.84b 


US$8.03b(8) 
+23.3 
+34.0 


US$6.71b(8) 
+11.9 
+64.4 
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Rps80.70t (Nov) 
+2.9 
+46.5 


Japan 


5.6 
3.8 


US$79.08b (Jan) 
US$81.77b 


+US$8.65b (Nov-Jan) 
+US$13.63b 
+US$10.07b 


US$75.76b 
+1.2 
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US$67.12b 
+9.6 
+21.6 
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+4.2 


¥502.21t (Dec) 
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Malaysia 


65 
8 


US$10.53b (Oct) 
US$7.03b 


+US$0.01b (Sept-Nov) 
-US$0.05b 
+US$0.33b 


US$8.31b 
+14.2 
+24.1 


US$8.30b 
+13.3 
+30.4 


1980=100 
139.8 (Oct-Dec) 
+2.0 . 

+3.6 


M$83.07b (Nov) 
+0.5 
+26.0 


(1) Official and other estimates of GDP (GNP in Japan) (2) Consumer Price Index A (3) M2 or currency plus bank deposits (4) To March (5) IMF definition of reserves minus gold except for Singapore (6) fob (7) cif 
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AM ddA S ON 0-0 F.M: 
*Market capitalisation-weighted index of nine Asian bourses excluding Japan, published by Asian Markets Monitor, a Review newsletter, 1 Jan. 1990-100 
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Rapped knuckles 


elatedly, and with little fanfare, 
the Jakarta Stock Exchange (JSE) 
has started to punish brokers 
" who flout trading rules. Marzuki 


:Usman, who heads the exchange's watch- 
dog agency Bapepam, on 14 March sus- 


pended three brokers from the floor for one 


month. 


All three had traded illegally with Wira 


Unggul Securities (WUS), whose bouncing 
Cheques caused a market furore in January. 
Using the phoney cheques, the owner of 
. WUS bought up to Rps 6 billion (US$3.1 bil- 
lion) in shares from unsuspecting brokers; 
‘the shares were then re-sold to other brok- 
ers. By the time the deception was disco- 
-vered, the wus owner had disappeared. He 
-was picked up by the police a few weeks 
Tater. 

|| The wus scam went undetected dur- 

(| ing eight frenetic days of trading because 

_ | many brokers had agreed to carry out the 


- | transactions in the grey market, where 


| four-day settle- 
- | - Pandurama Sec- 
|| urities and 
. | Primarindo Sec- 
| | urities have been 
- |. suspended for 


_ | in the grey market. 
| The value of the — 
- | trades was not dis- @ 


— " trades do not cross the JSE main board. In 
. | addition, brokers did not report wus to 
|| Bapepam after the 


dealing with wus 


roker, Sinar Mas 
Eka Graha, was 
uspended for 
ealing. in securities for which the owner- 
ip was "unclear." 


Marzuki. 


.. Some brokers grumble that the Bapepam 
vefs actions are a day late and a dollar 


.Short. But Shroff takes the more charitable 
view that any enforcement of the rules is 
: preferable to no enforcement at all. Mar- 
_zuki is also to be commended for not shy- 
ing away from the exchange’s more power- 
ful participants. Although all three of the 


suspended firms are small players, at least 


2 two have strong backing. 


Sinar Mas Eka Graha is 100% owned by 
the Sinar Mas Group, one of Indonesia’s 
largest business conglomerates. And Prima- 
rindo, brokers say, is controlled by well- 
connected businessman Ibrahim Risjad and 
Hidayat Suryaatmadja, son of the influen- 
tial director-general of the monetary affairs 





department at the Finance Ministry. 

Brokers are waiting for the other shoe to 
drop. But it is still unclear whether Marzuki 
intends to punish the many other firms that 
dealt with wus in the grey market, or 
whether he will rest contented at having 
made an example of the three brokers just 
suspended. 

Most analysts think the latter option is 
more likely. One broker even suggested 
that the three suspended firms were con- 
tinuing to trade through other brokers, an 
activity which, if true, would do little for 
Bapepanvs credibility. — a Adam Schwarz 


South Korea has delivered a stinging rebuke 
to Japan's main securities houses by refus- 
ing them permission to set up local 


. branches. Instead, three Western broker- 
ages and a Hongkong firm have received 


"letters of welcome" inviting them to sub- 
mit formal applications for a domestic 
operating licence. According to the Minis- 
try of Finance (MOF), only the anointed four 
will be granted licences this year. 

The. exclusion of the Japanese, an- 
nounced on 15 Match, startled many obser- 


. vers; Japan's Big Four appeared to satisfy 
most of the criteria set out by the MOF when 
it invited approaches from foreign broker- 


ages. 

Their commitment to the South Korean 
market could hardly be in question. Nom- 
ura was the first foreign firm to open a 


Securities representative office in Seoul; 
Daiwa, Yamaichi and Nikko followed, set-. 


ting set up shop during the first half of the 
1980s. All have actively participated in un- 
derwriting South Korean overseas issues, 
with some of them suffering hefty losses in 
the past 18 months. 

But that proved to be of no avail when 
the MOF came to assess a total of nine appli- 
cants. Barings, Citicorp Scrimgeour Vic- 
kers, Merrill Lynch and Jardine Fleming 
received invitations to set up branches. The 
only Western applicant refused was W. I 
Carr, a unit of Banque Indosuez of France. 

MOF officials said they did not need to 
grant licences to the Japanese or to W. I. 
Carr because South Korean firms do not 
want to open branches in Tokyo or Paris. 
Also, said the officials, they are unhappy at 
the widening trade deficit with Japan, 
which was a record US$6 billion last year. 

But the reciprocity argument, at least, is 
not persuasive. Despite Citicorp and Mer- 
rill's 
shown no great enthusiasm for setting up 
full branches in New York. The suspicion 
lingers that a high-level decision was taken 


FAR EASTERN ECONOMIC REVIEW 


admission, South Korean firms have > 





that anti-South Korean sentiment in Wash- 
ington should not be exacerbated. 
Regulators in Seoul are probably right in 
assuming that the Japanese will refrain 
from making a public protest. Yet corporate 
South Korea needs access to the type of 
cheap financing that the Big Four are adept 
at arranging. m Mark Clifford 


Shroff haiis the apparent rehabilitation of 
Sirichai Bulkul, who has been appointed a 
legislator in Thailand's interim parliament 
by the military junta. 

Sirichai, as investors and bankers will re- 
call, was the owner of the Mahboonkrong 
group, which gobbled up funds worth tens 
of millions of US dollars in 1987. Brokers 
will remember him as the controlling share- 
holder in Chao Thai Securities, which was 
shut down by the authorities in January 
1990 for organising one of the biggest 
ramps in Thai stockmarket history. 

When customers and creditors tried to 
collect on Chao Thai's 10Us, the company 
paid with a series of dud cheques for Baht 
700 million (US$28 million), a substantial 


pet of which had to be written off by brok- 


Why the sudden change in Sirichai's for- 
tunes? When he was fighting off Mahboon- 
krong's creditors (shareholders never stood 
a chance) he was escorted to meetings by 
an influential army colonel. Even the 
group's leading lender, Siam Commercial 
Bank, had to tread carefully when faced 
with this kind of support for Sirichai. 

In the Chao Thai case, charges were laid. 
against managing director Thamnoon In- 
gkhuthanond, though many felt he had 
been made a scapegoat. The case has disap- 
peared into the judicial system with the ap- 
parent understanding that no one will be 
punished. Since then, of course, the stock- 
market has recovered several times over 
and fortunes have been regained, espe- 
cially in the most recent rally that followed 

| üniscent of the heyday of 








Admittedly, there has: Been. plenty of 
good news and.a lot of loose cash giving a 
fillip to the Thai stockmarket. Yet Shroff has 
to wonder about the strength of the recent 
climb — nearly 50% since the beginning of 
the year — especially as unchecked ramp- 
ing has been such a large part of it. No 
doubt, the market has noted the junta's 
publicly stated concern that the index 
should not drop and its recommendations 
to buy if it does. 

So who is to complain? Certainly not a 
rehabilitated Sirichai. m Paul Handley 
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Japan ventures out 


ew technology tends to spring 
from new companies. But start- 
ups require fertile soil if they are 
to flourish. The US has been fam- 
ously successful in providing such soil. In 
California's Silicon Valley and along Mas- 
sachusetts' Route 128, hi-tech firms seem to 
pop up overnight like mushrooms. Al- 
though many subsequently wither and die, 
a few such as Apple Computer or Lotus 
Development grow into giant corpora- 
tions. 

In Japan, by contrast, successful start- 
ups are few and far between. Some Japan- 
ese talk of long-established firms such as 
Sony and Kyocera as if they were still brash 
upstarts. But against all odds, Japanese 
start-ups do exist. 

One of the handful of recent arrivals on 
the Japanese corporate scene is ASCII. Sig- 
nificantly, ASCII is a software company. All 
you need to produce software is some 
brains and a personal computer, so the bar- 
riers to entry are much lower than in manu- 
facturing, where major capital investment 
is required. 

ASCII'S success, initially as Japanese dis- 
tributor for Microsoft, contrasts vividly with 
the failure of personal computer maker 
Sord. Once touted as Japan's answer to 
Apple, Sord long since foundered and was 
swallowed up by Toshiba. 

Why so few Japanese start-ups? One 
factor is cultural: in Japan, small is not 
beautiful, as far as 
corporations are con- 
cerned. Most Japan- 
ese prefer to belong 
to groups, the bigger 
and more powerful 
the better. And once 
Japanese have joined 
a company, persuad- 
ing them to change 
employers has been 
almost impossible. 

This may change. 
Recent surveys show 
that 70-80% of young 
Japanese workers 
would like to change 
jobs. In addition, 
there is the rise of the 

furita (a newly coin- 
ed Japanese word 
meaning part-time 
worker), defined as 
individuals who work 
only to finance their 
fun 





eme challenge 
‘established’ companies. 


Another factor in- 
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hibiting the growth of new companies is 
the dearth of capital. Japanese banks have 
been reluctant to provide funds for start- 
ups. And the Japanese Government has 
failed to provide incentives such as invest- 
ment tax credits. Japanese start-ups are fur- 
ther hindered by the inability to use stock 
options as a lure for in-demand engineers 
and other personnel, as is commonly done 
in the US. Japan has employee stock own- 
ership plans, but they are thinly spread 
among 2.4 million workers. 

But some firms do manage to overcome 
these obstacles. One of the most remarka- 
ble of Japan's handful of start-ups is Cus- 
tom Technology Corp. (CTC), a 70-employ- 
ee outfit founded in Kawasaki in 1986, de- 
scribed somewhat over-enthusiastically in 
the company's literature as the Silicon Val- 
ley of Japan. 

Almost everything about CTC is un- 
usual. For example, three of the company's 
seven founders were formerly employees 
of Arthur D. Little, a leading US consul- 
tancy. 
Why leave a good job with a prestigious 
firm? CTC director Hideo Nagashima says: 
"We wanted to start our own business, we 
had confidence in our own management 
abilities . . . and we couldn't wait 30 years 
to become leaders of a company." 

A second noteworthy feature is the 
company's highly international workforce. 
This is partly a response to Japan's acute 
shortage of engineer- 
ing talent. Recruiting 
is now a serious 
problem even for big 
firms. 

CIC uses in- 
genuity to cope with 
the problem. For ex- 
ample, three of the 
company’s engineers 
are graduates of a 
training scheme run 
by the Irish Deve- 
lopment Association 
(an Arthur D. Little 
client). 

Most unusually of 
all, CTC’s vice-presi- 
dent of engineering 
is an American, John 
Ankorn, who also sits 
as a director on the 
company’s board. 
Very few other Ja- 
panese companies — 
Sony and, recently, 
Nomura Securities 
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are two of the exceptions that come to mind 
— have elevated foreigners to board level. 

CIC's first product was computer-aided 
design and manufacturing software. Run- 
ning on unorthodox parallel processors call- 
ed transputers, the software drew blue- 
prints much faster than conventional pro- 
grams. 

Faster, yes; more profitable, no. So the 
company switched its focus to importing, 
modifying and distributing US-made 
software for the Japanese market. This has 
turned out to be a highly successful busi- 
ness for the fledgling firm, which expects 
1990 revenues to be around ¥1.25 billion 
(US$9 million). 

The company’s most popular current 
products are based on open standards. This 
means that they can run on any machine 
and communicate between otherwise in- 
compatible systems. More than 180 firms 
have purchased cTc’s software packages, 
including some of Japan’s largest computer 
companies. 

But its most recent and most promising 
offering is entirely home grown. This is an 
image processor derived from the com- 
pany's proprietary algorithms and custom: 
chips 


nisi for use in high-end document 
publishing applications, the CTC product's 
advantage over conventional image proces 
sors (such as those used in faxes to cor 
dense and expand images) is that it is base 
on outline vectors. These have two merits: 
one is that they enable images — such as 
legal documents or catalogue parts — to be 
stored in a smaller space in an image 
database. 

The other merit of outline vectors is that | 1 
the edges of curved shapes — letters, for 
example — stay smooth when you retrieve 
or play with them. Conventional image re- 
trievers, as every fax user knows, produce 
jagged edges. 

Several big US companies are negotiat- 
ing to incorporate CIC's board in their pro- 
ducts. Word of this hot new product has 
brought venture capitalists running. CTC is 
being wooed by would-be investors on 
both sides of the Pacific. 

But the company's preference is for Ja- 
panese funds. "US venture capitalists want 
returns as soon as possible," says Naga- 
shima, "and they want to have board mem- 
bers to control management." 

Whether Japan can really support a fast- 
moving, risk-taking culture remains to be 
seen. For the moment, CTC can equally well 
be seen as the exception that proves the 
rule. m Bob Johnstone 
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Panasonic’s 
Mix-to-Match 
Copier 


Introducing an exciting new 
concept in office equipment—the 
modular copier. 

Panasonic's FP-1670 system 
begins with the actual copier unit, 


boasting high reproduction quality 
and a host of sophisticated func- 
tions like margin shift, edging and 
zoom. This unit can be used by itself 
as a desktop machine, but you'll 
want to add the matching base, 
with a choice of 19 different front- 
loading paper and storage drawer 
combinations, for a console system 
that's customized to your specific 
copying needs. 


To further expand the capabilities 
of your system, Panasonic also 
offers a 10-bin sorter and an invert- 
ing automatic document feeder that 
won't slow you down. Copy speed 
is a swift 16-sheets-a-minute, even 
when using the i-ADF. 

The FP-1670 front-loading 
copier system with mixes to match 
any office. 
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